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The  Industry  and  Trade  Committee  is  appointed  under  SO  No  86A  to  examine 
the  expenditure,  administration  and  policy  of  the  Departments  of  Industry  and 
Trade  and  associated  public  bodies,  and  similar  matters  within  the  responsibilities 
of  the  Secretary  of  State  for  Northern  Ireland. 

The  Committee  consists  of  a maximum  of  eleven  members,  of  whom  the 
quorum  is  three. 

The  Committee  shall  have  power: — 

(a)  To  send  for  persons,  papers  and  records,  to  sit  notwithstanding  any 
adjournment  of  the  House,  to  adjourn  from  place  to  place,  and  to  report 
from  time  to  time; 

(b)  to  appoint  persons  with  technical  knowledge  either  to  supply  information 
which  is  not  readily  available  or  to  elucidate  matters  of  complexity  within 
the  Committee’s  order  of  reference. 

Unless  the  House  otherwise  orders,  all  Members  nominated  to  the  Committee 
continue  to  be  members  of  the  Committee  for  the  remainder  of  the  Parliament. 


MONDAY  26  NOVEMBER  1979 


The  following  were  nominated  as  members 
Committee: — 


of  the  Industry  and  Trade 


Sir  Donald  Kaberry 

Mr 

Mr  Kenneth  Carlisle 

Mr 

Mr  Eric  Cockeram 

Mr 

Mr  Stan  Crowther 

Mr 

Mr  Peter  Emery 

Mr 

Mr  Derek  Foster 

Russell  Kerr 
Thomas  McNally 
Robin  Maxwell-Hyslop 
Ian  Mikardo 
Donald  Thompson 


Sir  Donald  Kaberry  was  elected  Chairman  4 December  1979 

The  following  change  in  the  membership  of  the  Committee  has  been  made. 
Friday  16  January  1981:  Mr  Donald  Thompson  discharged;  Mr  James  Hill 
appointed. 


rhe  cost  of  preparing  for  publication  the  Shorthand  Minutes  of  Evidence  taken  before  the  Com- 
mittee and  publishing  this  Report  was  £2,746.55. 
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the  Evidence.  Unprinted  papers  are  identified  merely  by  the  reference  number  given  them  by  the 
Committee. 

References  in  the  footnotes  to  HC  367-i  are  to  the  Minutes  of  Evidence  taken  before  the  Industry 
and  Trade  Committee  on  16  January  1980  when  the  Committee  examined  the  then  Secretary  of 
State  for  Trade  on  the  whole  range  of  the  Department  of  Trade’s  functions.  These  minutes  have 
been  separately  published  as  House  of  Commons  Paper  367-i  for  1979-80. 
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GENERAL  MALAISE  IN  THE  WORLD  ECONOMY  AND  TRADE  POLICY  ISSUES 

(Mil) 

by 

HUGH  CORBET 

Director,  Trade  Policy  Research  Centre,  London 


The  views  expressed  in  this  paper  are  those  of  the  author  and  should  not  be  purported  to 
represent  those  of  the  Council,  staff  or  associates  of  the  Trade  Policy  Research  Centre  the 
purpose  of  which  is  to  promote  independent  research  and  public  discussion  of  international 
economic  policy  issues. 


1.  In  submitting  a paper  to  the  Select  Committee  on  Industry  and  Trade1, 1 would  like 
to  mention,  at  the  outset,  that  many  of  us  associated  with  the  Trade  Policy  Research 
Centre  have  been  particularly  glad  to  see  the  establishment  of  a system  of  "permanent 
committees”  in  the  House  of  Commons  to  deal  with  different  aspects  of  public  policy  and 
administration,  not  least  because  through  such  committees  holding  hearings  and  commis- 
sioning papers  it  should  be  possible  to  stimulate  over  time  a higher  level  of  public 
discussion  of  policy  issues,  thereby  strengthening  the  influence  of  the  legislature  over  the 
executive  in  the  formation  of  policy  prior  to  the  introduction  of  legislation,  rather 
important  in  a representative  democracy  — especially  in  one  where  adult  universal 
suffrage  was  only  fully  achieved  in  1931.  But  the  Centre’s  interest  in  the  committee  system 
of  the  House  of  Commons  is  not  simply  a general  one2. 

2.  Many  of  those  who  follow  international  economic  relations  as  part  of  their  profes- 
sional lives  — observing  how  disputes  between  countries  initially  develop  between  officials 
just  doing  their  jobs  and  then  gradually  work  their  way  to  the  surface  of  the  public 
discussion  between  lobbyists  ana  journalists  and  lawyers  and  others  all  just  doing  their 
jobs  until  at  last,  usually  too  late,  they  finally  secure  ministerial  attention  — are  inclined 
to  think  that  a lot  of  trouble  would  be  saved,  and  everyone  would  be  better  off,  if  all 
affected  interests  could  be  properly  heard  and  subjected  to  closely-reasoned  analysis 
before  policies  were  formulated  and  implemented  in  the  first  place.  Where  trade  and 
industry  are  concerned,  there  is  already  a vast  array  of  policies  and  measures  in  place, 
ranging  from  anti-dumping  legislation  to  investment-incentive  schemes,  and  thus  the  most 
that  can  be  done  with  them  is  to  ensure  that  all  affected  interests,  not  only  producer 
(employer  and  employee)  interests  but  also  consumer  and  taxpayer  interests,  are  heard 
in  the  course  of  considering  the  administration  or  reform  or  repeal  of  the  legislation 
implementing  those  policies  and  measures. 

3.  The  point  may  be  obvious.  It  is  made  partly  because,  in  a period  of  slower  growth 
throughout  the  industrialised  world,  more  and  more  is  being  heard  from  producer  interests 
(almost  to  the  exclusion  of  consumer  and  taxpayer  interests);  and  partly  because  there  is 
potential  scope  for  the  Committee  to  be  involved  in  the  administration  of  what  the 
Americans  call  “regulatory  trade  laws”. 

4.  I understand  that  the  Committee  would  like  to  concentrate  at  first  on  the  problems 
of  import  penetration  and  export  promotion.  Perhaps  no  neo-mercantilist  connotations 
should  be  read  into  this  preference  as  it  has  been  expressed.  Even  so.  the  Committee 
might  consider,  before  proceeding  too  far  in  its  deliberations,  the  very  wide  scope  of  what 
is  meant  in  this  day  ana  age  by  ttade  policy. 
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Scope  of  Trade  Policy 

5 Because  trade  between  countries  consists  of  exports  and  imports  of  goods  and 
services,  trade  policy  is  thought  all  too  often  to  be  wholly  or  mainly  concerned  with  the 
means  by  which  exports,  on  the  one  hand,  are  encouraged  and  imports,  on  the  other,  are 
discouraged  — by  tariffs  and  a broad  range  of  non-tariff  measures.  But  there  is  much 
more  to  it  than  that3. 

6.  Essentially,  trade  policy  bears  on  investment,  both  domestically  and  internationally. 
Subsidies  to  and  taxes  on  production  and  international  trade  have  effects  on  industrial 
structure.  These  tariffs  and  non-tariff  interventions  in  the  market  also  affect  the  interna- 
tional allocation  of  production.  Not  only,  therefore,  is  trade  policy  virtually  synonymous 
with  what  is  described  in  domestically-orientated  circles  as  industrial  policy  (or  as  agri- 
cultural policy),  it  is  also  a key  factor  in  international  investment  decisions. 

7.  Prior  to  the  Tokyo  Round  of  multilateral  trade  negotiations,  commercial  diplomacy 
traditionally  focussed  on  tariffs,  but  it  has  come  to  encompass  nowadays  a wide  variety  of 
non-tariff  measures  — ranging  from  quantitative  import  restrictions,  customs  valuation 
procedures  and  anti-dumping  duties  to  public  health  standards,  public  procurement 
policies  and  public  subsidies  to  industry. 

8.  Since  the  end  of  World  War  IT  there  have  been  growing  electoral  pressures  on 
governments  to  assume  more  and  more  responsibilities  towards  the  social  and  economic 
welfare  of  their  peoples  through  policies  for  full  employment,  price  stability,  economic 
growth,  income  redistribution,  regional  balance  and  environmental  control  as  well  as 
industrial  organisation,  involving  the  promotion  of  high-technology  industries  and  the 
protection  of  low-technology  ones.  Such  responsibilities,  however,  have  been  easier  to 
assume  than  to  discharge. 

9.  One  reason  for  this  relates  to  the  international  forces  to  which  individual  economies 
are  subjected.  Intense  competition,  large-scale  capital  flows,  technological  advances  in 
industry  and  agriculture  and,  too,  in  transport  and  communications,  together  with  new 
and  expanding  markets  and  suppliers,  are  having  profound  and  continuing  effects  on 
international  production  and  trading  patterns.  Indeed,  the  rapid  integration  of  the  world 
economy  has  resulted  in  a high  level  of  interdependence  between  national  economies, 
especially  between  the  more  industrialised  ones.  Economic  interdependence  combined 
with  the  "wider  and  wider  obligations  assumed  by  governments  in  the  conduct  of  domestic 
affairs  has  meant  that  economic  measures  in  one  country  are  liable  to  affect  economic 
conditions  in  other  countries. 

10.  In  fact,  governments  are  finding  external  obligations  increasingly  in  conflict  with 
internal  ones,  thereby  making  it  more  difficult  to  concert  solutions  to  such  worldwide 
problems  as  trade  restrictions,  oil  payments,  possible  commodity  shortages  and  so  on. 
Difficulties  of  this  kind  are  by  no  means  confined  to  the  developed  countries.  In  as  much 
as  they  are,  their  resolution  is  important  to  the  development  of  the  world  economy  as  a 
whole,  because  assistance  to  developing  countries  — whether  by  aid  or  trade  or  a 
combination  of  both  — mainly  depends  on  agreement  among  developed  countries. 

11.  Finally,  in  dealing  with  the  economic  aspects  of  international  relations,  the  inter- 
relationship between  trade  and  monetary  policies  is  important.  Moncv  exists  to  facilitate 
the  exchange  of  goods  and  services.  It  is  meant  to  be  the  servant,  not  the  master,  of  trade. 
The  relationship  has  not  always  been  seen  that  way  in  public  discussion.  For  international 
trade  to  develop,  however,  much  depends  on  the  smooth  functioning  of  the  international 
regime  of  rates  of  exchange  between  different  currencies. 

12.  Over  the  course  of  two  hundred  years,  from  Adam  Smith  and  David  Ricardo  to 
John  Maynard  Keynes  and  Milton  Friedman,  there  has  developed  an  accepted  body  of 
technical  theory  on  how  economic  forces  tend  to  work.  While  it  is  continually  being 
questioned  and  qualified,  a grasp  of  this  body  of  theoj7  and  analysis  is  essential  to  the 
making  of  coherent  economic  policies.  Economic  policy  is  often  in  fact  a response  to 
particular  cases.  But  cases  resolved  “on  their  merits”  or  “by  common  sense”  alone  are 
often  not  well  resolved.  Their  merits  can  really  only  be  discerned  by  reference  to 
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theoretical  principles,  to  the  accumulated  common  sense  of  civilised  mankind,  represented 
by  the  accepted  body  of  technical  theory.  Dispensing  with  theoretical  principles  all  two 
frequently  means  that  economic  decision-making  becomes  self-defeating  ad-hockt ry. 

13.  In  democratic  countries,  trade  policy  is,  to  a large  extent,  legislative  in  character. 
Little  point  is  served  by  thinking  of  it  only  in  terms  of  particular  instruments  which 
governments  apply  — on  the  basis  of  a “scientific”  analysis  of  a given  situation  — to 
achieve  a clearly  defined  objective.  It  has  to  be  thought  of  in  much  broader  terms  as  a 
continuing  national  discussion  feeding  into,  stimulating  and  reflected  by  the  debate  in  the 
representative  assembly. 

14.  Contributing  to  a rational  approach  to  the  conduct  of  international  economic  policy 
accordingly  requires  a knowledge  of  the  nature  of  particular  instruments  of  policy,  how 
they  work  and  what  effects  they  may  produce,  immediately  and  over  the  longer  term  — 
in  other  words,  what  may  be  achieved  by  them  in  view  of  the  foreseeable  reactions  to 
their  use  by  producers  and  consumers  at  home  and  by  producers,  consumers  and  govern- 
ments abroad. 

15.  In  considering  what  is  the  most  appropriate  contribution,  from  a legislative  stand- 
point, to  the  conduct  of  international  economic  policy  at  the  present  time,  the  first  step 
must  be  to  analyse  the  state  of  the  world  economy. 


State  of  the  World  Economy 

16.  By  the  early  1970s  three  developments  were  making  governments  profoundly 
uncertain  about  the  basic  conditions  of  the  world  economy4.  The  seriousness  of  this  state 
of  affairs,  although  perhaps  not  widely  understood,  can  hardly  be  stressed  too  much. 
Because  the  essential  function  of  government  is  to  limit  the  degree  of  uncertainty 
impinging  on  private  economic  decisions,  both  individual  and  collective,  the  uncertainty 
of  governments  communicates  itself  to  the  private  sector  and,  together  with  other 
government-imposed  burdens,  tends  to  have  a paralysing  effect  on  all  and  sundry.  What 
were  the  three  developments? 


Growth  of  Governmental  Intervention 

17.  For  a start,  as  referred  to  earlier,  the  number  of  objectives,  functions  and  policies 
of  governments  had  grown  to  such  a point  that  their  interactions  had  become  pervasive 
and  impenetrable,  impossible  to  understand  let  alone  foresee.  At  this  point  the  unintended 
and  often  unwanted  effects  of  government  actions  — that  is  to  say,  the  refractions  and 
combinations  of  second-order,  third-order  and  farther-order  repercussions  of  the  policies 
being  pursued  — had  begun  to  overwhelm  their  ostensible  effects.  Policies  could  no 
longer  be  said,  not  with  the  best  will  in  the  world,  to  be  fulfilling  their  objectives. 

18.  There  is  nothing  particularly  controversial  about  this  observation.  In  1976  the 
Brookings  Institution  in  Washington  published  a paper  which  argued  that,  as  with  foreign 
policy,  an  analysis  of  domestic  policy  must  begin  with  an  assessment  of  what  government 
can  and  cannot  do  well.  The  authors,  Charles  Schultz  and  Henry  Owen,  both  high  officials 
now  in  President  Carter’s  White  House,  said  that  “ten  years  ago  a review  of  major 
economic  and  social  problems  would  have  concentrated  on  asking  how  government  might 
best  deal  with  them.  In  today’s  climate  of  public  opinion,  the  same  kind  of  review  must 
begin  by  asking  whether  government  is  capable  or  dealing  with  them.  Ten  years  ago”, 
they  concluded,  “government  was  widely  valued  as  an  instrument  to  resolve  problems; 
today,  government  itself  is  widely  viewed  as  the  problem”5. 

19.  In  the  early  1970s  the  helplessness  of  economists  and  policy  makers  in  the  face  of 
“stagflation”  was  becoming  clear.  There  was  a dawning,  and  somewhat  shocked,  recog- 
nition that  the  main  economic-policy  assumptions  of  the  post-World  War  II  period  could 
no  longer  be  relied  upon.  A crisis,  it  has  been  said,  is  a time  when  leadership  and 
ideologies  begin  to  falter.  It  is  a time  when  established  standards  fall  and  customary 
procedures  yield  unexpected  results.  By  the  early  1970s  the  world  economy  had  already 
entered  a crisis  which  nad  nothing  whatsoever  to  do  with  the  price  of  oil. 
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OPEC  Increase  in  Oil  Prices 

20.  The  sharp  increases  in  oil  prices  by  the  Organisation  of  Petroleum  Exporting 
Countries  (OPEC)  towards  the  end  of  1973  caught  governments  by  surprise  and  showed 
them  unprepared  in  an  area  which  had  traditionally  been  the  vital  centre  of  their  strategic 
responsibilities6.  Just  a few  years  later  there  are  doubts,  arising  from  sober  estimates, 
about  the  availability  of  sufficient  energy  to  meet  the  needs  of  the  1980s,  while  inflation 
and  other  policy-induced  uncertainties  continue  to  impede  the  planning,  financing  and 
execution  of  the  investment  projects  through  which  the  danger  of  energy  shortage  could 
be  averted. 


Irrational  Psychological  Reactions 

21.  The  two  conditions  so  far  stated  generate  real  uncertainty:  that  is  to  say,  although 
the  effects  of  uncertainty  on  economic  developments  are  matters  of  judgment,  there  are 
real  or  objective  reasons  for  this  uncertainty,  reasons  which  can  be  ascertained  by  rational 
analysis7.  The  adverse  effects  of  these  conditions  on  economic  growth  have  been  magnified 
by  psychological  reactions  which,  although  understandable,  are  irrational,  resulting  from 
demonstrably  false  analyses  and  expectations.  Three  distinct  strands  of  irrational  reaction 
can  be  identified. 

(a)  The  energy  crisis  coincided  with,  and  appeared  to  confirm,  relatively  wide- 
spread fears  that  the  “limits  to  growth”  had  been  reached.  It  has  not  been  altogether 
surprising,  therefore,  that  in  the  ensuing  recession  many  of  the  old  and  lona- 
exploded  myths  of  economic  decadence  have  been  revived.  The  Kondratieff  cycle 
has  been  helping  unknown  economists  to  modest  fame.  The  Hansenite  stagnation 
thesis,  based  on  assumed  adverse  effects  of  decelerating  population  growth  and  an 
assumed  exhaustion  of  technological  innovation,  lurks  behind  many  contemporary 
policy  plans  and  pronouncements.  Wassily  Leontieff,  the  Nobel  Prize  economist, 
nas  attempted  to  breathe  new  life  into  the  Frankenstein  of  technological 
unemployment. 

(b)  While  the  member  countries  of  the  Organisation  for  Economic  Cooperation 
and  Development  (OECD)  stagnated  as  a group  between  1974  and  1975,  the 
economies  of  the  developing  areas  of  the  world  continued  to  grow,  if  at  a reduced 
rate.  The  trade  of  the  latter,  particularly  their  exports  of  manufactures,  continued 
to  expand.  The  contrast  of  inflationary  stagnation  and  growing  unemployment  in 
the  OECD  countries  with  continued  growth  in  the  Third  World  has  contributed  to 
the  loss  of  nerve  in  the  former.  It  has  given  rise  to  the  Kaldorian  premonitions  of 
“erosion  of  the  industrial  base”.  The  newly  industralising  countries  are  thought  to 
be  acquiring  a comparative  advantage  in  every  line  of  industrial  production.  The 
fact  that  this  is  logically  impossible  in  no  way  reduces  the  effectiveness  of  the 
argument  in  public  discussion. 

(c)  The  third  strand  stems  from  the  difficulty  that  governments  have  in  believing 
or  admitting  that  their  claims,  whether  explicit  or  implicit,  to  exercise  control  over 
economic  growth  are  virtually  baseless.  It  is  equally  difficult  for  governments  to 
admit  that  the  economic  problem  of  their  countries  is  a simple  one,  involving  as  a 
necessary,  and  far  from  sufficient,  condition  a return  to  price  stability  which  the 
flexible  exchange-rate  system  allows  any  government  to  attain  on  its  own  initiative. 
Instead,  governments,  desperate  to  shift  responsibility  abroad,  are  concocting  ideas 
about  inflation  being  an  international  phenomenon  which  can  only  be  fought  by 
“co-ordinated  international  action”. 


22.  Whereas  in  the  mid-1970s,  a cyclical  synchronisation  was  not  only  deplored  but 
feared  to  be  a growth-defeating  condition,  there  has  lately  developed  a hectic  cobbling  of 
theory-less  “locomotive”  and  “convoy”  strategies  aimed  at  ensuring  a greater  synchron- 
isation of  counter-cyclical  policies8.  Governments  have  been  promising  each  other  to 
make  their  economies  grow  at  some  rate  and  then  reproaching  each  other  for  the  non- 
fulfilment  of  their  promises,  which  they  knew,  or  should  have  known,  were  meaningless 
in  the  first  place. 
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23.  The  decline  of  theoretical  standards  in  official  economic  pronouncements  is  highly 
disquieting.  The  exchange  rate  of  the  American  dollar  has  been  made  to  be  a function  of 
the  rate  of  oil  imports  by  the  United  States.  Bilateral  balancing  has  become  the  subject 
of  acrimonious  negotiation  at  the  highest  diplomatic  level  of  the  leading  economies.  What 
is  theoretically  equivalent,  two  leading  economies  have  been  reproached  by  the  rest  for 
having  a merchandise  trade  surplus,  something  which  ought  only  to  be  of  interest  to  port 
officials.  Through  government-sponsored  cartels  in  a growing  range  of  industries,  firms 
have  been  urged  to  abstain  from  investment  so  as  not  to  aggravate  an  hypothesised 
condition  of  “excess  capacity",  while  the  same  governments  have  deplored  the  lack  of 
dynamism  in  their  economies  at  large5. 


24.  Economists  in  the  employ  of  governments,  and  some  outside  them,  have  been 
trying  to  justify  these  unjustifiable  concerns  by  maintaining  that  “it  is  now  a wholly  new 
ball-game”.  And,  as  happens  with  all  real  crises  (animated  by  the  feeling  of  a wholly  new 
ball-game),  governments  have  been  yielding  to  atavistic  political  “solutions”  that  have 
been  thoroughly  discredited  in  the  past. 


25 .  It  is  in  this  growing  friction  about  non-existent  or  misconceived  problems — friction 
which  is  itself  an  element  inhibiting  economic  growth  — that  the  limits  of  the  economic 
usefulness  of  government  are  becoming  discernible.  Two  points  might  be  stressed10: 

First,  the  current  crisis  is  not  essentially  international,  not  in  the  sense  that 
internationally  negotiated  measures  would  be  sufficient  for  its  resolution:  solutions 
must  be  achieved  domestically  within  each  country. 

Second,  and  in  a similar  sense,  the  difficulty  of  the  crisis  is  not  primarily  an 
economic  problem.  The  economics  of  all  the  main  issues  involved  is  plain  enough. 
The  difficulty  is  in  implementing  the  policies  indicated. 


Trade  Policy  Problems 

26.  So  much  for  the  general  malaise  afflicting  the  world  economy.  I will  now  turn  to  the 
main  trade  policy  problems  which,  like  the  general  economic  policy  problems,  became  all 
too  clear  in  the  early  1970s.  How  intense  they  will  be  and  what  progress  will  be  made  in 
their  solution  depends  very  largely  on  the  implementation  of  the  agreements  reached  in 
the  Tokyo  Round  negotiations11.  Much  depends  also  on  how  much  progress  is  made 
towards  the  solution  of  the  more  general  economic  problems  discussed  above.  It  is 
important  to  emphasise  here  the  interdependence  of  all  social  or  economic  problems  and 
policies.  Trade  policy  problems  are  not  distinct  problems;  they  are  only  an  aspect  of  the 
more  general  malaise,  as  observed  earlier. 


27.  At  an  admittedly  high  level  of  generality,  the  task  of  restoring  order  in  international 
trade  encompasses  four  distinct  issues. 

(a)  The  first,  and  most  urgent  one  is  to  reaffirm  the  existing  rules,  the  observance 
of  which  has  been  declining  since  the  early  1960s,  but  especially  rapidly  since  the 
early  1970s. 

(b)  Next  is  an  issue  which  is  relatively  new  to  trade  policy  concerns.  The  order 
of  classical  trade  rules,  set  out  in  the  General  Agreement  on  Tariffs  and  Trade 
(GATT) , needs  to  be  expanded  to  embrace  norms  for  dealing  with  problems  posed 
by  cartels  and  other  practices  restraining  competition  in  international  trade. 

(c)  Thirdly,  if  success  is  achieved  in  restoring  order,  steps  must  be  taken  to 
strengthen  that  order  by  providing  additional  guarantees  against  its  violation. 

(d)  There  is  a fourth  issue  concerning  the  institutional  changes  through  which 
greater  regularity  could  be  ensured  in  East-West  trade. 
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28  Difficult  as  it  may  be,  the  Committee  might  consider  pursuing  its  work  in  such  a 
framework,  for  it  is  in  the  legislatures  of  the  leading  industrialised  economies  that  a 
beginning  has  to  be  made  towards  restoring  the  institutional  stability  that  is  necessary  to 
economic  recovery  because  investment  in  new  industrial  innovations  cannot  take  place  on 
the  scale  required  to  secure  higher  levels  of  employment  unless  confidence  is  regained 
and  that  is  not  likely  to  happen  unless  policy-induced  uncertainties  are  considerably 
reduced12. 
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Examination  or  witnesses 

Mr  Hugh  Corbet,  Director,  Mr  Sidney  Golt,  CB  and  Professor  Alasdair  MacBean 
of  the  Trade  Policy  Research  Centre,  called  in  and  examined. 

Chairman  provided  quite  a departure  for  people  who 

1.  Good  morning  gentlemen.  May  I think  about  the  problems  of  the  developing 

welcome  you  to  this  meeting  of  the  Select  countries  which  depend  on  exports  of  pri- 

Committee  on  Industry  and  Trade.  For  the  mary  commodities,  namely  that  there  is  not 

purposes  of  the  record  would  you  identify  necessarily  any  relationship  between  insta- 

yourselves  and  tell  us  briefly  about  the  bility  of  export  prices  and  economic  devel- 

Trade  Policy  Research  Centre,  what  it  is,  opment.  More  recently  we  published  a 

how  it  works  and  what  it  represents,  if  study  by  him,  and  a colleague  of  his  at 

anything?  Mr  Corbet,  would  you  introduce  Lancaster,  which  reviewed  all  the  problems 

your  colleagues  with  a very  brief  back-  facing  the  Third  World  and  was  called 
ground  to  their  qualifications,  so  that  any-  “Meeting  the  Third  World  Challenge”, 
one  who  reads  our  record  will  know  to  About  myself  I can  be  even  more  brief.  I 
whom  we  are  addressing  ourselves?  have  been  Director  of  the  Trade  Policy 

(Mr  Corbet.)  First  let  me  introduce  Mr  Research  Centre  since  it  was  established  in 

Golt,  on  my  right  who  had  a very  distin-  1968.  It  was  established  by  myself  and  Pro- 
guished  career  in  the  British  Civil  Service,  fessor  Harry  G Johnson,  who  is  now  dead, 
At  the  end  of  that  career  he  was,  from  1968  but  was  regarded  during  much  of  his  life- 
to  1970,  Deputy  Secretary  of  the  Depart-  time  as  one  of  the  leading  economists  in  the 
ment  of  Trade  and  Industry  when  it  was  field  of  international  economics.  Before 
one  department.  Most  of  us  do  not  think  of  setting  up  the  Trade  Policy  Research 
him  as  a distinguished  man  in  that  sense,  Centre  I was  a specialist  writer  on  The 
but  instead  think  of  his  long  experience  in  Times,  where  I wrote  mainly  about  inter- 
file field  of  international  commercial  diplo-  national  economic  problems.  More  spccif- 
macy,  because  he  was  for  many  years  Com-  ically,  T covered  the  Kennedy  Round 
mercial  Policy  Adviser  to  the  Board  of  negotiations;  and  quite  a number  of  other 
Trade  and  his  experience  goes  back  into  the  inter-governmental  discussions.  The  Trade 
1950s,  in  all  manner  of  negotiations.  He  Policy  Research  Centre  was  established  in 
was  closely  concerned  with  the  negotiation  1968.  It  began,  as  most  things  do,  in  a very' 
of  the  European  Free  Trade  Association,  small  way.  It  was  then  a British  oriented 
He  was  later  appointed  chairman  of  a high  group,  concerned  about  the  lack  of  rational 
level  group  of  the  OECD  which  was  public  discussion  on  many  of  the  economic 
appointed  to  work  out,  for  the  developed  problems  of  this  country,  particularly  in 
countries,  some  recommendations  on  a sys-  relation  to  international  trade.  Later  it 
tern  of  generalised  tariff  preferences  in  Europeanised  its  activities,  after  Britain 
favour  of  developing  countries.  Later,  in  joined  the  European  Community,  and 
1968,  he  was  leader  of  the  British  Delega-  more  recently  it  nas  begun  to  work  on  a 
tion  to  the  second  session  of  UNCTAD,  wider  international  basis.  As  an  institute 
which  was  held  in  New  Delhi.  Since  leaving  concerned  with  the  promotion  of  public 
the  Civil  Service  he  has  not  stopped  work-  discussion  and  independent  research  on 
ing;  for  ten  years  he  has  been  a consultant  international  economic  policy  issues,  it  does 
to  a number  of  industrial  companies,  advis-  not  have  a particular  point  of  view  on  any 
ing  on  commercial  and  economic  affairs,  particular  issue.  We  tend  to  think  of  most 
He  is  Consultant  on  Trade  Policy  to  the  problems  in  global  terms,  I guess,  taking 
International  Chamber  of  Commerce.  If  I the  view,  I suppose,  that  the  national  inter- 
say  less  about  Alasdair  MacBean  it  is  really  ests  of  countries,  if  viewed  objectively,  usu- 
only  because  he  has  not  lived  as  long.  He  ally  coincide.  That  is  very  much  an 
is  at  present  Pro-  Vice-Chancellor  ana  Pro-  economist’s  view  and  most  of  us  associated 
fessor  of  Economics  at  the  University  of  with  the  Centre  are  economists,  although 
Lancaster.  Before  going  to  the  University  I always  think  of  myself  as  a journalist, 
in  1967  he  was  economic  adviser  to  what  which  is  safer,  considering  the  kind  of  com- 
was  then  the  Ministry  of  Overseas  Devel-  pany  I have  to  keep,  which  does  include  a 
opment.  In  the  academic  world  he  is  mainly  number  of  people  of  great  distinction  in  the 
known,  I think,  for  the  book  he  wrote  called  economics  profession.  Although  we  look 
“Export  Instability  and  Economic  Devel-  at  things  in  analytical  terms,  most  of  the 
opment”,  which  was  published  in  1966  and  people  associated  with  the  Centre  are 
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(Chairman  Contd.) 

people  who  have  had  experience  in  govern- 
ment, or,  if  not  actual  experience  in  gov- 
ernment, have  worked  as  economic 
advisers  to  governments  and  are  perfectly 
well  aware  of  the  problems  of  formulating 
and  administering  policy. 

(Chairman.)  Thank  you  Mr  Corbet.  As 
you  know,  we  are  just  beginning  an  inquiry 
into  general  problems  associated  with 
trade,  particularly  exports,  though  we  also 
want  to  deal  with  problems  of  imports. 

Mr  Mikardo 

2.  May  I ask  a question  about  the 
Centre  itself,  to  follow  up  what  Mr  Corbet 
has  said?  How  is  the  Centre  funded? 

(Mr  Corbet.)  It  is  financed  in  a number 
of  ways:  through  corporate  donations, 
foundation  grants,  membership  subscrip- 
tions, sales  of  publications.  I guess  most  of 
the  funding,  though,  comes  from  founda- 
tions like  the  Ford  Foundation  in  the 
United  States,  the  Leverhulme  Trust  and 
the  Nuffield  Foundation  in  this  country  and 
the  Volkswagen  Foundation  in  Germany. 

Chairman 

3.  As  an  example  to  others,  does  your 
expenditure  and  income  account  show  a 
balance  in  red  or  in  black  at  the  end  of  each 
year? 

(Mr  Corbet.)  In  the  last  financial  year  we 
were  slightly  in  the  red;  in  the  previous 
financial  year  we  were  heavily  in  the  red; 

Kto  that  we  must  have  been  in  the 
. But  we  are  a non-profit  organisation. 

4.  On  that  point,  I believe  you  are  reg- 
istered as  a charity  are  you  not? 

(Mr  Corbet.)  We  are  registered  as  an 
educational  trust  under  the  Charities  Act 
1960. 

5.  As  I was  saying,  we  are  beginning  an 
inquiry  into  this  particular  question  and  I 
hope  we  can  have  a pretty  free  and  wide- 
ranging  discussion.  You,  Mr  Corbet,  have 
kindly  submitted  to  us  a paper  under  your 
name,  in  accordance,  one  might  say,  with 
the  tradition  of  your  Centre.  May  I ask  your 
colleagues  whether  they  agree  broadly  with 
that  paper  or  not,  as  the  case  may  be? 

(Mr  Golt.)  Yes,  in  general  outline,  not 
necessarily  with  every  sentence  or 
sentiment. 

(Professor  MacBean.)  Again,  broadly 
with  the  philosophy  expressed  in  it,  not  in 
detail. 

6.  Thank  you  very  much  for  giving  us 
that  paper,  Mr  Corbet.  I should  like  to  refer 
to  it  and  to  begin  with  may  I follow  up  a 


little  more  deeply  the  matters  referred  to 
on  page  5,  paragraph  27?  Can  you  give  us 
examples  of  any  of  the  most  flagrant  cases 
in  which  you  think  observance  of  the  exist- 
ing rules  has  declined  since  the  cnrly  1970s? 

I invite  you  to  break  it  down,  in  your 
answer,  into  breaches  by  four  bodies:  (1) 
other  EEC  countries;  (2)  other  OECD 
countries;  (3)  developing  countries;  and  (4) 
the  United  Kingdom  itself. 

(Mr  Corbet.)  I think  when  this  particular 
paragraph  was  written  we  were  not  thinking 
necessarily  of  the  70s  alone.  We  were  think- 
ing right  back  to  the  50s.  1 would  like  to 
make  a broad  statement  and  then  ask  Mr 
Golt  to  enlarge,  if  I may,  because  you  have 
really  asked  a question  which  goes  to  the 
heart  of  the  present  problems  facing  the 
world  economy. 

7.  Yes.  It  is  contained  in  your  sub- 
paragraph  (a).  “The  first  and  most  urgent 
one  is  to  reaffirm  the  existing  rules,  the 
observance  of  which  has  been  declining 
since  the  early  1960s,  but  especially  rapidly 
since  the  early  1970s.”  I wonder  if  you  could 
give  us  some  specific  examples  of  that? 

(Mr  Corbet.)  I will  still  defer  to  Mr  Golt, 
but  to  take  just  one  particular  principle,  the 
basic  principle  of  the  international  trading 
system  as  expressed  in  the  General  Agree- 
ment on  Tariffs  and  Trade,  the  principle  of 
non-discrimination,  set  out  in  Article  1, 
broadly  says  that  when  any  one  country 
makes  a concession  to  another  then  that 
concession  should  be  extended  to  all  other 
signatory  countries  to  the  GATT  on  an 
unconditional  basis.  That  is  the  basic  prin- 
ciple of  the  GATT  system  of  international 
trade.  Since  the  early  1960s,  that  principle 
has  been  greatly  weakened  as  the  European 
Community,  in  particular,  has  sought  to 
accommodate  in  its  international  ccomomic 
relationships  a number  of  former  colonies 
and  in  the  course  of  doing  this  it  has  tended 
to  subvert  almost  the  conditions  laid  down 
in  Article  24  of  the  GATT,  which  provides 
for  departures  from  the  principle  of  non- 
discrimination to  establish  free  trade  areas 
or  customs  unions.  The  point  here  is  that 
the  free  trade  areas,  which  the  European 
Community  has  negotiated  with  developing 
countries,  in  Africa  and  so  on,  have  not 
really  satisfied  the  conditions  of  Article  24 
in  the  sense  that  they  have  not  really  laid 
down  a clear  schedule  for  the  removal  of 
tariffs  between  the  Community  and  the 
countries  concerned.  They  have  amounted, 
in  other  words,  to  a series  of  preferential 
trading  arrangements  and  that  meant  a 
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serious  breach  was  made  in  the  60s  in  the 
observance  of  Article  1 of  the  GATT.  The 
principle  of  non-discrimination  was  further 
eroded  when  the  developed  countries 
decided  to  allow  preferences  to  be  made  in 
favour  of  developing  countries.  Then  the 
principle  was  still  further  eroded  when  the 
developed  countries  negotiated  export 
restraint  agreements  with  developing  coun- 
tries for  the  purpose  of  relieving  pressure 
on  their  own  industries  from  imports  from 
developing  countries.  These  ‘voluntary’ 
export  restraints,  in  the  nature  of  things, 
have  been  discriminatory  trading  arrange- 
ments, albeit  putting  countries  at  a disad- 
vantage rather  than  affording  them  an 
advantage  over  others.  That  type  of  agree- 
ment has  been  made  outside  the  GATT 
system,  where  both  parties,  both  the  devel- 
oped country  and  the  developing  country 
Japan  has  also  been  a party  to  such  agree- 
ments with  developed  countries  and  sne  is 
not  a developing  country  having  entered 
into  it  quite  ‘freely’.  While  there  was  just  a 
few  of  them  in  the  1960s  — it  seemed  a 
sensible  way  perhaps  of  coping  with  a par- 
ticular problem  at  the  time  — the  number 
of  those  voluntary  export  restraints  has  now 
grown  enormously.  It  is  difficult  to  find  out 
just  what  the  numbers  are,  but  the  Japanese 
believe  they  have  at  least  60,  more  perhaps, 
depending  on  which  officials  in  which  min- 
istry one  approaches.  I would  say  it  is  more 
like  double  that  number,  just  with  Japan. 
There  was  an  explosion  of  these  types  of 
arrangement  in  the  1970s  and  particularly 
since  1973.  An  IMF  study  has  shown,  for 
example,  that  for  Taiwan,  Columbia  and 
South  Korea  the  number  of  voluntary 
export  restraint  agreements  jumped  from 
four  in  1971-73  to  100  in  1974-77.  I have 
only  taken  one  provision  of  the  GATT.  But 
I would  like  to  ask  Mr  Golt  to  enlarge 
further  because  the  erosion  of  rules  is  tne 
basic  problem  with  the  GAIT  system  at  the 
present  time  and  I think  one  needs  to  put 
the  problem  in  a historical  perspective. 

(Sir  Emery.)  Would  it  be  helpful  to  us  if 
we  actually  had  provided  by  the  Centre  a 
factual  list  of  those  which  you  know  of,  so 
that  we  can  make  direct  reference  to  these 
rather  than  in  a general  way?  Would  that 
be  too  much  work? 

Chairman 

8.  Would  you  let  us  have  a paper  on 
those  lines? 

(Mr  Corbet.)  We  have  actually  had  some- 
body working  for  nearly  6 months  trying 
to  write  a paper  on  voluntary  export 


restraints.  These  are  secret  agreements. 
Some  people  will  deny  that  they  exist.  We 
can  produce  a paper,  but  I warn  you  that  it 
will  be  quite  a long  one. 

(Mr  Emery.)  This  is  the  very  centre  part 
of  what  we  are  considering.  It  would  be 
helpful. 

Chairman 

9.  If  you  can  give  us  clear  details  of  all 
the  alleged  breaches  that  would  be  helpful. 

(Mr  Corbet.)  The  IMF  has  put  together 
a paper.  Some  quarrel  with  the  analysis  in 
it.  It  just  deals  with  three  countries.  But 
that  is  devastating  enough. 

(Mr  Mikardo.)  Would  the  paper  include 
breaches  of  three  types  of  agreements 
which  T have  seen  at  first  hand,  breached 
by  other  countries  to  the  detriment  of  Brit- 
ish exporters?  Namely,  agreements  on 
terms  for  credits  and  credit  insurance, 
agreements  of  price  fixing,  like  the  Tinplate 
Agreement,  which  was  breached  by  every- 
body except  the  United  Kingdom,  by  giving 
secret  discounts,  and  breaches  of  the  stra- 
tegic lists  of  which  so  often  we  play  the 
game,  by  not  offering  to  certain  countries 
things  that  were  on  the  Chincom  and 
Cocom  lists,  whereas  others  who  were  party 
to  those  lists  do? 

Chairman 

10.  Would  your  paper  include  that? 

(Mr  Golt.)  I take  Mr  Mikardo’s  point.  I 

think  one  has  to  be  a bit  careful  about 
spreading  the  range  of  the  inquiry.  All  the 
agreements  or  understandings  which  Mr 
Mikardo  has  referred  to  are  in  fact  not 
directly,  or  sometimes  even  in  background 
substance,  part  of  the  General  Agreement 
on  Tariffs  and  Trade.  They  are  understand- 
ings or  agreements  which  have  been  arrived 
at  elsewhere  — some  of  them  in  OECD  or 
NATO  — and  I think  one  would  have  to 
look  rather  carefully  at  the  exact  status  of 
each  agreement.  Sometimes  they  are  little 
more  than  exchanges  of  understandings 
amongst  Governments,  and  I think  it  would 
be  confusing  the  GATT  issue  to  bring  some 
of  those  into  a discussion  of  what  we  are 
talking  about  under  the  GATT.  This  does 
not  mean  to  say  that  where  there  have  been 
understandings  among  countries,  and  they 
are  being  breached,  it  might  not  equally  be 
part  of  the  general  development  of  disre- 
gard for  an  international  rule  in  the  area  of 
international  trade. 

Mr  Mikardo 

11.  They  are  equally  part  of  the  thing 
that  stops  us  exporting.  It  has  cost  Great 
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Britain  a lot  of  exports.  That  is  what  we  are 
concerned  about. 

(Mr  Golt.)  1 think  one  would  have  to 
look  rather  carefully  at  particular  instances 
and  equally  look  rather  carefully  into 
whether  our  hands  are  really  that  much 
cleaner  than  other  people’s. 

Chairman 

12.  Well,  that  is  why  I suggested  we 
looked  in  the  mirror  and  you  dealt  with  the 
UK  at  the  same  time.  But  I think  you  have 
the  drift  of  what  we  would  like  to  have,  and 
I am  sure  you  will  seek  to  comply  with  it 
where  you  think  appropriate.  Now,  Mr 
Golt,  you  were  going  to  follow  up  were  you 
not? 

(Mr  Golt.)  Yes.  I would  say  not  too  much 
in  supplementation  of  what  Mr  Corbet  has 
said;  he  has  covered  a good  deal  of  ground . 

I think  one  has  to  look  a bit  at  what  the 
General  Agreement  on  Tariffs  and  Trade 
was  aiming  to  do  and  what  it  is.  It  is  an 
agreement  among  a number  of  countries 
which  lays  down  certain  principles.  Primar- 
ily it  lays  down  two  principles:  one  is  that 
there  should  not  be  discrimination  in  trade 
policy  between  one  country  and  another.  It 
does  not  say  that  you  are  not  to  protect 
your  own  industry;  it  provides  for  the  pos- 
sibility of  having  tariffs  in  protection  of 
one’s  own  industry.  The  second  point  is 
that  it  does  say  the  proper  way  — this  was 
the  sort  of  agreement  that  was  arrived  at  in 
the  1947  settlement  — of  protecting  your 
own  industry  is  through  a tariff  and  that 
there  should  be  periodic  discussions  and 
negotiations,  with  the  objective,  over  time, 
of  mutual  reductions  in  the  tariff  so  as  to 
progressively  relax  barriers  to  international 
trade.  Those  are  really  the  two  basic  prin- 
ciples on  which  the  GATT  is  based;  all  the 
rest  of  the  GATT  are  rules,  some  of  them 
fairly  precise,  some  less  precise,  which  are 
designed  to  stop  people  from  welshing  on 
the  bargains  they  have  struck.  If  they  have 
agreed  a tariff  should  be  at  a certain  level 
and  received  some  concession  from  another 
country  fixing  its  tariff  at  a certain  level,  the 
rest  of  the  GATT  is  designed  in  the  main  to 
ensure  that  Governments  do  not  use  other 
devices  to  undermine  those  bargains.  Now 
clearly  it  is  not  possible  in  a document  of 
that  kind  to  go  into  immense  and  detailed 
discussion  of  what  sort  of  devices  there 
might  be,  and  therefore  the  rules  depend 
on  a very  large  measure  of  mutual  trust  and 
confidence  among  the  signatories.  It  is  that 
sort  of  mutual  trust  and  confidence  among 
the  signatories  in  the  way  in  which  the 


agreement  might  work  efficiently  which 
over  the  years  — one  docs  not  want  to 
exaggerate  this,  1 will  come  back  to  that 
point  in  a moment  — has  been  eroded  by 
a series  of  events  which,  one  after  another, 
seem  to  have  weakened  the  system.  The 
first  one  — and  this  does  really  go  from  far 
back  — was  the  United  States’  attitude  on 
agriculture.  The  General  Agreement 
applied  equally  at  the  beginning,  in  princi- 
ple anyway,  to  trade  in  industrial  goods  and 
trade  in  agricultural  goods;  but  the  Agree- 
ment also  does  incorporate  the  possibility 
of  a country  coming  to  its  fellow  signatories, 
the  contracting  parties,  and  saying,  “This 
particular  provision  of  the  Agreement  bears 
extremely  hardly  on  us  in  certain  particular 
circumstances:  will  you  agree,  through  what 
is  culled  a process  of  waiver,  to  our  being 
allowed  to  derogate  from  the  provisions  of 
the  Agreement?".  As  early  as  1952  the 
United  States  applied  to  the  contracting 
parties  for  permission  to  derogate  from 
some  of  the  agricultural  provisions  of  the 
GATT.  The  United  States  went  through  a 
proper  form  of  consultation  on  this;  but 
they  did  set  a precedent,  which  over  time 
has  meant  that  agriculture  has  virtually 
ceased  to  be  governed  by  the  provisions  of 
the  GATT.  And  much  worse,  so  it  seems 
to  me,  is  that  other  countries  have  said, 
“Well,  the  United  States  had  a waiver  for 
this;  clearly  if  we  apply  for  a waiver  we 
would  get  one.  Why  should  we  go  through 
all  the  difficulties  and  processes  of  applying 
for  a waiver?"  So  that  over  the  years  the 
respect  for  the  forms  of  the  legal  procedures 
of  the  GATT  has  been  eroded  in  that  way, 
and  now,  although  the  United  States  long 
ago  gave  up  the  particular  practices,  or 
many  of  them,  for  which  it  received  a 
waiver,  agrieulture  has  virtually  slipped  out 
of  the  control  of  the  international  rules.  I 
think  the  second  main  event  which  has  led 
to  a disregard  and  weakening  of  confidence 
was  the  way  in  which  the  original  European 
Community  made  treaties  of  association 
which  were  disguised,  so  to  speak,  as  free 
trade  areas  but  which  certainly  did  not,  in 
many  ways,  conform  to  the  criteria  which 
would  have  established  them  as  free  trade 
areas  in  GATT;  and  the  processes  by  which 
this  was  considered  in  GATT  further  weak- 
ened respect  for  the  system  of  law.  The 
United  States,  for  various  reasons,  did  not 
feel  sufficiently  strong  to  challenge  these 
rocedures  — I will  not  go  into  all  the 
istory  of  it — and  this  led  to  a weakening. 
The  third  main  area  l think  in  which  this 
has  happened  was  the  extra-legal  rdgime  in 
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textiles  which  began  with  the  long-term  tex-  or  countries,  in  the  rest  of  the  world , which 
tile  agreement  of  1962.  In  its  origins  its  significantly  injure  one  of  its  domestic 
avowed  intention  was  that  since  there  was  industries.  Now  the  GATT  recognised  this 
a large  increase  in  new  entrants  into  inter-  problem  and  many  previous  trade  agree- 
national  trade  in  textiles  there  was  a case  ments  have  recognised  this  worry,  and  put 
for  at  least  slowing  down  the  process  by  in  a provision  to  deal  with  it,  and  that 
which  the  pattern  of  international  textile  provision  was  Article  19,  which  enabled  a 
trade  in  the  world  was  conducted,  and  country  which  suffered  serious  injury  which 
clearly  there  are  some  respectable  argu-  could  not  have  been  foreseen  to  take  meas- 
ments  to  be  advanced  on  this.  However,  ures  to  reduce  that  damage.  It  insisted  how- 
the  form  in  which  the  original  Agreement  ever  that  any  measures  which  it  took  should 
was  formulated,  which  allowed  for  gradual  be  non-discriminatory.  All  of  the  pressure 
and  orderly  increase  of  participation  in  in  the  last  year  or  two  among  tne  EEC 
world  trade  by  new  entrants,  has  gradually,  nations  and  supported  by  this  Government 
over  the  period,  become  much  more  severe  — and  the  last  Government  — has  been 
and  has  exacerbated  rather  than  calmed  the  towards  discriminatory  action  against  coun- 
atmosphere of  international  textile  trade,  tries  which  have  a success  in  exporting  to 
Certainly  I think  it  would  have  been  very  this  country,  and  where  there  is  some  threat 
strange  if  in  1962  anyone  round  the  table  to  the  domestic  industry  of  the  UK.  That  is 
had  said,  “We  shall  still  in  1980  be  talking  yet  another  area  in  which  the  principle  of 
about  renewing,  extending  and  intensifying  non-discrimination  has  been  damaged.  I 
this  Agreement”.  I think  it  would  have  wonder  if  I might  say  why  I think  it  is  bad? 
been  very  difficult  for  anyone  in  1962  to  It  may  seem  very  equitable  to  pick  out  the 
have  secured  the  kind  of  agreement  that  nation  which  represents  what  one  sees  as  a 
was  procured  then  on  premises  which  sub-  principal  threat  to  one’s  domestic  industry, 
sequently  proved  to  be  unfounded.  That  is,  maybe  one  country,  let  us  say, 

Korea,  or  Taiwan,  which  is  being  very  suc- 
13.  We  shall  be  going  into  the  details  in  cessful  in  exporting  some  particular  product 
a few  moments,  but  could  I just  now  ask  to  the  UK.  We  impose  a quota  or  we  require 
you  to  give  us  your  views  on  this  general  a voluntary  export  restriction  from  that 
question  and  may  I put  this  specific  point  to  country.  What  is  likely  to  happen  is  that 
you  for  answer  at  the  same  time:  following  one  picks  out  the  weakest  countries  as  being 
the  signing  in  December  in  Geneva  of  the  the  ones  which  can  give  way  to  one’s  pres- 
Tokyo  Round,  the  Minister  of  State  for  sure.  It  has  the  effect  of  forcing  that  country 
Trade  said,  and  I quote,  “faithful  imple-  to  turn  to  look  for  other  markets,  if  it  cannot 
mentation  in  both  letter  and  spirit  will  help  succeed  in  exporting  to  our  market,  so  the 
to  minimise  the  barriers  in  what  could  be  a problem  spills  over  into  third  markets,  and 
difficult  decade  for  international  trade”  — this  is  the  way  in  which  trade  wars  can 
would  you  give  us  your  views  as  to  how  you  gradually  escalate.  I think  in  terms  of  equity 
see  the  prospects  generally?  and  efficiency,  one  is  damaging  the  future 

( Professor  MacBean.)  Let  me  start,  Mr  of  world  trade  by  using  a discriminatory 
Chairman,  wi'.h  the  first  issue,  which  is  that  measure  against  the  general  ethos  of  the 
a succession  of  things  which  often  seemed  GATT  instrument.  One  really  is  picking 
quite  sensible  and  expedient  at  the  time  has  out  the  most  efficient  here,  because  Article 
gradually  led  to  the  erosion  of  the  funda-  19,  and  what  we  are  talking  about  here  is 
mental  principle  of  the  GATT,  the  principle  not  dumping,  one  is  talking  about  a situa- 
of  non-discrimination,  and  this  is  dangerous  tion  where  a country  has  really  become 
because  it  damages  the  prospects  for  the  more  efficient,  its  productivity  has  risen  and 
growth  of  free  international  trade.  Could  I it  is  thus  able  to  sell  efficiently  in  our  mar- 
perhaps  illustrate  that  by  one  of  the  prin-  kets  — and  you  are  damaging  the  most 
ciples  of  the  GATT  non-discrimination,  efficient  producer  by  hitting  it  and  you  are 
which  has  been  eroded  and  that  is  in  Article  promoting  a spread  of  trade  barriers — 

19  — and  I think  it  overlaps  to  some  extent 

the  point  which  you  were  raising  just  now.  Mr  Maxwell-Hyslop 

I think  most  people  who  believe  that  rela-  14.  Professor,  could  you  define  “effi- 
tively  free  trade  promotes  world  economic  ciency”  for  our  benefit?  I mean,  if  for 
welfare  have  always  recognised  that  there  instance,  as  in  the  case  of  the  USA,  they 
can  be  a serious  problem  and  serious  costs  deliberately  price  a crucial  raw  material, 
of  adjustment  to  a nation  when  there  is  a petroleum,  below  world  prices,  and  that 
surge  of  imports  from  some  other  country,  enables  them  to  produce  synthetic  fibres  at 
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below  anybody  else’s  price,  does  that  fall  make  allowances  for  by  import  tariffs? 
within  your  definition  of  more  efficient  pro-  Under  GATT? 

duction?  In  other  words,  do  you  equate  (Professor  MacBean.)  The  GATT  as 
lower  cost  production  with  more  efficient  such  does  not  permit  you  to  discriminate  on 
production,  or  do  you  distinguish  as  to  the  this  ground,  but  I was  trying  to  address 
reasons  for  the  lower  costs?  myself  more  specifically  to  the  theory  of 

(Professor  MacBean.)  I think  that  is  a this  issue.  Does  a country  have  a real  corn- 
difficult  question.  The  case  that  I was  talk-  parative  advantage  when  it  deliberately 
ing  about  was  one  in  which  there  was  no  reduces  the  cost  of  some  input?  If  that  input 
evidence  of  subsidy  either  to  the  finished  were  used  in  the  same  proportions  in  all 
product  or  to  some  input  being  used,  and  industries  in  that  economy  then  it  would 
in  fact,  the  efficiency  was  based  on  higher  not  affect  its  comparative  advantage.  But 
productivity  and  the  wage  cost  for  produc-  if  it  is  used  in  different  proportions  as  one 
ing  it.  The  specific  case  that  you  are  talking  would  expect  it  is  in  some  industries  then 
about,  and  I suppose  it  is  applied  by  the  clearly  it  would  make  the  price  of  some 

Americans  to  European  exports  of  steel,  things  lower.  If  it  was  going  to  do  that  for 

means  that  various  subsidies  which  we  have  ever,  there  would  be  a strong  case  for  other 
also  lower  the  cost  of  our  finished  product,  countries  just  adapting  to  that  situation, 
It  seems  to  me  that  it  does  partake  a little  saying,  “Well,  that  is  splendid  — if  they  are 
bit  of  the  dumping  cases,  but  I am  not  sure,  prepared  to  give  away  some  goods  more 

because  if  the  raw  materials  cost  was  low-  cheaply  than  the  real  cost  of  producing 

ered,  and  that  raw  materials  price  is  avail-  them,  that  is  great  for  everybody  else  — we 
able  to  all  industries  in  the  United  States,  just  adapt  and  export  to  them  things  which 
then  it  would  have  the  effect  of  lowering  they  want  to  buy  and  we  get  in  exchange 

the  cost  of  all  industries  in  the  United  more  cheaply  than  we  can  produce  for  our- 

States.  It  would  benefit  more  those  indus-  selves  these  synthetic  textiles.” 
tries  which  were  the  greatest  users  of  that 

particular  input.  To  work  out  how  signifi-  Mr  Thompson 

cant  this  actually  is  for  relative  costs  one  16.  You  have  explained  the  overall  the- 
would  have  to  do  input/output  studies.  One  ory  of  GATT  and  the  breaches  that  have 
would  have  to  look  at  the  proportion  of  the  arisen  since  it  was  first  introduced,  and  it 
final  cost  which  is  made  up  of  this  particular  seems  that  the  EEC  with  their  various  trade 
input.  Maybe  this  subsidy  is  discriminating  policies  have  weakened  GATT,  but  GATT 
in  favour  of  synthetic  textiles.  Maybe  not.  has  now  been  renegotiated  and  many  man- 
Maybe  it  discriminates  in  favour  of  rubber  ufacturers  in  this  country  believe  that  our 
tyres.  Government  has  imposed  the  restrictions 

(Mr  Maxwell-Hyslop.)  You  introduced  that  are  in  the  GATT  agreements  more 
another  concept  — dumping.  Is  not  an  strictly  than  foreign  countries,  and  that  in 
essential  feature  of  dumping  that  you  fact  many  other  countries  are  using  the 
charge  a lower  policy  price  on  the  export  present  agreements  to  their  own  advantage, 
market  than  you  do  on  the  home  market?  For  instance,  the  specific  agreement  on  the 
That  is  an  interesting  question  but  a differ-  technical  trade  barriers:  we  hear  people  say 
ent  one.  I was  trying  to  pin  you  on  whether  that  for  instance  the  Danes  make  a special 
you  consider  low  cost  and  efficiency  to  be  regulation  for  fire  extinguishers  knowing 
synonymous  and  that  if  you  have  a policy  that  that  then  exists  to  exclude  everybody 
price  for  a raw  material  which  enables  you  else.  On  the  GATT  agreements  for  pro- 
to undercut  — curement,  we  hear  that  the  French  and  the 

(Mr  Mikardo.)  Or  for  labour?  Germans  do  not  adhere  to  that  agreement 

as  strictly  as  our  own  Government,  and  in 
Mr  Maxwell-Hyslop  fact  we  advertise  far  more  often  than  they 

15.  Yes  but  in  this  specific  example,  and  do  in  the  journals  laid  down  to  it.  That  is 
it  is  sometimes  easier  to  illustrate  a point  fairly  specific,  but  that  is  the  sort  of  thing 
with  a specific  example,  if  you  have  a policy  that  is  worrying  industries  in  this  country, 
price  which  reduces  significantly  your  most  and  according  to  your  paper,  not  always 
expensive  single  raw  material,  allowing  you  rightly.  Can  you  expand  on  that  please? 
to  sell  both  at  home  and  abroad  at  a price  (Mr  Golt.)  I think  it  would  be  fair  to  say 
below  your  competitors,  do  you  regard  that  that  industry  in  every  one  of  the  major 
as  an  example  of  an  increase  in  efficiency  signatory  countries,  will  make  comparable 
ordoyouregardthatasanartificialelement  complaints  to  its  Government  about  how 
which  all  the  other  countries  are  entitled  to  muen  more  assiduously  it  obeys  the  inter- 
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national  rules  than  do  the  others.  Certainly 
the  United  States’  Government’s  experi- 
ence has  been  the  same  on  this  point 
throughout  the  whole  history  of  the  Agree- 
ment. It  is  true  that  the  UK  Government 
during  the  period  with  which  1 was  actively 
concerned  in  these  matters  did  take  very 
seriously  the  obligations  of  the  GATT, 
although  not  always  necessarily  to  the  let- 
ter. Equally  the  Government  of  France  and 
the  Government  of  Germany  and  of  most 
other  industrialised  countries  have  not  set 
out  deliberately  to  flout  the  rules,  although 
over  the  years  all  sorts  of  things  have  crept 
in;  and  one  must  realise  that  the  practice  of 
one  Government  is  very  soon  imitated  all 
round  the  world.  I cannot  think  of  any 
Government  of  the  UK  over  the  period 
between  1950  and  1970  which  did  not,  on 
arriving  in  office  say,  to  its  officials  “Why 
is  it  that  we  are  so  much  more  assiduous  in 
obeying  the  GATT  than  other  countries?” 
“Can’t  you  produce  the  instances  which 
show  that  this  is  true?”.  I frankly  do  not 
believe  it  is  possible  to  establish  a really 
significant  scale  of  difference  in  observance 
on  these  matters. 

Mr  Carlisle 

17.  Mr  Corbet,  clearly  GATT  is  central 
to  orderly  trade  in  the  world,  but  it  does 
seem  that  it  does  not  now  fulfil  all  the  roles 
that  it  should,  and  in  paragraph  27(b)  of 
your  paper  you  suggest  that  it  should 
“embrace  norms  for  dealing  with  problems 
posed  by  cartels  and  other  practices 
restraining  competition  in  international 
trade”.  Can  you  enlarge  on  that  please? 

(Mr  Corbet.)  Yes.  Well  the  negotiation 
of  a voluntary  export  restraint  amounts  to 
the  formation  of  a kind  of  cartel  between 
countries,  usually  through  industries  and 
not  necessarily  endorsed  by  the  respective 
governments.  We  have  seen,  apart  from 
these  voluntary  export  restraints  and 
orderly  marketing  arrangements,  quite 
clear  cartel  arrangements,  such  as  the 
European  steel  cartel,  and  there  are  cartel- 
type  arrangements  in  a number  of  other 
areas.  Now  one  of  the  problems  that  one 
finds  is  that  in  difficult  situations,  such  as 
steel  or  whatever,  governments,  in  the 
interests  of  avoiding  trouble  or  getting 
something  out  of  the  way,  or  put  to  one 
side,  have  been  prepared  to  see  their  anti- 
trust law  or  monopoly  law  or  competition 
policy  slightly  bent  to  accommodate  that 
so-called  special  case,  but  these  special 
cases  keep  growing,  extending  to  other 
industries.  What  can  one  do  about  it?  The 


thought  of  trying  to  negotiate  an  interna- 
tional anti-trust  law  would  be  too 
horrendous  for  words.  But  a start  could  be 
made  if  perhaps  there  were  some  agree- 
ment in  the  GATT  — a code  of  practice, 
similar  to  the  other  codes  which  have  been 
negotiated,  which  made  it  possible  for  an 
international  body  like  the  GATT  to  ensure 
that  a country’s  own  anti-trust  laws  were 
actually  adhered  to.  That  would  be  a start. 

18.  Is  there  anything  wrong,  necessarily 
wrong,  with  a country  agreeing  to  restrain 
its  exports,  and  has  it  damaged  Britain  at 
all?  I would  have  thought,  for  example, 
that  the  Japanese  voluntary  restraint  on  the 
export  of  cars  might  be  beneficial? 

(Mr  Corbet.)  f think,  if  you  take  each 
particular  case,  there  are  always  arguments 
of  expediency  for  doing  this  or  that,  for  the 
people  involved  will  always  think  it  is  fine, 
and  so  long  as  there  are  only  a few  such 
special  cases  it  does  not  matter  very  much. 
But  if  you  have  them  multiplying,  produc- 
ing a wide  series  of  these  arrangements,  in 
the  end  you  undermine  the  whole  system  of 
international  trade  law.  The  same  sort  of 
arguments  apply  in  international  relations 
as  in  domestic  affairs. 

19.  Do  you  know  of  a specific  restraint 
which  has  damaged  this  country? 

(Mr  Corbet.)  It  depends  what  you  call 
“damage”. 

20.  Detrimental  to  our  trade,  to  our 
exports? 

(Mr  Golt.)  It  depends  on  what  you  mean 
by  “this  country”. 

21.  Britain,  the  UK. 

(Mr  Golt.)  Some  of  the  agreements  cer- 
tainly have  not  damaged  but  certainly  have 
not  promoted  the  interests  of  some  people 
in  tne  country  who  have  been  inhibited 
from  buying  cheaper  textiles  or  cars  or 
whatever. 

22.  I was  thinking  of  the  trade  balance 
of  this  country,  if  I can  define  it  as  specifi- 
cally as  that.  Have  any  of  these  voluntary 
export  restraints  been  detrimental  to  that? 

(Mr  Corbet.)  For  a long  time  the  British 
motor  car  industry  has  benefited  from  the 
Japanese  restraining  their  exports  of  motor 
cars  to  this  country,  even  though  some  of 
the  people  who  have  been  hurt  have  been 
those  who  have  been  deprived  of  the  oppor- 
tunity of  buying  a Japanese  motor  car.  It 
may  well  do  Britain’s  trade  balance  some 
good  for  the  time  being,  while  those  exports 
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are  being  restrained,  but  if  in  the  process 
the  British  motor  car  industry  becomes  less 
and  less  efficient  to  the  point  where  it  can- 
not compete  in  overseas  markets  then  the 
bad  effects  start  setting  in  and  we  end  up 
with  an  industry  which  is  having  to  be  heav- 
ily supported  by  the  State  and  is  getting 
more  inefficient  and  begins  to  suffer  in  the 
home  market. 

23.  As  I understand  it  your  main  point 
is  that  voluntary  restraints  like  this  deni- 
grate the  whole  concept  of  GATT  and  the 
integrity  of  GATT,  and  it  is  this  which  you 
oppose? 

(Mr  Corbet.)  We  have  said  GATT 
because  that  happens  to  be  the  name  of  the 
agreement.  But  they  would  undermine  any 
system  of  principles  and  rules  which  provide 
a sufficient  degree  of  institutional  stability 
in  the  world  economy  to  enable  businesses 
to  plan  ahead,  to  invest  for  the  future, 
invest  in  long-term  innovations  or  plan  mar- 
keting far  in  advance.  The  point  I tried  to 
make  in  the  paper  was  that  when  we  get  to 
a situation  where  nobody  is  very  sure  where 
they  stand  vis-d-vis  their  government,  or 
the  governments  of  other  countries,  they 
are  not  likely  to  be  taking  very  risky  chances 
in  their  business  decisions.  It  does  not  mat- 
ter what  country  you  are  talking  about; 
everyone  is  adversely  affected  when  there 
is  too  much  uncertainty. 

24.  Do  you  think  Governments  have 
been  irresponsible  therefore  in  allowing  this 
sort  of  institution  to  burgeon? 

(Mr  Corbet.)  The  short  answer  is  “yes". 
But  they  did  not  know  at  the  time.  Each 
decision  seemed  sensible  at  the  time  — it 
always  seems  a good  idea  at  the  time.  There 
is  always  a risk,  but  if  governments  lose 
sight  of  their  common  interest  in  a stable 
institutional  environment  in  which  eco- 
nomic development  can  proceed,  and  they 
allow  the  system  to  break  down,  then  they 
are  bound  to  end  up  with  the  kind  of  situ- 
ation we  have  today.  It  is  very  reminiscent 
of  the  1930s  which  was  why  during  the 
Tokyo  Round  negotiations  Government 
officials  kept  harking  back  to  the  1930s. 
People  were  saying,  “We  must  not  let  the 
1930s  happen  ever  again,"  when  in  fact  it 
was  happening  all  over  again. 

Mr  McNally 

25.  Going  back  to  your  first  principle, 
GATT  was  meant  to  supervise  the  orderly 
entry  into  world  trade  of  the  developing 


countries  but  this  is  precisely  what  is  not 
happening.  The  super-competitives  call 
forth  industrial  world  problems  which  could 
not  possibly  be  solved  by  simply  accepting 
the  GATT  rules.  We  would  be  decimated 
in  the  process.  Take  for  example  the  textile 
industry.  The  textile  industry  lost  in  one 
month  last  year  5,000  jobs.  That  is  a Corby 
or  a Shotton  in  one  month.  How  can  any 
Government,  by  simply  going  back  to  first 
principles  of  GATT,  deal  in  any  social  or 
economic  way  in  its  own  domestic  interests 
with  that?  Are  you  not  putting  too  much 
faith  in  GATT  principles  in  circumstances 
which  the  original  GATT  did  not  conceive 
of? 

(Professor  Mac  Bean.)  In  fact,  I would 
have  thought  that  the  amount  of  adjustment 
which  has  been  imposed  upon  the  rich 
countries  has  been  very  much  greater 
because  of  the  thrust  of  the  trade  of  Japan 
and  of  West  Germany  than  because  of  any 
developing  countries.  If  you  look  at  the 
orders  of  magnitude  of  the  developing 
countries’  exports  of  manufactures  in  total 
they  arc  tiny  in  relation  to,  for  example, 
the  exports  of  the  rich  countries  in  manu- 
factures to  developing  countries.  The  bal- 
ance of  trade  in  manufactures  is  of  a 
magnitude  of  about  3 to  1 in  favour  of  the 
OECD  nations  with  the  developing  coun- 
tries. At  the  present  time , developing  coun- 
tries’ manufactured  exports  to  the  rich 
countries  of  Western  Europe  are  probably 
about  3 or  4 per  cent  of  imports.  You  can 
pick  out  specific  industries,  but  I think  even 
the  adjustment  in  the  textile  industry'  has 
been  very  much  more  due  to  improvements 
in  technology  and  the  thrust  from  Japan 
than  from  any  of  the  developing  countries. 
This  is  true  of  almost  every  study  of  the 
problem  of  adjustment  in  the  rich  countries. 
There  have  been  immense  amounts  of 
analytical  and  quantitative  work  on  this  in 
the  last  few  years,  and  they  invariably  turn 
up  with  the  macro-economic  effect,  that  is, 
the  overall  job  effect,  being  very  small,  and 
probably  in  favour  of  the  rich  countries,  ie 
the  growth  of  trade  in  terms  of  increased 
exports  of  manufactures  to  developing 
countries  is  greater  than  the  growth  of 
imports  of  manufactured  products  to  devel- 
oped countries.  Our  exports,  however,  are 
likely  to  be  less  labour-intensive  than  our 
import-competing  industries  from  which 
LDC  competition  displaces  labour — so 
there  could  be  a small  net  loss  of  jobs.  But 
increased  national  income  through 
improved  efficiency  in  resource  utilisation 
would  create  new  jobs.  There  is  an  adjust- 
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ment  problem,  because  it  hits  some  indus- 
tries much  more  than  others. 

(Mr  Golt.)  1 wonder  it'  I could  just  illus- 
trate by  referring  to  a rather  different  case. 
As  Professor  MacBean  said,  the  change  of 
state  costs  the  cost  of  technology,  because 
of  all  sorts  of  things.  IIow  many  jobs  have 
been  lost  in  the  men’s  hat  industry  over  the 
last  few  years?  This  is  not  because  there 
have  been  vast  increases  in  imports  from 
developing  countries  or  anywhere  else  — it 
is  simply  because  men  have  stopped  wear- 
ing hats. 

Chairman 

26.  Or  caps? 

(Mr  Golt.)  Yes.  I have  not  seen  anywhere 
that  we  have  to  take  special  measures  to 
preserve  the  jobs  of  people  who  made 
men’s  hats  and  so  far  as  1 know,  those  who 
made  men’s  hats  have  been  absorbed  into 
the  employed  population  in  other  ways. 

Mr  McNally 

27.  You  really  think  that  the  consumer 
is  being  sold  down  the  river?  I think  you 
actually  suggest  Mr  Corbet  that  the  pro- 
ducer interest  is  being  backed  to  the  exclu- 
sion of  the  consumer  and  the  taxpayer? 

(Mr  Corbet.)  Yes. 

Mr  Carlisle 

28.  One  final  question  on  this:  do  you 
think  that  our  Government  should  take  any 
action  to  make  GATT  work  better  and  to 
prevent  the  erosion  of  the  principles  of 
GATT?  If  so,  what  actions  do  you  think 
they  should  take? 

(Mr  Corbet.)  The  answer  is  “yes”  and  I 
would  suggest  that  one  area  where  it  could 
take  action  very  usefully  is  to  deal  with  the 
kind  of  problem  that  the  previous  speaker 
was  referring  to.  Reference  has  been  made 
to  Article  19  of  the  GATT.  Article  19  pro- 
vides for  the  imposition  of  emergency  pro- 
tection against  the  sudden  surge  of  imports 
of  a particular  product.  It  has  been  virtually 
rendered  inoperable  over  the  last  ten  years 
or  so  in  a number  of  different  ways  which 
1 will  not  take  the  time  of  the  Committee  to 
describe.  This  was  recognised  and  it  was 
stated  in  the  Tokyo  Round  declaration.  It 
was  agreed  that  one  of  the  objectives  of  the 
negotiations  would  be  to  review  the  oper- 
ation of  Article  19  of  the  GATT.  It  was 
indeed  one  of  the  major  items  on  the 
agenda  of  the  Tokyo  Round  negotiations. 
Governments  negotiated  for  a long  time  in 
a special  committee  to  try  and  work  out 


what  was  called  a Safeguards  Code.  At  the 
end  of  the  day,  the  argument  boiled  down 
to  whether  there  should  be  a provision  in 
such  a Safeguards  Code  that  allowed  gov- 
ernments the  right  to  take  selective  action 
against  one  or  two  countries  which  were 
deemed  to  be  the  source  of  serious  injury 
or  market  disruption  or  whatever.  By  Sep- 
tember of  last  year  only  the  European  Com- 
munity was  holding  out  for  such  a provision 
in  a Safeguards  Code.  The  proposal  for 
selective  safeguards  was  in  the  European 
Community’s  negotiating  mandate,  so  to 
speak,  and  it  was  supported  very  actively 
by  the  British  Government  and  the  French 
Government.  I understand  from  civil  serv- 
ants that  with  the  change  of  Government  in 
this  country  a softer  line  was  taken  by  the 
present  Government  on  the  question  of 
selective  safeguard  action,  but,  even  so,  it 
was  not  possible  to  reach  an  agreement  on 
a Safeguards  Code.  Because  tempers  were 
getting  short  — in  the  discussion  of  this 
issue  — which  had  come  down  to  a very 
tiny  point,  and  general  agreement  had  been 
reached  on  a lot  of  other  really  quite  sub- 
stantial points,  it  was  decided  to  set  up  a 
special  committee  to  continue  the  negotia- 
tion. That  Committee  is  meant  to  provide 
a report  in  6 months’  time  — which  is  6 
months,  I think,  from  November  last  year. 
It  is  quite  clear  that  no  agreement  will  be 
reached  in  that  period,  but  it  is  expected 
that  the  issue  is  likely  to  be  taken  up  again 
in  the  GATT,  perhaps  in  the  second  half  of 
this  year,  when  the  nope  is  that  the  Euro- 
pean Community  — nobody  has  actually 
said  this — will  have  reconsidered  the  whole 
position  and  perhaps  make  it  possible  for 
an  agreement  to  be  reached  on  a Safeguards 
Code.  What  could  be  contained  in  that 
Safeguards  Code  is  difficult  to  say.  It  is 
difficult  to  say  because  a lot  of  the  provi- 
sions that  were  written  into  the  code  had 
square  brackets  around  them  which  means 
one  cannot  say  who  was  supporting  them 
and  who  was  not.  Those  square  brackets 
were  obviously  going  to  stay  there  so  long 
as  the  Community  was  holding  out  for  a 
provision  for  selective  safeguard  action.  I 
understand  that  if  that  problem  could  be 
overcome,  it  is  quite  conceivable  that  a 
code  could  be  introduced  which  would 
enable  countries  to  resort  much  more  freely 
to  the  introduction  of  emergency  protection 
against  a sudden  surge  of  imports  of  a par- 
ticular product,  but  under  certain  quite 
clearly  laid  down  conditions.  Amongst 
those  conditions  there  would  be  one  that 
the  government  introducing  the  emergency 
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protection  should  say  in  advance  how  long 
that  emergency  protection  would  be 
applied  — 3,  4 or  5 years.  The  emergency 
action  that  it  takes  should  then  be  applied 
degressively;  it  should  be  phased  out  over 
that  period.  And  the  whole  process  should 
be  subject  to  multilateral  surveillance.  If  a 
firm,  or  industry,  knows  it  is  going  to  have 
five  years  in  which  it  is  going  to  have  declin- 
ing protection,  it  should  be  ample  time,  to 
adjust,  either  by  specialising  more  or  by 
getting  out  of  the  business  altogether.  If  a 
firm  knows  that  then  it  can  proceed.  The 
problem  is  to  ensure  that  temporary  pro- 
tection, which  is  all  Article  19  is  meant  to 
provide,  is  temporary.  The  main  thing  is  to 
provide  an  assurance  to  the  countries  that 
are  likely  to  have  this  action  taken  against 
them,  the  so-called  newly  industrialising 
countries;  they  need  to  be  assured  the 
action  is  going  to  be  temporary.  That  is  why 
it  is  suggested  the  protection  should  be 
degressive  over  the  period,  so  a company 
or  industry  knows  that  the  protection  is 

a to  end  at  the  end  of  that  period.  That 
provide  quite  a considerable 
improvement  in  international  trade  rela- 
tions. It  would  serve  to  bring  back  into  the 
system  many  of  these  problems  which  have 
been  dealt  with  in  voluntary  export 
restraints  and  it  would  prevent  the  abuse  of 
anti-dumping  legislation  and  legislation 
against  subsidised  imports  and  much  else. 
When  you  look  at  the  array  of  measures 
that  is  available  to  an  industry  in  the  United 
States  which  feels  that  it  is  being  hurt  in 
some  way  by  foreigners,  it  is  frightening. 
They  can  take  action  under  tne  Anti- 
Dumping  Act,  under  the  countervailing 
duty  law,  under  the  unfair  practices  provi- 
sion of  the  Tariff  Act  of  1930.  Ana  very 
often  industries  have  taken  action  on  the 
whole  lot  at  once  and  that  alone  has  a very 
serious  effect  on  anybody  trying  to  export 
to  the  United  States.  If  there  were  a decent 
safeguards  code  a lot  of  the  problems  that 
arise  between  these  countries  would  be 
taken  care  of. 

(Chairman)  May  we  turn  our  attention  to 
sub-paragraph  (d)  of  paragraph  27  of  your 
memorandum  on  page  5,  which  deals  with 
the  desire  for  greater  regularity  of  East- 
West  trade.  Mr  Mikardo  has  one  or  two 
questions  on  that  point. 


United  States.  Is  the  advantage  that  Amer- 
ican business  has  over  British  business  in 
this  regard  due  to  the  fact  that  they  have 
more  instruments  or  to  the  fact  that  their 
Government  is  readier  to  use  the  instru- 
ments and  more  determined  in  this?  For 
example,  all  I have  ever  seen  of  the  oper- 
ation of  our  anti-dumping  regulations 
shows  that  they  are  not  seriously  used  and 
they  are  not  seriously  used  because  nobody 
wants  to  have  a row  about  this.  They  are 
handled  very  timidly  indeed. 

(Mr  Corbet.)  I think  Mr  Golt  will  want 
to  answer.  Before  he  does  I would  say  that 
one  of  the  problems  in  looking  at  the  Amer- 
ican system  is  that  it  is  very  open;  and 
although  one  hears  about  a lot  of  companies 
which  go  to  the  Treasury  with  a dumping 
grievance,  they  have  a very  public  proce- 
dure and  we  see  a lot  of  discussion  in  the 
press  and  so  on,  but  it  usually  winds  up  with 
a recommendation  going  to  the  President 
not  to  take  action.  1 think  no  comparison 
has  been  made.  But  we  see  a lot  of  publicity 
and  a lot  of  inaction. 


30.  It  is  a good  idea  is  it  not? 

(Mr  Corbet.)  I think  public  procedure  is 
a good  idea. 


Mr  Mikardo 

29.  Could  I first  put  a quick  supplemen- 
iry  question  on  what  Mr  Corbet  was  just 
lying,  which  was  describing  how  many 
lore  instruments  there  are  available  in  the 


31.  Why  do  we  not  do  it? 

(Mr  Corbet.)  I think  we  should. 

(Mr  Golt.)  I simply  say  the  record  of 
American  administration  on  the  United 
States’  trade  policy  over  the  last  30  years 
has  really  been  very  good  indeed.  I would 
say  the  United  States'  administration  on  the 
whole  has  been  strong  in  resistance  to  sec- 
toral pressures  through  the  processes  of  law 
that  are  provided  in  the  United  States’  leg- 
islation to  try  to  minimise  the  effects  of 
private  action  against  international  trade. 
Particularly  during  the  last  four  years  the 
United  States’  administration  has  fought  a 
long  battle  in  the  courts  on  the  question  of 
the  application  of  countervailing  duties 
against  subsidised  exports.  There  is  Amer- 
ican legislation  whien  obliges  the  United 
States  Government  to  countervail.  The 
United  States  Government  has  resisted  in 
the  courts  all  efforts  very  strongly  to  oblige 
them  to  countervail  and  has  secured  waivers 
from  Congress  on  the  application  of  the 
legislation.  It  has  now  brought  its  legislation 
much  more  into  line  with  other  countries. 
What  has  happened,  however,  in  the  most 
recent  piece  of  United  States’  legislation, 
the  Trade  Agreements  Act  of  1979,  is  that 
at  a period  when  the  administration  was 
weak  and  Congress  strong,  a great  many 
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new  procedures  have  been  introduced  into  provision  in  the  GATT.  At  the  moment 

American  legislation  which  may  very  well  there  is  not  really  any  provision  in  the 

give  American  private  industry  much  more  GATT  for  dealing  with  these  kinds  of  sit- 

opportunity  to  harass  imports  and  weaken  uations,  which  some  of  us  see  growing  in 

the  administration's  possibilities  of  resisting  extent,  and  so  there  needs  to  be  a discus- 

that  harassment.  The  trade  of  the  United  sion,  and,  if  nothing  else,  the  British  Gov- 

Kingdom  and  the  exports  of  Europe  to  the  ernment  should  be  pressed  to  raise  the 

United  States  will  not  be  helped  if  the  abil-  matter  in  the  GATT, 
ity  of  the  administration  to  go  on  trying  to 

resist  private  action  in  the  United  States  is  33.  Is  this  not  a particular  example  of 
weakened  by  our  taking  action  which  seems  what  seems  to  me  to  be  a general  threat 
to  give  colour  to  American  accusations  that  running  through  your  paper  in  your  evi- 
we  are  discriminating  against  them  or  trying  dencc  of  over  concentration  on  the  institu- 
te introduce  protective  measures  against  tion  — on  institutions?  Cannot  one  almost 
them.  get  the  impression  from  your  paper  that 

what  you  are  saying  is  if  only  we  could  get 
32.  Paragraph  27(d),  Mr  Chairman,  GATT  right,  and  the  multi-fibre  agreement 
speaks  of  the  “institutional  changes  through  right,  and  all  the  other  things  right,  then  all 
which  greater  regularity  could  be  ensured  the  problems  in  Great  Britain  and  other 
in  East-West  trade".  Could  1 please  ask  the  countries  would  be  solved.  Is  there  not  an 
witnesses  what  they  see  currently  as  being  over-concentration  of  the  role,  importance 
the  principal  problems  of  East- West  trade?  and  effect  of  the  institutions  as  distinct  from 
What  are  the  institutional  changes  which  the  human  action  and  all  the  other  factors 
they  think  we  ought  to  have  to  deal  with  that  go  into  this? 

them?  Do  they  think  that  only  institutional  (Mr  Corbet.)  There  is  a big  philosophical 
changes  are  reauired,  and  that  institutional  question  raised  there.  Do  you  want  me  to 

changes  will  solve  the  problems,  and  if  not  answer  it?  I will  try  and  answer  it  briefly, 
what  else  ought  to  be  done,  either  by  the  Yes,  indeed,  perhaps  there  has  been  a lot 
home  government  or  the  Commission  in  of  emphasis  on  the  institutional  aspect,  but 
Brussels,  or  what?  I do  not  believe  for  one  minute  that  insti- 

(Mr  Corbet.)  What  we  are  thinking  of  tutions,  on  their  own,  can  take  care  of 
here  is  that  East-West  trade,  while  it  does  problems.  The  emphasis  is  put  on  the  insti- 
not  loom  very  large  in  any  Western  coun-  tutional  side  of  things  because  there  has 
try’s  trade  picture,  is  nonetheless  growing  been,  as  we  said  at  the  beginning,  an  ero- 
and  is  likely  to  continue  to  grow,  unless  sion  of  the  rules  of  the  international  trading 
what  is  happening  in  Afghanistan  and  so  on  system;  and  that  erosion  has  resulted  in 

gets  out  of  hand.  At  a period  when  most  governments  negotiating,  in  the  Tokyo 

established  industrialised  countries  of  the  Round  agreement,  codes  of  conduct  — 

West  are  suffering  economic  difficulties  of  relating  to  different  types  of  non-tariff 
one  kind  or  another  and  tending  to  want  to  intervention  in  markets  — that  are  in  fact 
look  to  anti-dumping  legislation  or  anti-  very  vague  and  which  leave  a lot  of  room 
subsidy  legislation,  the  imports  from  coun-  for  governments  to  exercise  discretion.  So 
tries  of  the  Eastern  trading  area  are  very  we  have  the  age-old  argument  of  rules  ver- 
open  to  the  charge  that  they  are  being  sus  discretion  and  the  concern  that  I sought 
dumped  or  subsidised  — which  is  easy  to  bring  out  in  this  paper,  which  is  shared 

enough,  since  the  pricing  of  these  goods  is  by  a good  many  others,  is  that  there  is  too 

somewhat  arbitrary.  You  just  have  to  sec  much  room  for  discretion  now  in  most  of 

whether  it  is  easier  to  make  a dumping  case  the  instruments  for  regulating  international 
or  easier  to  make  a subsidy  case.  Different  trade.  That  makes  for  uncertainty.  It  comes 
countries  deal  with  this  kind  of  situation  in  back  to  the  point  that  1 made  earlier,  which 
different  ways,  and  part  of  the  problem  is  is  that  for  an  economy  to  develop  there 
that  the  GATT  does  not  really  have  any  needs  to  be  sufficient  institutional  stability 
provisions  for  dealing  with,  not  so  much  for  individuals  and  firms  to  plan  ahead  and 
East- West  trade  — which  is  perhaps  the  invest  in  the  kind  of  things  which  are  going 
wrong  way  of  putting  it  — but  with  state  to  replace  the  motorcar  industry,  say,  or 
trading,  whether  it  is  state  trading  countries  the  textile  industry  and  all  the  rest  on  the 
or  state  trading  entities  within  an  otherwise  sick  list  and  thus  enable  the  economy  to 
market-oriented  economy.  I have  not  develop.  Without  that  institutional  stabil- 
thought  this  through  enough  to  be  able  to  ity,  firms  are  not  going  to  plan  ahead;  they 
suggest  exactly  what  should  go  into  a new  are  not  going  to  be  doing  all  the  things  that 
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governments  in  this  country  have  expected  have  been  a little  deeper  than  the  last  one, 
them  to  do.  Yes,  a lot  of  attention  is  put  on  and  the  trend  on  exports  getting  progres- 
the  institutional  aspect,  but  the  problem  in  sively  less,  and  the  increase  getting  less, 

this  country  is  not  an  institutional  one;  it  and  the  increase  in  imports  becoming  pro! 

relates  to  how  this  country  can  improve  gressively  greater.  Do  we  just  sit  back  and 
productivity  and  any  amount  of  talk  in  this  let  that  continue? 

Committee  or  anywhere  else  about  insti-  (Mr  Corbet.)  There  are  two  answers  that 
tutions  or  rules,  or  of  papers  produced  by  can  be  given  to  that.  You  get  an  argument 
us,  is  not  going  to  solve  our  problems  until  which  is  made  for  import  controls  and  an 
that  problem  of  productivity  is  properly  argument  which  is  made  for  letting  the 
faced.  exchange  rate  slip.  It  is  the  basic  problem 

with  this  country  which  has  not  really  been 
Mr  Emery  faced  properly  for  as  long  as  I can  recall, 

34.  If  one  looked  from  outside,  from  which  is  not  that  long  (twenty  years),  but  if 

foreign  view  points,  would  not  the  very  a country  wants  to  eliminate  a balance  of 

major  £700m  cheap  credit  negotiated  with  payments  deficit  then  it  has  to  be  prepared 

Russia  actually  be  seen  externally  as  an  to  see  real  wages  fall  and  see  a rise  in  profits 

export  subsidy  of  very  considerable  provi-  for  export  and  import  — competing  indus- 

sion,  being  provided  by  our  Government  tries.  If  it  is  not  prepared  to  accept  a fall  in 

detrimentally  to  a freer  competitive  struc-  real  wages  and  so  on  then  it  can  still  see  its 

ture  so  far  as  foreign  nationals  are  balance  of  payments  position  improve  if  it 

concerned?  is  prepared  to  accept  unemployment  — a 

(Mr  Corbet.)  I am  not  too  sure  whether  high  level  of  unemployment.  If  real  wages 

it  would  be  seen  that  way  by  foreigners,  are  not  allowed  to  fall,  perhaps  because  of 

because  many  foreign  governments  have  wage  indexation  or  because  of  the  use  of 

followed  that  course,  and  provided  simi-  monopoly  power  by  labour  unions  or 

larly  subsidised  lines  of  credit,  but  I think  whatever,  there  is  little  that  can  be  done 

it  would  be  seen  by  economists  as  not  a very  either  by  import  controls  or  by  devaluation, 

wise  decision  — not  a very  wise  course  of  The  whole  job  has  to  be  done  by  deflating 

action  for  governments  to  be  taking.  expenditure.  The  only  way  out  of  that 

dilemma  is  by  doing  something  about  the 

35.  If  you  were  therefore  trying  to  get  productivity  of  the  countiy  — lam  talking 

down  to  the  more  basic  GATT  approach,  here  about  productivity  of  both  capital  and 
you  would  wish  to  see  all  foreign  Govern-  labour.  Only  in  that  way  can  we  develop 
ments  not  dealing  in  this  type  of  specialised  the  economy  to  become  competitive  inter- 

benefit  for  their  own  industries?  nationally  without  real  wages  falling.  It  has 

(Mr  Corbet.)  Definitely.  always  been  Britain’s  problem.  Everybody 

knows  it  cannot  be  solved  overnight.  But 
Mr  Cockeram  the  solution  to  the  problem  is  not  one  that 

36.  You  make  the  point  in  your  paper  can  be  taken  at  the  border  through  import 
that  not  every  country  can  have  a surplus  controls  or  via  the  exchange  rate.  It  has  to 
be  it  on  manufacture,  trade  or  serious  be  acted  on  inside  the  country — well  inside 
industries,  because  one  man's  surplus  is  the  country. 

another  man's  deficit,  but  how  do  you  react 
to  the  trend  in  this  country  of  late  whereby 

exports  have  been  expanding  in  percentage  Mr  Maxwell- Hyslop 

terms  markedly  less  than  our  imports?  One  38.  Do  you  use  the  word  “uncmploy- 
could  quote  the  figures  of  last  year,  I think  ment”  as  shorthand  for  reduced  consump- 

it  was  2 per  cent  in  exports  and  18  per  cent  tion?  If  it  is  the  case  that  unemployment 

in  imports.  Precise  percentages  are  irrele-  benefit  is  at  such  a level  that  when  some- 

vant,  it  is  the  trend  I would  like  you  to  body  becomes  unemployed  their  quantum 

comment  on,  and  what  reaction  do  you  of  consumption  docs  not  fall  materially, 

think  we  should  have  to  that?  then  the  phrase  “unemployment"  as  a 

(Mr  Corbet.)  You  are  talking  about  our  shorthand  for  reducing  consumption  is  not 

balance  of  payments.  The  only  way  it  could  long  valid,  is  it? 

be  put  right  would  be  by  somehow  or  other  (Mr  Corbet.)  I suppose  I am  using  unem- 
improving  productivity  in  this  country.  ployment  simply  meaning  people  out  of 

. work.  But  I suppose  I could  extend  it  to 

37.  Going  on  from  that  we  have  seen  mean  all  sorts  of  other  non-work  — absen- 

have  we  not  that  each  recession  seems  to  teeism,  strikes  and  so  on.  That  is  all  Imean. 
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(Professor  MacBean.)  If  I may  just  international  trade  and  to  improve  the  util- 

add,  it  does  also  indicate  capacity  which  is  isation  of  the  world’s  resources  would  be  to 

available  for  use  in  some  other  way.  Also  everyone’s  advantage  and  that  both  the 

it  probably  means  a reduction  in  aggregate  developing  and  the  developed  countries 

demand,  partly  through  reduced  consump-  would  share  in  that  advantage, 

tion,  because  I do  not  believe  most  people  (Mr  Corbet.)  Quite  a lot  of  structural 
once  unemployed  will  keep  up  their  con-  adjustment  would  be  required  within  this 

sumption  standards  as  high  as  before.  For  country  and  other  industrialised  countries 

many  people  there  is  an  actual  cut  in  for  that  to  happen  on  the  kind  of  scale 

income,  and  for  others  a worry  as  to  how  which  would  be,  in  the  long  term,  of  benefit 

long  they  are  going  to  be  unemployed;  but  to  us  all. 

there  would  also  be  some  cut  in  investment, 

I would  expect.  42.  Might  I then  turn  to  the  other  side 

(Chairman.)  May  we  turn  our  attention  of  the  coin,  because  I put  one  side  quite 
to  the  developing  countries  and  technical  strongly  and  you  have  answered  in  the 
change?  affirmative . Is  it  not  also  true  that  a number 

of  people  see  such  a policy  possibly  causing, 
Mr  Emery  by  the  intervention  of  these  new  manufac- 

39.  Might  I ask  if  you  submitted  any  turing  sources,  a profusion  of  greater  corn- 

evidence  to  the  Brandt  Commission  and  petition,  a run-down  of  traditional  Western 
have  you  had  foreknowledge  or  sight  before  industries  and  the  creation  therefore  of 
publication  of  the  Brandt  Commission  greater  problems  and  greater  unemploy- 
report?  ment  for  the  Western  industrialised 

(Mr  Corbet.)  We  did  not  submit  any  evi-  countries? 
dence  to  the  Brandt  Commission.  One  of  (Mr  Corbet.)  That  is  what  I meant  by 
the  people  associated  with  the  Centre,  saying  there  would  be  a strong  need  for 
though,  has  seen  the  Brandt  Commission  policies  that  promoted  structural  adjust- 
Report,  Mr  Goran  Ohlin.  ment  in  the  industrialised  countries  includ- 

( Mr  Golt.)  I have  seen  the  Brandt  Com-  ing  this  country, 
mission  report,  but  not  in  this  capacity. 

43.  Do  you  think  that  is  possible,  or 

40.  Are  you,  therefore,  able  to  com-  even  desirable,  in  the  practical  world  of 
ment  in  any  way  on  the  recommendations  international  politics?  What  is  your  judge- 
or  would  that  be  asking  too  much  at  this  ment  on  that? 

stage?  (Mr  Corbet.)  I think  all  things  are  possi- 

(Mr  Golt.)  I think  it  would  be  premature  ble,  although  not  always  in  the  short  run, 
for  us,  certainly  as  representing  the  Trade  but  it  does  need  a fairly  continuous  policy 
Policy  Research  Centre,  to  do  so.  of  promoting  labour  mobility  and  job  train- 

ing. I see  much  of  the  intervention  on  the 

41.  There  is  a general  problem  which  part  of  Government  mainly  directed  to 
many  of  us  see,  that  with  a certain  level  of  assisting  labour  rather  than  capital  because 
declining  industrial  production  in  the  West-  I tend  to  think  most  assistance  to  capital 
ern  industrial  world  is  there  not  a great  winds  up  being  a subsidy  which  simply  sho- 
need  to  do  whatever  we  can  to  stimulate  res  up  the  industry  and  does  not  actually 
trade  between  the  newly  emerging  unde-  help  it  to  adjust.  Obviously  the  problem  is 
veloped  countries  and  the  non-industrial  a very  large  one  and  has  to  be  thought 
underdeveloped  countries  to  every  extent  about  very  carefully.  It  should  definitely 
possible  and  would  such  a policy  not  be  being  pursued. 

very  much  in  the  interest  of  our  own  country  (Professor  MacBean.)  I have  not  read  the 

(not  just  the  developing  world),  because  it  Brandt  Commission  report  but  I have  seen 
would  be  able  to  provide  major  areas  of  The  Times  reports  and  I would  guess  it  has 
industrial  demand  and  production  that  we  based  itself  to  a considerable  extent  on  the 
require  at  this  moment?  research  which  1 have  referred  to  already. 

(Mr  Corbet.)  The  answer  is,  Yes.  One  of  the  conclusions  of  that  research  is 

(Mr  Golt.)  I think  the  answer  to  that  that  the  quantitative  implications  are  much 
which  most  people  associated  with  the  smaller  tnan  popular  opinion  over  the  last 
Trade  Policy  Research  Centre  would  give  few  years  has  held.  Let  me  read  into  the 
would  be  that  anything  which  served  to  record  the  figures  a little  more  precisely.  In 
promote  international  specialisation  in  1978  the  overseas  newly  industrialising 
trade  and  thereby  increased  the  volume  of  countries  — that  is,  Brazil,  Mexico, 
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Hong  Kong,  Singapore,  Korea  and  Taiwan, 
which  are  the  leaders  among  the  group  — 
only  reached  2.7  per  cent  in  terms  of  the 
total  manufactured  imports  into  Western 
Europe.  I think  I said  something  like  3 per 
cent.  That  is  in  1978.  If  you  look  at  what 
they  were  doing  in  Japan  and  North  Amer- 
ica they  were  doing  17.9  per  cent  of  total 
imports  into  Japan  and  12.7  per  cent  into 
North  America.  So  Western  Europe  is  still 
way  down  in  terms  of  the  absorption  which 
other  countries  have  done  with  manufac- 
tures from  these  newly  industrialised  coun- 
tries. There  are  one  or  two  other  things 
which  need  further  research  on  them.  Mex- 
ico is  usually  included  in  the  bundle  of 
newly  industrialising  countries,  but  it  is 
going  to  be  a major  oil,  a major  energy 
exporter  soon  and  will  run  into  the  same 
problems  of  most  energy  exporters,  that  is 
that  its  exchange  rate  will  appreciate.  It  is 
unlikely  it  will  be  a major  exporter  of  man- 
ufactures in  future.  It  will  continue  to 
export,  but  is  unlikely  to  have  a rapid 
rowth  of  exported  manufactures.  Korea  is 
aving  a great  deal  of  political  trouble  just 
now.  It  is  not  a major  threat  and  one  would 
guess  it  is  going  to  taper  off.  But  people  are 
worried  about  the  OPEC  nations  because 
they  are  building  up  large  industrial  capac- 
ities to  process  oil  which  goes  into  exports. 
They  have  had  tremendous  problems.  The 
cost  of  construction  of  their  industrial 
capacity  have  been  enormous.  They  have 
a great  deal  of  problems  in  absorbing  the 
technology  and  keeping  these  industries 
operating.  It  seems  again  unlikely  they  will 
represent  any  serious  threat.  Countries  like 
India  could  cause  disruption  if  they  really 
changed  the  orientation  of  their  policies 
very  firmly  towards  exports. 

Chairman 

44.  They  subsidise  their  exports  at 
present. 

(Professor  MacBean.)  Some.  One  could 
argue  that  in  fact  the  subsidies  they  have 
given  in  the  past  offset  to  some  extent  their 
over-valued  exchange  rates  because  they 
have  such  massive  controls  on  imports  that 
their  official  exchange  rate  is  normally  over- 
valued, which  handicaps  exports.  The  point 
I am  making  is,  if  one  is  looking  to  the 
future,  the  Brandt  Commission  has  been 
extremely  optimistic  about  the  possibilities 
of  the  expansion  of  manufactured  exports 
from  developing  countries. 

Mr  Cockeram 

45.  Where  do  you  place  Brazil  in  this 


league  table,  with  terrifically  weak  import 
controls,  a very  weak  currency,  but  very 
dramatic  increase  in  sophisticated  as  well  as 
large-scale  manufactures  in  the  last  ten 
years? 

(Professor  MacBean.)  I think  Brazil  will 
probably  succeed  in  expanding  unless  inter- 
nal political  problems  complicate  the  situ- 
ation. I am  not  saying  that  several  of  these 
countries  will  not  continue  to  expand  as 
manufactures  exporters;  all  I am  saying  is 
that  several  of  the  countries  which  are  usu- 
ally lumped  in  as  NICs  and  have  achieved 
rapid  growth  in  manufactured  products  in 
the  last  five  or  ten  years  are  likely  to  slow 
down  a bit. 

Mr  Carlisle 

46.  Do  you  think  the  more  advanced 
countries  should  cease  to  have  the  benefits 
due  to  them  under  GATT  and  allow  more 
imports? 

(Professor  MacBean.)  It  depends.  If  the 
original  purpose  was  to  provide  some  assist- 
ance to  developing  countries  with  substan- 
tial numbers  of  their  population  who  are 
poor,  then  maybe  it  is  premature  to  start 
removing  concessions.  An  enormous  chunk 
of  Brazil’s  population  still  lives  in  extreme 
poverty,  and  to  place  barriers  in  the  way  of 
their  exports  of  labour  intensive  manufac- 
tures is  effectively  damaging  significantly 
their  prospects  for  providing  reasonable 
standards  of  living  to  poor  people.  I do  not 
know  when  there  should  be  a cut  off  point. 
Maybe  there  should  be  one  sometime. 

(Mr  Golt.)  On  that  last  point:  I think  it 
is  a fair  point  to  make.  There  is,  in  theory, 
at  any  rate,  a weakness,  in  the  GATT  in 
giving  defined  privileged  status  to  countries 
which  are  not  in  any  way  defined,  so  that 
over  the  long  run  I think  this  is  a point  that 
GATT  will  certainly  have  to  deal  with. 

(Chairman.)  May  we  turn  our  attention 
to  the  Multi-Fibre  Agreement? 

Mr  Thompson 

47.  You  gentlemen  seem  to  think  in 
broad  terms  that  GATT  is  a good  thing  and 
that  the  Multi-Fibre  Agreement  is  in  some 
way  a distortion  of  GATT.  I look  at  the 
Multi-Fibre  Agreement  and  that  looks  to 
me  like  a New  Delhi  bus  — made  in  Eng- 
land with  all  sorts  of  things  hanging  on  the 
outside,  that  have  been  added  and  jumped 
on  at  the  last  minute.  All  of  us  in  this  room 
are  continually  lobbied  by  the  textile  trade 
for  renewal  of  the  Multi-Fibre  Agreement. 
We  are  told  by  the  Government  that  we  are 
going  to  get  a new  orderly  marketing 
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arrangement.  On  the  other  hand,  we  are 
lobbied  by  the  textile  trade  for  renewal  of 
the  Multi-Fibre  Agreement.  We  are  told  by 
the  Consumer  Association  against  the 
Multi-Fibre  Agreement  arrangement 
because  it  is  anti-consumers,  and  you  say 
that  in  your  paper.  Do  you  see  MFA  as 
managed  protection  or  managed  free  trade? 

(Mr  Corbet.)  The  original  purpose  of  the 
MFA  was  to  promote  trade  liberalisation  in 
the  sense  that  it  was  meant  to  be  providing 
time  for  orderly  adjustment  to  take  place 
in  the  textile  trade.  When  the  MFA,  a four- 
year  agreement,  was  extended  in  negotia- 
tions which  took  place  in  1977,  the  Euro- 
pean Community  negotiated  a series  of 
5-year  bilateral  agreements  with  the 
developing  countries  which  cut  back  the 
access  rights  of  the  developing  countries 
and  curtailed  still  further  the  amount  of 
growth  of  imports  from  developing  coun- 
tries. The  developed  country  signatories  to 
the  MFA  agreed  ro  a yearly  growth  in 
imports  from  developing  countries  of  at 
least  6 per  cent.  It  was  not  meant  to  be  a 
North/South  thing,  but  that,  in  effect  is  how 
it  has  turned  out.  Well  now  the  agreement 
is  coming  up  for  further  negotiation  in  1981 
and  governments  are  already  preparing  for 
those  negotiations,  which  ouite  plainly  are 
going  to  be  very  tough,  witn  the  developed 
countries.  It  is  conceivable  that  the  major 
developing  country  exporters  could  decide 
that  they  might  more  advantageously  fall 
back  on  their  rights  under  the  GATT  rather 
than  sign  the  Multi-Fibre  Arrangement. 
That  would  mean  that  the  developed  coun- 
tries would  then,  if  they  wanted  to,  curtail 
imports  from  developing  countries,  have  to 
invoke  Article  19  of  the  GATT,  which  1 
have  referred  to  earlier,  and  if  it  is  fought 
out  in  the  GATT  framework,  which  gov- 
ernments never  like  to  do,  they  would  have 
to  put  their  whole  case  on  the  line;  and 
whatever  action  they  took  would  then  have 
to  be  applied  in  u non-discriminatorv  way 
to  all  foreign  suppliers,  developed  and 
developing.  It  is  very  difficult  to  say 
whether  the  arrangement  is  going  to  be 
renewed  and,  on  the  whole,  it  is  a difficult 
industry.  When  one  looks  at  the  problem, 
the  social  problems  involved,  one  can  see 
that  perhaps  there  is  a need  for  an  arrange- 
ment of  this  kind.  But  it  is  not  likely  to 
come  about  if  the  developed  countries 
make  it  clear  that  they  are  not  any  longer 
seeing  this  arrangement  as  trade  liberalising 
in  spirit. 

48.  This  country  exports  30  per  cent  of 


its  gross  national  product,  and  that  is  a far 
larger  proportion  than  many  other  coun- 
tries. It  seems  than  that  in  that  big  package 
there  would  have  to  be,  to  keep  that  pack- 
age at  level  for  a long  time,  industries  like 
the  textile,  footwear  industries,  etc,  etc. 
There  cannot  be  a transition  out  of  such  a 
large  package  quickly  into  high  technology 
industries,  although  the  high  technology 
industries  are  expanding  and  therefore 
manufacturers  ana  people  working  in  the 
industry  are  pressing  for  things  like  a Multi- 
Fibre  Agreement,  and  it  seems  to  us  that 
other  industries  are  saying  the  textile  indus- 
try have  got  that,  we  want  something.  Can 
we  have  your  thoughts  on  that,  please? 

(Mr  Corbet.)  That  is  the  problem.  When 
you  negotiate  and  make  an  exception  for 
one  industry,  you  are  bound  to  get  other 
industries  who  are  also  in  difficulty  coming 
along  and  asking  for  the  same  special  treat- 
ment. When  you  review  the  train  of  events, 
first  it  was  textiles,  then  it  was  shoes,  then 
it  was  ceramics,  and  then  it  was  wood  prod- 
ucts, then  it  was  motor  cars,  then  it  was 
steel  products,  then  it  was  electronics.  We 
could  wind  up  going  almost  right  across  the 
board!  We  could  wind  up  trying  to  cut  the 
developing  countries  out  of  everything. 
When  all  is  said  and  done,  we  have  still  got 
a declining  shoe  industry,  a declining  textile 
industry  and  all  the  rest.  It  just  goes  on  and 
on.  In  the  meantime,  we  have  poured  fairly 
scarce  research  and  development  resources 
into  the  development  of  new  more  capital 
intensive  machinery  to  produce  such  mun- 
dane things  as  coats  and  shoes,  and  that 
machinery  then  gets  promptly  exported  to 
the  developing  country,  which  then  ups  the 
process.  So  we  see  an  escalation  of 
resources  being  poured  into  industries  to 
make  something  relatively  simple.  It  is  plain 
daft. 

Mr  McNally 

49.  The  political  reality  is  that  that  is 
not  the  “either/or",  so  far  as  voluntary 
restraints  are  concerned.  It  is  not  either  one 
or  the  other  between  GATT  and  voluntary 
restraints.  The  political  debate  is  quite 
often  between  voluntary  restraints  and  uni- 
lateral action,  and  particularly  during  a 
period  of  world  recession.  That  is  increas- 
ingly going  to  be  the  real  political  debate. 

(Mr.  Corbet.)  I do  not  want  to  nit  pick, 
but  I used  the  word  “recession”  in  my  paper 
and  got  jumped  on  by  my  colleagues, 
because  we  are  not  actually  in  a recession. 
There  is  still  growth  — it  is  slower  growth 
— but  even  the  developed  countries,  as  a 
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whole,  have  been  and  are  growing.  Maybe 
we  are  not.  The  political  issue.  Yes,  you  all 
have  constituents.  You  all  have  pressures 
put  on  you  and  that  is  usually  how  these 
problems  arise.  It  is  usually  as  a result  of 
pressures  on  Members  of  Parliament  or 
congressmen  that  problems  are  taken  to 
administrations,  and  then  the  administra- 
tors try  to  finesse  legislators  one  way  or 
another,  and  we  get  more  problems.  The 
only  way  out  of  this  really  is  in  having  an 
international  system  of  rules  and  obliga- 
tions and  that  problem  can  get  to  the  point 
where  you  have  an  cither/or  situation.  But 
by  then  it  is  much  too  late  and  that  is  part 
of  the  problem  we  have.  People  will  not 
face  up  to  the  adjustment  process.  The 
longer  you  put  it  off  the  worse  the  problem 
becomes  until  you  get  to  a situation  where 
somebody  has  to  take  drastic  action.  That 
action  has  an  effect  on  other  people  in  other 
countries  which  they  do  not  like  at  all  and 
they  react.  Action  and  reaction  produces 
friction . The  only  way  out  is  having  a system 
of  rules  which  have  been  carefully  worked 
out  in  detail.  International  obligations 
enable  a politician,  a Government,  to  say 
“Yes,  there  is  a problem  in  this  industry 
and  we  would  like  to  take  action,  but  we  do 
have  international  obligations  which  are 
worked  out  in  the  interests  of  the  economy 
as  a whole,  and  in  the  interests  of  the  world 
economy  as  a whole  as  well,  which  means 
we  cannot  take  the  kind  of  action  that  you 
want."  It  just  takes  some  guts. 


noted  that  most  of  their  competition  with 
our  products  has  been  in  third  markets,  let 
us  say  selling  steel  to  flags  of  convenience 
countries  that  produce  ships.  If  we  protect 
our  steel  industry  against  them,  we  make 
our  steel  industry  less  efficient  and  less  able 
to  compete  in  third  markets.  There  are  two 
other  points  about  the  bad  effects  of  doing 
that:  you  could  raise  the  costs  of  all  out 
industries  which  are  steel  using.  Another 
point  to  draw  attention  to,  which  is  the 
result  of  some  recent  research  on  jute, 
which  is  a classic  textile  industry  which  is 
heavily  protected,  is  that  research  suggests 
that  the  effect  of  that  protection  was  to  put 
up  the  price  of  jute  products  in  the  UK  and 
to  increase  the  degree  of  substitution  of 
new  products  for  jute  products,  so  in  fact 
the  jute  industry  contracted  faster  as  a 
result  of  the  attempts  to  preserve  it. 

Mr  Mikardo 

51.  Jute  is  a rather  special  case.  Look- 
ing at  this  problem  of  the  relation  between 
the  home  market  and  competitiveness 
abroad,  is  that  the  problem  that  where  you 
do  get  a surge  of  imports  and  consequent 
decline  of  home  market  sales  in  a particular 
sector  of  industry,  one  factor  which  lowers 
their  competitiveness  in  other  markets  is 
that  their  fixed  costs  are  then  spread  over 
a much  smaller  volume.  Is  that  in  itself  not 
sometimes  a justification  for  some  measure 
of  temporary  restriction  on  production? 

(Professor  MacBean.)  I am  not  sure  that 
is  the  real  reason. 


Mr  Thompson 

50.  Are  you  saying  then  we  would  be 
better  off  with  MFA  and  coming  back  to 
GATT,  but  you  do  not  think  that  Govern- 
ments are  sophisticated  enought  to  employ 
GATT?. 

(Mr  Golt.)  I think  it  is  arguable  we  would 
have  a more  efficient  textile  industry  and 
one  better  able  to  hold  its  own  in  interna- 
tional competition  today  if  there  had  never 
been  an  LTA  in  1962.  On  the  point  made 
here , obviously  the  political  debate  is  trying 
to  achieve  the  middle  way  between  right 
and  wrong.  One  should  surely  try  to  define 
what  is  the  right  way. 

(Professor  MacBean.)  One  issue  which 
Sidney  Golt  has  just  raised  is  competition 
in  third  markets.  You  could  do  very  little 
about  competition  in  third  markets  by  pro- 
tecting your  domestic  market  because  it 
makes  it  harder  for  you  to  compete  in  such 
markets  — again,  because  in  the  popular 
view,  it  is  the  newly  industrialised  countries 
which  represent  the  threat,  it  should  be 


52.  It  is  one  of  the  contributory  causes? 

(Professor  MacBean.)  By  definition  if 

you  require  protection  your  industry  must 
have  been  inferior  in  competitiveness  to  the 
foreign  industries  which  are  now  competing 
with  you  and  now  underselling  you  in  yout 
own  market;  so  unless  you  knew  of  some 
technological  development  which  you  could 
bring  in  to  raise  productivity  in  that  indus- 
try, there  does  not  seem  to  be  any  grounds 
for  protecting  it,  save  to  enable  adjustment, 
that  is,  to  help  the  resources  which  arc 
locked  up  in  that  industry,  to  cushion  them 
and  enable  those  resources  to  be  shifted  out 
without  pain,  or  minimising  the  pain.  Arti- 
cle 19  gives  you  that  facility.  It  allows  you 
time  to  adjust.  In  fact  there  is  no  definite 
limit,  but  people  have  often  suggested  five 
years  as  a reasonable  time  to  allow  you  to 
move  factors  of  production  out  of  that 
industry  which  has  been  hit. 

Mr  Russell  Kerr 

53.  Before  we  close  I should  just  like  to 
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switch  the  attention  of  you  and  your  col- 
leagues to  several  more  general  questions 
and  particularly  the  administration  of  pol- 
icy. Would  you  and  your  colleagues  brief 
me  on  what  comments  you  have  about  the 
administration  of  trade  policy  since  we 
joined  the  EEC? 

(Mr.  Golt.)  I do  not  know  quite  what 
period  Mr  Russell  Kerr  is  thinking  of.  It 
would  be  difficult  for  me  to  comment.  Is  it 
the  early  period? 

Mr  Mikardo 

54.  The  period  since  we  joined  the 
EEC.  In  the  period  since  we  joined  the 
Community. 

(Mr.  Golt.)  I do  not  think  any  of  us  could 
express  any  particular  opinion  about 
whether  people  operated  policy  efficiently. 

I do  not  think  I have  any  reason  to  suppose 
they  have  not.  I do  not  see  anything  in  that. 

I think  there  have  been  some  changes  in 
departmental  structure  which  have  been  of 
some  interest  over  the  whole  period, 
including  periods  when  originally  the  Board 
of  Trade  was  responsible  over  the  whole 
field  and  then  at  various  times  during  the 
last  ten  years  when  sometimes  there  were 
divided  departments,  as  now',  between 
industry  and  trade  and  sometimes  com- 
bined departments.  It  used  to  be  very 
strongly  felt  that  there  was  great  advantage 
in  having  all  the  questions  that  arose  in  this 
area  within  the  purview  of  one  Minister, 
who  had  himself  to  be  balancing  the  respec- 
tive claims  of  how  much  protection  should 
be  accorded  to  industry  and  what  were  the 
interests  of  the  export  industries  or  of  mer- 
chants and  what  were  the  interests  of  con- 
sumers. That  one  Minister  who  had  to  look 
at  that  whole  package  and  come  to  a deci- 
sion was  really  fulfilling  a more  useful  func- 
tion than  divided  ministries  where  each 
ministry  to  a certain  extent  becomes,  as  it 
were,  a lobby  for  differing  interests.  So  that 
in  the  end  issues  of  that  kind  might  get 
decided  not  on  the  totality  of  merits  of  the 
issue  but  possibly  on  the  personal  strength 
of  a particular  Minister  in  Cabinet  at  a given 
moment.  I think  this  is  certainly  one  aspect 
of  our  administration  which  has  suffered  a 
bit  from  going  backwards  over  the  last  few 
years. 

Mr  Thompson 

55.  Would  you  have  any  further  com- 
ments in  general  terms  about  our  perfor- 
mance since  we  joined  the  EEC? 

(Mr  Corbet.)  Part  of  the  problem  in 
answering  the  question  is  what  is  meant  in 


talking  about  administration  of  trade  pol- 
icy. Are  we  talking  about  administration  or 
administrators.  Are  we  talking  about  the 
professional  performance  of  people  — of 
officials  just  doing  their  jobs.  Many  of  us 
would  quarrel  with  the  different  aspects  of, 
indeed  many  parts,  of  policies  we  have 
become  party  to.  The  whole  policy-making 
process  obviously  has  been  complicated 
very  considerably  by  Britain  joining  the 
European  Community,  given  that  there  are 
now  nine  Governments  involved  in  deci- 
sions and  it  is  very  difficult  actually  to  follow 
how  decisions  are  getting  made.  In  fact, 
since  the  Trade  Policy  Research  Centre  was 
first  established  ten  years  ago  we  have  tried 
to  fathom  out  how  trade  policy  is  made  in 
this  country,  but  it  is  very  difficult.  There 
does  not  appear  to  be  any  line  one  can 
follow.  It  depends  on  Ministers  and  individ- 
uals, personalities,  and  the  policies  affect- 
ing trade  and  investment  are  not  necessarily 
made  in  the  Department  of  Trade.  The 
problem  of  figuring  out  how  policies  are 
made  in  the  European  Community  now  is 
vastly  more  complicated  and  much  more 
difficult  to  follow  because  it  is  not  open  in 
any  way.  The  formulation  of  policies  within 
the  Council  and  Commission  of  the  Com- 
munity is  very  complicated,  with  a relatively 
small  staff  obliged  to  do  quite  a lot,  and  so 
the  more  legislators  are  able  to  conduct 
hearings  such  as  this  prior  to  the  introduc- 
tion of  legislation.  I think  the  better  off  will 
be  Britain,  the  European  Community  and 
the  world. 

56.  Would  you  like  to  add  anything 
Professor  MacBean? 

(Professor  MacBean.)  I really  do  not 
have  anything  to  add. 

Mr  Foster 

57 . You  say  in  paragraph  1 1 that  money 
is  meant  to  be  the  servant  not  the  master  of 
trade.  Perhaps  you  could  expand  that  just 
a little  and  then  say  how  important  you 
think  trade  policy  is  as  against  monetary 
policy? 

(Mr  Corbet.)  I think  this  particular  par- 
agraph reflects  my  experience  as  a journal- 
ist. Monetary  policy,  the  exchange  rate,  is 
something  which  gets  talked  and  written 
about  endlessly.  It  is  carried  on  to  such  an 
extent  that  you  would  almost  assume  that 
the  conduct  of  a country’s  policy  has  to  be 
determined  by  the  exchange  rate  or  the 
exchange  rate  regime,  the  national 
exchange  rate  regime.  All  one  is  trying  to 
say  here  is  that  money  is  simply  meant  to 
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facilitate  the  exchange  of  goods  and  serv-  cultural  field.  The  European  Community's 
ices.  Accordingly,  what  is  needed  of  the  activities  in  the  CAP  are  major  obstaclesto 

international  monetary  regime  is  enough  improvement  of  world  economic  welfare, 
stability  to  facilitate  trade  between  coun- 
tries. That  is  all  one  is  trying  to  say.  61.  One  last  question:  how  far  does 

protectionism  in  agriculture  hinder  trade 
Mr  Kerr  generally? 

58.  Would  you  take  it  amiss  if  I — an  (Mr  Corbel.)  Well,  “how  far"  implies 
outsider  — suggested  to  you  that  some  some  quantification  and  nobody  has  done 
small  part  of  your  resources  as  an  organi-  it.  One  can  only  give  a few  anecdotal  cases, 
sation  could  well  be  spent  in  promoting  that  There  was  a lot  of  reciprocity  in  the  trade 
idea  so  that  it  is  much  better  understood  between  New  Zealand  and  the  United 
amongst  the  world's  politicians,  and  others?  Kingdom  which  everybody  knows  about. 

(Mr  Coxier.,)  The  answer  to  that  is  “yes”,  As  New  Zealand  has  had  to  cut  back  on 
and  if  you  can  vote  us  some  resources  we  exports  to  this  country  and  has  had  diffi- 
will  do  so  all  the  more.  We  argue  the  point  culty  in  finding  export  markets  for  her  prod- 
all  the  time.  But  it  is  very  difficult  to  get  it  ucts  in  other  parts  of  the  world,  so  her 
across  to  people.  Unfortunately  trade  pol-  economy  has  suffered,  so  she  has  imported 
icy  is  very  complicated.  It  is  difficult  to  say  less  anti  so  she  has  bought  less  from  the 
anything  very  firm,  because  the  published  United  Kingdom.  Much  the  same  would 
facts  are  very  few  and  far  between;  and  it  apply  in  the  case  of  Australia.  Agricultural 
is  difficult  to  get  statistics.  Research  on  trade  is  something  which  people  tend  to  put 
trade  policy  is  not  the  kind  of  work  which  to  one  side  and  it  is  resulting,  as  a result  of 
academics  are  encouraged  to  undertake  restrictions  imposed  by  all  industrialised 
because  it  does  involve  a lot  of  devilling,  countries,  in  all  sorts  of  imbalances  between 
which  does  involve  getting  research  grants,  supply  and  demand,  which  means  we  gel 
which  does  involve  effort.  It  is  much  easier  the  odd  crisis  here  and  there,  the  last  in 
to  sit  down  and  discuss  monetary  policy  1973-75.  The  problems  mainly  manifest 
with  some  figures  which  you  can  get  from  themselves  at  a political  level,  when  prices 
the  Bank  of  England.  You  can  reel  off  are  not  as  high  as  they  are  today,  and  the 
theories  galore  and  that  way  you  can  get  exporting  countries  are  feeling  very  upset 
promoted  and  the  more  mathematical  it  and,  in  particular,  the  senators  from  the 
becomes  the  easier  it  gets  to  rise  in  die  mid-West  of  the  United  States  are  even 
academic  world.  It  is  very  difficult  to  find  more  upset  and  they  are  exerting  a bit  of 
good  economists  who  are  up  on  trade  pol-  muscle  in  Washington,  raising  the  temper- 
icy,  either  in  this  country  or  in  any  other,  ature  of  the  United  States’  relations  with 
because  it  does  take  a lot  of  resources  and  the  European  Community.  Obviously 
time.  restrictions  on  any  trade  must  have  an  effect 

on  the  economy  as  a whole,  talking  theo- 
Mr  Cockeram  retically,  but  we  mostly  see  any  effect  in 

59.  In  your  argument  about  the  func-  political  terms. 

tion  of  money  and  international  trade,  were  (Professor  MacBean.)  May  I comment 
you  implying  an  argument  in  favour  of  fixed  on  sugar  in  particular?  I think  the  policies 
exchange  rates  rather  than  floating?  of  the  Economic  Community  in  the  Com- 

(Mr  Corbet.)  No,  the  other  way  round.  mon  Agricultural  Policy  and  in  other  coun- 

tries generally  protecting  the  interests  of 
Chairman  beet  sugar  have  been  very  damaging  factors 

60.  May  I ask  two  rather  short  ques-  to  the  prospects  of  economic  development 

tions,  for  brief  answers,  as  we  approach  the  of  developing  countries,  because  many  of 

end  of  our  morning:  does  anything  which  them  are  cane  sugar  producers.  It  was  esli- 

has  been  said  so  far  need  to  be  modified  in  mated  many  years  ago  that  it  was  costing 

respect  of  first,  trade  in  services,  and,  sec-  them  about  a billion  dollars  in  earnings 

on“*y>  , in  agricultural  products?  which  they  were  losing  as  a result  of  the 

9?' , !'l  * say  “no".  effects  of  protection  of  the  sugar  industry. 

(Mr  Gou.)  I would  say  no.  I think  the 
general  principles  are  equally  applicable.  Mr  Mikardo 

(Professor  MacBean.)  I would  say  even  62.  I go  along  with  every  word  of  that, 
more  so.  The  major  breach  of  the  sort  of  Professor,  but  then  surely  what  the  devel- 

ideas  which  lie  behind  the  gains  from  free  oped  countries  are  doing  Is  developing  beet 

international  trade  I think  are  in  the  agri-  as  against  cane  and  wnat  they  are  doing 
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Mr  Sidney  Golt,  CB  and  Professor  Alasdair  MacBean 


[Mr  Mikardo  Contd.] 

surely  is  in  line  with  your  earlier  proposal 
that  you  have  got  to  go  for  the  more  effi- 
cient and  let  the  weaker  go  to  the  wall? 

(Professor  MacBean.)  I do  not  think  this 
is  true.  The  real  costs  of  producing  sugar 
by  growth  of  sugar  cane  in  tropical  countries 
are  very  much  lower  than  the  cost  of  pro- 
ducing sugar  through  beet.  Beet  sugar  pro- 
duction is  subsidised  and  protected  in  most 
of  the  rich  nations.  We  also  de-stabilise  the 
markets  of  developing  countries  by  occa- 
sionally dumping  and  sometimes  purchas- 
ing grains  from  these  markets — sometimes 
by  exporting  grains.  We  do  this  in  fats  and 
oils  as  well. 

Chairman 

63.  I wonder  if  you  could  help  me  — a 
simple  soul.  Is  the  answer  to  my  very  simple 
question  “Yes,  it  does  hinder”  or  “It  may 
hinder”  or  “It  does  not  hinder”? 

(. Professor  MacBean.)  My  opinion  would 
be  yes,  it  docs  hinder,  and  the  effects  have 
been  fairly  damaging  for  developing 
countries. 


64.  Gentlemen,  we  have  had  a very 
good  session  this  morning  and  you  have 
answered  our  questions  very  fully,  and  we 
are  deeply  indebted  to  the  three  of  you  for 
your  kindness  in  coming  and  for  the  manner 
in  which  you  have  answered  the  questions. 
On  behalf  of  all  my  colleagues  tnank  you 
very  much. 

(Mr  Corbet.)  We  have  enjoyed  being 
here,  Mr  Chairman,  and  I have  been  asked 
to  let  you  have  one  paper  on  voluntary 
export  restraints,  but  we  have  a lot  of 
papers  floating  around  if  the  Committee 
wants  any  papers  on  other  specific  points. 
We  would  be  happy  to  supply  anything  in 
a form  that  would  not  take  up  too  much  of 
your  time. 

(Mr  Mikardo.)  Perhaps  you  could  let  the 
Clerk  have  a list  of  the  papers  which  you 
describe  as  “floating  around”  and  then  we 
could  have  a look  and  see  which  ones  are 
most  relevant? 

(Chairman)  Yes.  Thank  you  very  much 
for  coming. 
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WEDNESDAY  20  FEBRUARY  1980 


Mr  Kenneth  Carlisle 
Mr  Stan  Crowther 
Mr  Derek  Foster 
Mr  Russell  Kerr 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 

Mr  Robin  Maxwell-Hyslop 
Mr  Thomas  McNally 
Mr  Ian  Mikardo 
Mr  Donald  Thompson 


Memorandum  submitted  by  the  Export  Credits  Guarantee  Department  (M8) 

History 

1.  The  major  developments  in  ECGD’s  facilities  are  described  in  “A  History  of  ECGD 
1919-1979”  copies  of  which  have  been  sent  to  the  Committee’s  Clerk  and  the  House  of 
Commons’  Library.  In  particular,  pages  34-43  give  a useful  note  of  recent  developments, 
with  a summary  on  pages  40-41,  and  pages  44-47  comment  on  the  position  of  the 
Department  today. 

2.  Important  developments  in  the  1970s  included  the  introduction  of  overseas  invest- 
ment insurance,  the  development  of  relations  with  the  banking  community  in  such  matters 
as  the  fixed  rate  export  finance  scheme,  foreign  currency  financing  and  performance 
bonds,  the  impact  of  the  EEC  and  the  OECD  (especially  in  the  form  of  the  “Consensus”, 
on  credit  terms)  and  the  effect  on  a substantial  part  of  the  Department  of  decentralisation 
of  work  and  dispersal. 

Recent  Results 

3.  The  ECGD  “Trading  Results  1978-79”  is  available  to  the  Committee  and  is  in  the 
House  of  Commons’  Library.  “Trading  Results”  in  effect  presents  a summary  and  a 
report  for  the  latest  financial  year:  whilst  not  seeking  to  describe  all  ECGD’s  operations 
in  detail,  it  particularly  aims  to  record  major  events  which  have  been  the  subject  of 
Parliamentary  statements  and  the  key  statistics  of  business  over  the  past  5 or  in  some 
cases  10  years,  especially  those  relevant  to  statutory  and  public  expenditure  aspects. 

4.  The  main  part  of  "Trading  Results"  (pages  2-5)  gives  details  of  the  Department’s 
export  credit  trading  operation,  ie  that  part  of  its  activities  which  it  has  undertaken  to 
operate  at  no  net  cost  to  public  funds.  This  constitutes  the  vast  majority  of  the  Depart- 
ment’s business  and  covers  all  ECGD  guarantees  to  exporters  and  banks.  Non-trading 
activities  — the  fixed  rate  export  finance  scheme  and  cost  escalation  — are  dealt  with  on 
pages  6-7. 


Legislation  and  the  Statutory  Return 

5.  A copy  of  the  Export  Guarantees  and  Overseas  Investment  Act  1978  has  been 
supplied  to  the  Committee.  The  Act,  amongst  other  things  empowers  the  Secretary  of 
State  through  ECGD  to  issue  guarantees  for  the  purpose  of  encouraging  trade.  It  sets  a 
limit  of  £25,000  million  on  the  aggregate  of  sterling  liabilities  which  may  be  taken  under 
both  the  Commercial  (Section  1)  and  National  Interest  (Section  2)  Accounts  and  a limit 
of  10,000  million  special  drawing  rights  on  the  aggregate  of  liabilities  in  foreign  currency. 
Due  to  the  increasing  use  of  the  foreign  currency  scheme,  liabilities  in  special  drawing 
rights  have  been  increasing  quickly  and  a draft  Order  proposing  an  increase  in  this  limit 
by  5,000  million  special  drawing  rights  is  to  be  laid  shortly. 

6.  A copy  of  the  latest  Quarterly  Statutorv  Return  required  by  the  Act  has  been 
provided  for  the  Committee;  the  return  for  the  quarter  up  to  31  December  1979  will  be 
available  shortly. 

Supply  Estimates 

7.  Although  ECGD  is  largely  self-financing  it  is  subject  to  the  usual  Estimates  and 
Votes  procedures.  ECGD  Votes  are  in  Class  IV  — this  year  Votes  11  and  12.  Vote  11 
covers  administration  costs  and  Vote  12  all  other  aspects  including  both  trading  and  non- 
trading activities. 

January  1980. 
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Handling  of  Claims  by  ECGD 

Introduction 

1.  ECGD’s  facilities  fall  broadly  into  two  categories  for  purposes  of  processing  claims. 
One  category  consists  of  unconditional  guarantees  for  banks,  affording  them  100  per  cent 
security  for  advances  to  finance  export  credit  or  for  loans  to  overseas  buyers.  This  security 
is  independent  of  the  export  contract’s  performance;  and  claims  under  these  guarantees 
(2,130  in  1977:  1,925  in  1978:  1,862  in  1979)  can  be  and  are  readily  paid  within  about  a 
fortnight  of  receipt,  against  straight-forward  evidence  of  unpaid  sums  overdue  to  the 
bank.  The  facilities  in  the  second  category,  consisting  of  ECGD’s  supplier  credit  insurance 
for  exporters  against  specified  risks  of  non-payment  on  export  contracts,  are  neither 
unconditional  nor  for  100  per  cent  of  loss.  Here,  payment  of  a claim  depends  upon  the 
policyholder’s  performance  of  his  export  contract  and  upon  his  compliance  with  the  terms 
of  EtGD’s  cover  on  that  contract.  Also,  the  precise  cause  of  loss  has  to  be  established, 
because  it  determines  which  percentage  of  cover  (72  per  cent  or  90  per  cent  or  95  per 
cent)  will  apply  and  which  of  the  different  “waiting  periods”  specified  in  the  cover  must 
elapse  before  a claim  can  become  valid. 

2.  Of  total  export  business  done  under  supplier  credit  insurance,  the  overwhelming 
proportion  is  on  Short-Term  credit  under  ECGD’s  Comprehensive  Guarantees  which  are 
held  by  some  12,000  exporters.  The  rising  number  of  claims  on  this  Short-Term  business 
(6,984  in  1977:  8,477  in  1978:  10,893  in  1979)  accounted  for  over  90  per  cent  of  all  claims 
submitted  under  ECGD’s  supplier  credit  insurance  facilities  in  those  years;  and,  for 
brevity,  this  note  concentrates  on  the  processing  of  these  claims  arising  from  Short-Term 
business. 


Establishment  of  a Claim 

3.  ECGD  has  to  be  satisfied  that  such  claims  concern  a loss  on  an  insured  transaction: 
that  the  loss  arises  from  a risk  specified  in  the  cover:  and  that  all  relevant  conditions  of 
that  cover  have  been  met.  For  these  purposes  the  following  information  is  typically 
required: — 

(i)  evidence  of  the  existence  of  a formal  contract  and  the  exporter’s  performance  of 
it 

(ii)  invoices  or  other  evidence  of  the  amount  of  loss 

(iii)  evidence  (where  appropriate)  of  the  despatch  of  the  goods 

(iv)  evidence  of  the  buyer’s  indebtedness  and  reasons  for  non-payment 

(v)  evidence  of  the  exporter’s  steps  to  prevent  or  minimise  loss 

(vi)  evidence  (where  appropriate)  of  the  policyholder’s  steps  to  establish  the 
creditworthiness  of  the  buyer  before  embarking  on  the  contract 

(vii)  where  loss  arises  from  non-transfer  of  sterling,  confirmation  from  the  collecting 
bank  that  local  currency  has  been  deposited  and  necessary  authority  sought  to 
effect  transfer. 

4.  The  Comprehensive  Guarantee,  like  all  supplier  credit  insurance  facilities  the  world 
over,  contains  no  explicit  provision  that  a claim  snail  be  paid  at  or  by  a particular  time.  A 
Guarantee  simply  specifies  “Dates  of  Ascertainment  of  Loss”  (DAL)  which  vary  with  the 
cause  of  loss,  but  which  must  elapse  before  any  claim  can  be  met,  This  “waiting  period” 
is  designed  for  exporter  and  insurer  to  distinguish  between  short-lived  “accidental”  delays 
in  payment  by  the  buyer  on  the  one  hand;  and,  on  the  other  true  default  which  persists 
long  enough  to  reflect  real  loss  and  which  inter  alia  thereby  allows  the  exporter  to  prepare 
his  claim  tor  submission  in  good  time.  The  DAL’s  in  ECGD’s  credit  insurance  cover  are 
as  follows: — 

Insolvency  — immediately  insolvency  occurs 

Payment  default  — 6 months  after  payment  is  due 

Failure  by  the  buyer  to  accept  goods  — one  month  after  resale 

Non- transfer  of  sterling  — 4 months  after  the  later  of  payment  falling  due  or  the 

completion  of  transfer  formalities 

Other  causes  — 4 months  after  the  occurrence. 
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The  Processing  of  Claims 

5.  Whether  a claim  is  paid  al  or  after  (and  how  long  after)  the  relevant  DAL  depends 
principally  upon  when  it  is  lodged  and  upon  the  adequacy  of  the  evidence  accompanying 
it,  the  importance  of  which  is  stressed  in  the  claims  form  and  in  the  Operational  Guide 
accompanying  the  Comprehensive  Guarantee,  fn  fact,  50  per  cent  of  all  claims  under  the 
Comprehensive  Guarantee  are  submitted  after  DAL  and  70  per  cent  of  all  claims  as 
lodged  are  deficient  in  their  supporting  evidence.  Nevertheless,  ECGD  accepts  a respon- 
sibility under  the  Guarantee  to  pay  valid  claims  (or  to  decline  invalid  claims)  on  or  as 
soon  as  practicable  after  the  DAL,  ie  after  receipt  of  adequate  evidence  and  after  sufficient 
time  in  which  to  check  it  against  the  conditions  of  the  cover. 

6.  Broadly,  ECGD  needs  between  2 and  4 weeks  to  examine  claims  which  are  submitted 
with  full  supporting  evidence  under  the  Comprehensive  Guarantee.  In  practice,  reflecting 
this  and  the  considerations  mentioned  above,  about  30  per  cent  of  all  claims1  are  met 
within  1 week  after  the  DAL:  40  per  cent  within  one  month;  60  per  cent  within  3 months; 
80  per  cent  within  4 months;  90  per  cent  within  5 months.  Of  claims  taking  longest  to 
reach  payment,  delays  by  exporters  in  replying  to  ECGD’s  requests  for  information 
account  for  over  60  per  cent,  with  doubt  about  exporters  compliance  with  policy  conditions 
and  contractual  performance  accounting  for  the  remainder. 

Other  Factors  Affecting  Processing 

7.  The  further  sharp  rise  in  claims  during  1979  (352  per  cent  up  on  1978  — see  paragraph 
2)  coincided  with  industrial  action  in  the  Civil  Service  and  with  the  Government's 
subsequent  3-month  ban  on  Civil  Service  recruitment.  Both  events  had  their  impact  on 
ECGD’s  claims  work  under  Comprehensive  Guarantees.  Of  ECGD’s  ten  Regional  Offices 
(which  handle  the  initial  processing  of  all  such  claims  and  authorise  payment  of  the  smaller 
ones),  Glasgow  and  Manchester  were  closed  for  5 and  7 weeks  respectively  by  the 
industrial  action;  and  South  London  and  North  London  were  particularly  badly  affected 
by  the  3-month  ban  on  recruitment  (these  four  offices  handle  about  40  per  cent  of  claims). 
Various  steps  were  taken  to  reduce  the  adverse  effect  on  claims  work,  including  switching 
work  from  some  Regional  Offices  to  HQ,  the  temporary  secondment  of  staff  from  HQ  to 
other  Regional  Offices,  and  giving  the  work  a high  degree  of  priority  in  the  allocation 
both  of  existing  staff  and  of  additional  staff  when  recruitment  could  be  resumed.  Also,  in 
the  course  of  1979  some  two-thirds  of  ECGD’s  HQ  claims  staff  were  involved  in  moving 
from  London  to  Cardiff,  as  part  of  the  Government's  dispersal  programme. 

Response  to  the  Select  Committee's  Questions 

8.  ECGD’s  records  unfortunately  do  not  readily  provide  answers  for  the  full  period 
mentioned  by,  nor  to  the  precise  questions  from,  the  Select  Committee.  However, 
management  statistics  over  the  last  18  months  show  that  the  shortest  and  longest  times 
taken  between  receipt  and  payment  of  Comprehensive  Guarantee  claims  were  5 and  470 
working  days  respectively,  with  the  latter  case  arising  from  persistent  failure  by  an 
exporter  to  provide  information  which  ECGD  sought  repeatedly.  ECGD  required  an 
average  57  working  days  between  receipt  and  payment  of  all  Comprehensive  Guarantee 
claims  in  1979,  compared  with  an  average  of  53  working  days  in  the  second  half  of  1978. 
However,  a more  indicative  picture  of  ECGD’s  performance  in  handling  claims,  together 
with  the  factors  affecting  it,  is  perhaps  given  in  the  broader  statement  aoove. 

Export  Credits  Guarantee  Department 
January  1980. 


■Correction  by  witness:  Received  at  least  4 weeks  before  DAL.  See  Qs  94  and  95. 
2Note:  Should  read  30  per  cent. 
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ECGD  statutory  return  commitments  under  the  Export  Guarantees  and  Overseas 
Investment  Act  1978 

The  Export  Guarantees  and  Overseas  Investment  Act  1978  is  the  legislation  under 
which  the  Export  Credits  Guarantee  Department  (ECGD)  operates.  The  return  below 
lists  commitments  under  that  Act  as  at  30  September  1979. 

Export  Guarantees 

New  guarantees  given  and  liabilities  incurred  in  Quarter  ended  30  September  1979 
The  aggregate  amount  of  new  guarantees  given  under  the  Act  involving  sterling 
liabilities  amounted  to  £694  million  under  Section  1,  £320  million  under  Section  2(1)  and 
the  aggregate  amount  of  new  liabilities  incurred  under  Section  5 of  the  act  was  £98  million: 
a total  of  £1,112  million. 

The  aggregate  amount  of  new  guarantees  involving  foreign  currency  liabilities  amounted 
to:  SDR  291  million  under  Section  1 and  SDR  1,730  million  under  Section  2(1);  a total  of 
SDR  2,021  million. 

These  represent  ECGD's  maximum  liabilities  under  new  guarantees  given  during  the 
quarter.  The  continuing  liability  under  guarantees  given  prior  to  the  quarter  is  not 
reflected  here,  but  is  covered  in  the  liabilities  totals  below. 

Amount  recorded  against  ECGD's  statutory  limits  as  at  30  September  1979 
Total  outstanding  sums  recorded  against  the  sterling  limit  of  £25,000  million  under 
Section  6 of  the  Act  amounted  to  £20,051  million. 

The  following  items  are  taken  into  account: — 

1.  Liabilities  in  respect  of  guarantees  under  Section  1 — £12,756  million. 

2.  Liabilities  in  respect  of  guarantees  under  Section  2(1) — £5,343  million. 

3.  Amount  of  principal  monies  due  under  arrangements  made  under  Section 
2(2)— Nil. 

4.  Amount  of  principal  monies  outstanding  in  respect  of  loans  made  under  Section 
3(1)— £1,958  million. 

5.  Sums  paid  in  respect  of  securities  acquired  and  for  the  time  being  held  under 
Section  4 — £127  million. 

6.  Liabilities  in  respect  of  arrangements  made  under  Section  5— £184  million. 

The  aggregate  of  1 to  6 above  will  exceed  the  total  liability  to  the  extent  that 
guarantees  to  banks  have  been  given  under  a different  Section  from  the  related 
credit  insurance  guarantees. 

Total  outstanding  sums  recorded  against  the  SDR  limit  of  10,000  million  SDR  under 
Section  6 amounted,  after  revaluation,  to  SDR  6,660  million. 

The  following  items  are  taken  into  account: — 

1.  Liabilities  in  respect  of  guarantees  under  Section  1 — SDR  2,130  million. 

2.  Liabilities  in  respect  of  guarantees  under  Section  2(1) — SDR  4,530  million. 

3.  Amount  of  principal  monies  due  under  arrangements  made  under  Section 
2(2)— Nil. 

4.  Amount  of  principal  monies  outstanding  in  respect  of  loans  made  under  Section 
3(1)— Nil. 

Investment  Insurance 

Liabilities  assumed  in  Quarter  ended  30  September  1979 
During  the  quarter  the  aggregate  amount  of  new  liabilities  assumed  under  Section  11 
of  the  Act  was  £1  million. 

Amounts  recorded  against  ECGD’s  Statutory  Limit  as  at  30  September  1979 
Total  outstanding  sums  recorded  against  the  limit  of  £250  million  under  Section  11(5) 
of  the  Act  amounted  to  £87.3  million. 
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Notes 

Guarantees  are  given  under  Section  1 after  consultation  with  the  Export  Guarantees 
Advisory  Council.  Guarantees  under  Section  2(1)  are  those  given  "in  the  national 
interest”. 

Section  2(2)  enables  ECGD  to  provide  financial  facilities,  eg  to  make  loans  to  match 
foreipi  competition  on  unusual  credit  terms  and  to  enter  into  foreign  currency  loans 
should  the  need  arise. 

Section  3(1)  is  used  to  refinance  banks  which  make  sterling  finance  available  on  special 
fixed  interest  rates  for  exports  sold  on  credit  terms  of  two  years  or  more. 

Section  4 enables  ECGD  to  acquire,  hold  and  dispose  of  securities.  This  was  used  to 
provide  aid  loans  before  this  function  was  transferred  in  1964  to  the  then  Ministry  of 
Overseas  Development.  ’ 

Section  5 enables  ECGD  to  give  cost  escalation  cover. 

Section  11  enables  ECGD  to  insure  new  UK  investment  overseas  against  certain  non- 
commercial risks. 
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Mr  M G Stephens  and  Mr  K G Lockwood 


Examination  of  witnesses 

Mr  K Taylor,  CB,  Secretaiw  and  Accounting  officer,  Mr  D C Smith,  Under  Secretary, 
Comprehensive  Guarantee  Group,  Mr  M G Stephens,  Principal  Finance  Officer,  and  Mr 
K G Lockwood,  Assistant  Secretary,  Secretariat  Division,  Export  Credits  Guarantee 
Department,  called  in  and  examined. 


Chairman 

65.  Good  morning,  gentlemen.  May  I 
welcome  you  from  the  Export  Credits 
Guarantee  Department.  As  you  know,  we 
here  as  a Select  Committee  on  Industry  and 
Trade  are  immediately  concerning  our- 
selves with  the  problem  as  to  why  this  coun- 
try docs  not  export  more  and  why  we  ought 
to  import  less.  We  look  to  your  Department 
as  being  a very  important  cog  in  the  whole 
of  the  machinery  of  enabling  our  manufac- 
turers to  export  more.  As  the  name  of  your 
Department  implies,  we  look  forward  to 
hearing  from  you  how  best  you  can  help 
any  would-be  exporter  of  goods  manufac- 
tured in  this  country.  Thank  you  for  sending 
us  the  two  memoranda  and  for  the  three 
booklets.  The  memorandum  which  we 
marked  M8  which  was  prepared  by  the 
Department  for  the  Committee  draws  our 
attention  to  this  booklet,  “A  History  of 
ECGD  from  1919  to  1979”  and  especially 
to  certain  pages  of  it.  I think  one  general 
point  emerges  which  might  be  clarified 
before  we  begin  asking  detailed  questions. 
On  page  56  of  the  “History  of  ECGD” 
there  is  a bar  chart  which  clearly  shows  the 
proportion  of  United  Kingdom  exports 
insured  by  ECGD  and  how  they  rose  stead- 
ily from  a figure  of  12.3  per  cent  in  1950-51 
to  33.1  per  cent  in  1967-68.  Thereafter  it 
levelled  off  on  a plateau  at  about  that  fig- 
ure. It  was  in  fact  at  33.5  per  cent  in  1977-78 
and  it  raises  one  or  two  questions  in  my 
own  mind.  Why  did  such  a levelling  off 
occur?  Why  did  a plateau  happen  of  that 
kind  so  far  as  your  business  is  concerned? 
Then  it  follows,  what  about  the  remaining 
66  per  cent,  or  is  it  a fact  that  exporters 
bear  their  own  risks  to  that  amount?  Do 
exporters  try  other  insurers  first  and  then, 
as  it  were,  having  tried  everyone  — they 
generally  write  to  a Member  of  Parliament 
at  that  time,  as  a last  resort  — do  they  come 
to  you  as  a last  resort  having  tried  everyone 
else  first?  Could  you  tell  us  broadly  what 
considerations  move  an  exporter  in  the 
United  Kingdom  to  come  to  the  Export 
Credits  Guarantee  Department  or  go  else- 
where or  leave  it  alone?  That  is  rather 


a long  question,  but  the  broad  answers  will 
help  us  with  the  detailed  ones  we  are  going 
to  come  to. 

(Mr  Taylor .)  Can  I pick  it  up  from  the 
chart  where  you  started,  and  mention  one 
oint  that  may  be  helpful?  Year  by  year 
uctuations  do  occur  in  the  proportion  of 
the  total  United  Kingdom  exports  that  we 
cover,  although  in  recent  years,  as  you  have 
said,  within  a fairly  small  band.  In  our 
figures  there  is  a considerable  amount  of 
lumpiness  in  respect  of  very  large  export 
contracts  and  these  can  have  an  effect  on 
the  precise  percentage  figure  or  certainly  a 
point  of  a percentage  figure  year  by  year, 
so  those  small  up  and  down  fluctuations,  I 
think,  are  mostly  attributable  to  that.  As 
regards  your  question  as  to  why  more 
exporters  do  not  use  our  facilities  — do 
they  go  to  other  insurers  — although  the 
Department  has  no  statutory  monopoly  of 
any  description  we  are  in  fact  the  only 
organisation  so  far  as  we  are  aware  in  this 
country  that  will  insure  exporters  against 
what  we  call  “political  risks"  abroad.  There 
are  insurance  companies  that  are  prepared 
to  offer  exporters  insurance  against  non- 
payment by  individual  buyers,  certainly  in 
some  of  the  safer  markets  — the  industri- 
alised countries,  shall  we  say  — but  ECGD 
is  the  only  organisation  which  to  our  knowl- 
edge is  prepared  to  cover  individual  buyer 
risks  in  all  countries  of  the  world  and  to 
cover  what  we  call  “political  risks”  also  on 
a world- wide  basis.  That  is  the  risk  that  the 
buying  country  may  impose  restrictions  on 
the  remittance  of  payments  to  our  exporters 
or  there  may  be  war  or  civil  disruption  of 
various  sorts  that  would  prevent  the 
exporter  being  paid  or,  indeed,  mean  his 
goods  being  destroyed.  We  have,  indeed, 
wondered  ourselves  and  continue  to  do  so 
as  to  whether  a proportion  of  United  King- 
dom exports  insured  with  us  of  around  33 
per  cent  is  something  to  be  satisfied  with  or 
not.  I think  the  mam  reasons  for  our  not 
having  a higher  proportion  are  as  follows: 
first  of  all,  some  90  per  cent  of  total  United 
Kingdom  exports  are  sold  either  on  cash  or 
near  cash  terms.  This  is  a figure  that 
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[Chairman  Could .] 

sometimes  takes  observers  by  surprise.  One 
reads  so  very  much  of  the  long  term  credit 
contracts  in  developing  countries  and  so  on. 
These  arc  the  items  that  hit  the  newspapers, 
but  as  I say  90  per  cent  of  British  exports 
go  out  on  cash  or  very  short  term  credit 
arrangements. 

66.  So  are  we  only  dealing  with  ten  per 
cent  of  the  United  Kingdom  exports? 

(Mr  Taylor.)  No.  Many  of  the  exporters 
who  are  selling  on  those  terms  do  in  fact 
insure  with  us,  either  for  the  short  amount 
of  credit  they  are  extending  — three 
months,  six  months,  maybe — or  indeed  on 
cash  contracts  where  they  may  like  to  have 
our  insurance  against  the  cancellation  of  a 
contract  during  the  process  of  manufacture 
and  before  shipment.  We  do  indeed  cover 
a considerable  proportion  of  British  exports 
going  out  on  these  short  terms.  Where 
longer  credit  terms  are  involved  — the 
remaining  ten  per  cent  of  British  exports  to 
which  you  drew  attention — the  proportion 
that  we  insure  is  indeed  much  higher  than 
our  general  average  of  33  per  cent.  I am  not 
certain  that  I can  give  an  absolutely  precise 
figure  but  I would  say  it  is  up  in  the  80  to  90 
per  cent  of  those  exports  that  come  to  us 
for  the  necessary  cover  for  the  long  credit 
terms  that  are  offered.  It  is  perhaps  worth 
remembering  also  that  a substantial  pro- 
portion of  British  exports  — a proportion 
that  has  grown  in  recent  years  — does  go  to 
what  one  might  call  'politically  safe  mar- 
kets' in  our  jargon:  that  is  to  say,  to  Western 
Europe  and  to  North  America.  I think, 
taking  all  these  markets  together,  they 
account  for  something  of  the  order  of  70 
per  cent  of  the  total  British  exports.  There 
must  be  many  exporters  in  this  country  who 
are  dealing  with  long-established  buyers  in 
those  markets  who  have  no  fear  of  political 
risks  descending  on  them.  They  are  sure  of 
the  creditworthiness  of  the  people  with 
whom  they  have  been  trading  and  they  do 
not  need  to  come  to  us  for  cover.  The  final 
point  I would  throw  into  this  rather  discur- 
sive reply  to  your  question  is  that  a consid- 
erable proportion  of  British  exports  again 
is  represented  by  movement  of  goods  and 
occasionally  services  between  multi- 
national corporations.  I have  seen  the  fig- 
ure of  25  per  cent  in  the  recent  past  quoted 
in  the  press,  rising  towards  30  per  cent,  I 
believe,  was  conjectured.  Perhaps  a num- 
ber of  companies  in  that  position  do  not 
need  to  insure  with  us.  Trying  to  sum  up, 
then,  we  do  spend  a considerable  amount 
of  time  and  some  money  in  endeavouring 


to  acquaint  all  British  exporters  with  the 
fact  that  we  exist  — more  importantly,  with 
the  full  range  of  our  facilities  — in  the’hope 
that  one  or  other  aspect  of  them  might  be 
of  help  to  them.  When  we  look  around  the 
world  at  our  opposite  numbers  in  other 
countries,  other  industrialised  countries, 
we  see  that  our  proportion  of  33  per  cent  of 
total  exports  ranks  pretty  high  amongst  the 
statistics. 

67.  Could  I ask  one  general  question? 
What  is  the  maximum  limit  which  you  ate 
prepared  to  cover  for  any  one  firm  or  group 
of  firms?  What  is  the  lowest  figure  at  which 
you  will  give  cover?  In  other  words,  put  it 
in  another  way  and  without  disclosing 
names,  do  you  cover  for  example  the  con- 
tracts we  read  about  in  the  press  of  £50 
million  awarded  to  a well-known  syndicate 
of  British  public  works  people  doing  work 
abroad?  That  is  one.  The  second  question 
is,  how  does  the  poor  little  chap  who  is  just 
branching  out  into  exporting  something 
abroad  get  cover  from  you?  Are  you  inter- 
ested in  anything  under,  say,  £10,000? 

(Mr  Taylor.)  There  are  no  limits  in  either 
direction,  depending  on  our  judgment  of 
under-writing  the  individual  case.  We  are 
indeed  involved  in  contracts  running  to 
some  hundreds  of  millions  of  pounds  at  the 
top  end.  As  regards  the  smaller  end,  the 
latest  statistics  that  come  to  my  mind  are 
that  something  like  40  per  cent  by  number 
of  our  policy  holders  are  each  exporting  per 
year  less  than  £100,000  in  all,  and  that  20 
per  cent  by  number  of  our  policy  holders 
are  each  exporting  less  than  £10,d00  a year 
in  all. 

Mr  Thompson 

68.  Do  you  ever  get  involved  at  all  in 
barter  arrangements? 

(Mr  Taylor.)  No,  not  directly  in  respect 
of  the  inward  part  of  the  transaction.  We 
have  to  stay  within  our  vires  in  this  respect 
which  are  linked  to  export  trade  and  we  will 
be  covering  many  of  the  contracts  with 
countries  where  the  barter  element  is  a pre- 
requisite for  obtaining  the  contract.  We 
cover  the  export  side.  The  reciprocal  aspect 
of  it  is  left  entirely  to  the  private 
entrepreneur. 

Mr  Carlisle 

69.  You  said  that  you  alone  in  Britain 
cover  political  risks.  Are  there  any  other 
insurance  businesses  which  cover  other 
aspects  of  export  risk  or  are  you  alone? 

(Mr  Taylor.)  I am  sure  our  private  sector 
competitors  will  not  hold  it  against  me  if  I 
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mention  them  by  name.  The  Trade 
Indemnity  Company  is  the  leading  and 
indeed  the  only  substantial  private  export 
credit  insurance  company  that  I know  of  in 
this  country. 

70.  How  much  do  they  insure?  Do  you 
know  how  much?  What  percentage  of  the 
exports  do  they  do? 

(Mr  Smith .)  It  is  a very  small  figure  which 
I do  not  certainly  have  at  my  fingertips  but 
the  overwhelming  majority  of  their  busi- 
ness. of  Trade  Indemnity’s  business,  lies  in 
domestic  credit  insurance.  Their  activities 
overseas  are  limited  to  Europe,  to  a fair 
degree  of  activities  in  Australia  where  they 
have  a branch  office  and  to  a little  bit  of 
activity  in  North  America. 

71.  Of  course,  they  do  not  cover  polit- 
ical risks? 

(Mr  Smith.)  No.  This  is  all  cover  for 
insolvency  risk  only. 

Mr  Foster 

72.  It  strikes  me  that  the  cost  of  cover- 
ing small  amounts  of  export  business  must 
be  very  different  from  covering  very  large 

i amounts  when  you  have  a fairly  substantial 
number  of  needs.  Now,  how  do  you  differ- 
entiate in  the  costs  here  and  how  do  you 
allocate  those  costs? 

(Mr  Smith.)  Our  procedures  hitherto, 
and  I am  speaking  now  of  the  comprehen- 
sive guarantee  field  and  of  the  12,000  policy 
holders  that  we  have  in  that  field,  have 
really  not  distinguished  between  the  large, 
the  medium  and  the  small  exporter.  During 
the  last  year  or  so  we  have  become  increas- 
ingly concerned  at  the  disproportionate 
costs  of  handling  the  small  exporters’,  even 
the  medium  sized  exporters’  business,  in 
the  same  way  as  we  handle  the  large  turn- 
over policy  holder.  Some  of  the  analysis 

i that  we  have  done  here  suggests  that  for 
something  like  30  to  40  per  cent  of  our 
policy  holders  at  the  lower  end  the  cost  to 
us  of  administering  the  policy  is  not  incon- 
siderably in  excess  of  tne  amount  of  pre- 
mium that  we  can  draw  from  those  policies. 
This  is  largely  due  not  to  claims  at  all  but  to 
the  fact  that  the  procedures  under  the  com- 
prehensive guarantee  provide  for  the  policy 
holder  to  declare  his  ousiness  each  month 
to  us  in  response  to  which  we  invoice  him 
monthly  for  the  premium  due.  We  are  cur- 
rently engaged  in  an  exercise  to  overhaul 
this  procedure  completely,  the  outcome  of 
which  remains  to  be  seen,  but  if  I were  to 
speculate  I think  that  what  we  shall  be 
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aiming  at  is  to  translate  that  procedure  for 
the  bottom  end  of  our  policy  holders  into 
something  like  an  annual  procedure:  for 
premium  payments  without  any  particular 
increase  in  premium.  We  shall  be  trying  to 
set  up  a procedure  which  saves  us  cost  and 
which  has  the  benefit  for  the  policy  holder 
of  a considerable  amount  of  simplification. 
Thereby  we  shall  do  him  a good  turn  and 
serve  our  own  cause  equally  well. 

Mr  Foster 

73.  Is  there  therefore  any  constraint 
upon  the  extent  to  which  you  can  expand 
your  business  with  the  small  businessman? 

( Mr  Smith.)  There  is  certainly  no  physical 
constraint,  no.  We  are  not  debarred  from 
taking  on  any  policy  holder  who  seeks  our 
cover  and  indeed  we  do  a good  deal  of 
activity  in  the  promotional  field  towards 
this  end.  Where,  perhaps,  some  constraint 
arises  — and  it  is  difficult  to  discern  the 
dividing  line  here  — is  in  this  respect,  that 
the  greater  the  number  and  the  greater  the 
proportion  that  small  policy  holders  repre- 
sent of  our  total  portfolio  the  greater  is  the 
manpower  intensivity  for  us  in  servicing 
those  policies.  That  is  something  of  a con- 
straint from  time  to  time  but  we  would  hope 
in  pursuing  the  more  simplified  system  to 
which  I have  referred  that  we  may  be  able 
indeed  to  free  sufficient  resources  within 
the  Department  so  as  perhaps  to  deploy 
them  more  actively  upon  the  servicing  role 
instead  of  upon  the  monthly  routines. 

Mr  McNally 

74.  Could  you  elaborate  a little  further 
on  this  concept  of  political  risks,  because 
that  surely  bnngs  you  and  your  colleagues 
into  the  field  of  political  judgment.  You  get 
criticised  from  some  quarters,  from  time  to 
time,  for  example,  for  extending  cover  to 
South  Africa.  How  do  you  adjudge  the 

olitical  risks?  You  are  not  giving  a bill  of 
ealth  to  a particular  regime  in  extending 
cover,  I presume. 

(Mr  Taylor .)  Assessing  the  political  risks 
is  indeed  one  of  our  substantial  pre-occu- 
pations as  a Department.  We  receive  a 
tremendous  amount  of  information  about 
the  state  of  the  economy  in  overseas  coun- 
tries, the  balance  of  payments  projections 
and  all  matters  that  may  be  relevant  to  their 
creditworthiness  as  a market,  if  I can  put  it 
that  way.  We  compare  notes  on  such  mat- 
ters with  our  opposite  numbers  in  all  other 
industrialised  countries  very  frequently 
throughout  the  year.  We  contribute  to  and 
receive  from  international  agencies  such  as 
of  Southampton  Library  Digitisation  Unit 
ary  Digitisation  Unit 
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the  IMF  and  the  IBRD  statistics  that  are  economy  and  perhaps  the  political  stability 
relevant  to  this.  As  I say,  a considerable  has  run  into  trouble  and  we  have  had  to  pay 
part  of  our  underwriting  task  is  to  assess  claims,  so  that  our  crystal  ball  has  not 
the  amount  of  credit  that  it  is  prudent  to  proved  infallible  in  that  case.  In  particular 
extend  to  an  individual  country  given  its  circumstances,  for  instance  — and  I hope 
repayment  prospects  from  our  point  of  this  is  getting  near  the  sense  of  the  question 
view.  The  questioner  touched,  Mr  Chair-  — we  may  consider  that  we  have  a limit  at 

man,  on  factors  of  a Political  character,  the  moment  of  £X  million  on  Ruritania. 

with  perhaps  rather  a large  “P” , as  well  as  British  exporters  are  saying  they  would  like 
the  more  economic  aspects  underlying  to  do  rather  more  business.  They  see  pros- 
one’s  analysis  of  an  overseas  country.  The  pects.  We  are  considering  whether  to  make 
Department  has  been  fortunate  in  that  the  it  £X  plus  £Y  as  a market  limit.  If,  for 
policy  of  successive  governments  has  been  instance,  there  was  known  to  be  an  election 
particularly  in  respect  of  operations  under  coming  up  in  the  near  future  one  might  say 
section  1 of  our  Act — our  so-called  "com-  “Let  us  defer  our  judgment  until  we  see 
mercial  account"  — that  Political  factors  what  comes  out  of  the  election".  Altema- 
with  a capital  “P”,  if  I can  call  them  that,  tively  there  could  be  an  IMF  team  going  to 
shall  not  constitute  a barrier  to  trade  and  the  country  to  help  the  government  of  that 
that  the  ECGD  shall  be  free  to  operate  on  country  deal  with  difficult  economic  prob- 
its  commercial  appraisal  of  the  export  lems.  One  might  await  that  event  and  see 
prospects.  what  transpires.  We  do  try  and  keep  abreast 

of  the  sort  of  considerations  that  Mr 
Mr  Mikardo  Mikardo  has  mentioned. 

75.  There  is  another  sort  of  Political 
factor  with  a capital  “P”  in  a way:  not  the 

political  factor  of  whether  a regime  is  desir-  76.  Arising  out  of  what  Mr  Smith  was 

able,  acceptable,  or  whatever,  but  whether  saying  about  the  cost  element  and  especially 

it  is  secure.  The  sort  of  political  factors  I the  labour  intensivity  of  it,  if  there  is  an 
have  in  mind  are  the  possibility  of  govern-  element  of  cross-subsidisation  in  which  the 
ments  being  overturned  or  the  possibility  of  big  chaps  are,  to  some  extent,  subsidising 
a political  boycott  such  as  one  that  is  going  the  little  ones,  is  there  any  objection  — as 
on  in  other  countries  now  over  Afghanistan  long  as  it  is  not  too  much  — is  there  any 
and  all  that.  Where  do  you  get  your  briefing  objection  in  principle  to  that?  Is  that  not 
on  that,  on  whether  a particular  govern-  really  something  that  happens  in  very  many 
ment  has  underground  or  overground  large  organisations  both  public  and  private? 
opposition  that  may  overturn  it  — Iran  for  (Mr  Smith.)  This  is  always  a difficult  mat- 
example  — and  cause  a total  upset  in  all  ter  to  judge.  The  view  taken  of  subsidy 
business  or  whether  there  is  a possibility  of  tends,  like  beauty,  perhaps  to  lie  a little  in 
someone  coming  into  government  who  is  the  eye  of  the  beholder,  depending  on 
anti-British  and  will  boycott  for  whatever  whether  one  is  subsidised  or  is  subsidising, 
reason  British  goods;  for  example,  the  We  have  certainly  not  had  any  expression 
Argentines  getting  angry  with  us  about  the  of  disgruntlement  among  our  bigger  policy 
Falkland  Islands.  Where  do  you  get  your  holders  at  the  extent  to  which  existing 
briefing  on  all  that  and  how  far  do  you  go  arrangements  obviously  involve  income 
into  that  sort  of  thing?  from  them  in  subsidising  our  costs  on 

(Mr  Taylor.)  As  a government  Depart-  smaller  policy  holders.  I do  not  think  that 
ment  we  are  privileged  to  have  access  to  we  are  attacking  the  question  of  our  pro- 
documents of  Foreign  and  Commonwealth  cedures  with  a slavish  devotion  to  the  abo- 
Office  origin.  We  receive  a tremendous  lition  of  subsidy  of  this  sort  in  any  sense, 
amount  of  helpful  information  of  this  char-  What  we  are  trying  to  do,  really  is  to  make 
acter  from  Embassies  and  High  Commis-  ourselves  more  efficient  and  to  make  pro- 
tons in  overseas  countries  and  can  cedures  simpler  for  firms  who  after  all  are 
participate  fully  in  the  internal  discussion  not  perhaps  as  readily  able  as  large  firms  to 
?in!^lesc  w^lm  appropriate  committees  in  cope  with  procedures  which  are  essentially 
Whitehall.  There  is  inevitably  an  element  devised  for  the  larger  scale  business, 
of  crystal  ball  in  this  amongst  all  those  who  (Chairman.)  May  we  go  on  to  problems 
are  concerned,  both  within  and  outside  the  of  delays  which  do  occur  in  the  best  regu- 
govemment,  I suspect.  Of  course,  one  can  lated  societies  and,  I believe,  even  in  the 
still  run  into  trouble  as  we  have  done  ECGD.  Could  we  first  deal  with  the  prob- 
recently  in  some  major  markets  where  the  lems  of  delays  in  your  accepting  business 
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and  then  when  we  have  done  that  we  will  cover  provision  exists  for  a policy  holder 


look  to  delays  in  your  paying  up  wnen  you 
are  liable. 

(Mr  Kerr.)  In  the  light  of  the  answers  we 
have  had  to  the  questions  put  so  far,  are 
there  in  Mr  Taylor’s  and  his  colleagues’ 
views  avoidable  delays  in  the  ECGD 
acceptance  of  business?  What,  for  example, 
is  the  normal  interval  between  the  first  con- 
sultation with  ECGD  and  the  entering  into 
a binding  commitment?  What  are  the  main 
causes  of  delay?  Are  they,  for  example, 
first,  inadequate  information  from  export- 
ers; secondly,  the  novelty  of  contracts 
envisaged  or,  thirdly,  doubts  about  the 
country  to  which  exports  are  planned? 
Sudan  would  be  a case  in  point,  or  so  I am 
told,  anyway.  Would  you  care  to  answer 
that  rather  omnibus  question? 

Chairman 

77.  We  are  told  that  some  delays  do  in 
fact  occur,  whatever  your  answer  is  about 
to  be. 

(Mr  Taylor.)  They  do  indeed  occur. 

(Mr  Smith.)  May  I perhaps  start  the 
answer  to  the  question  by  dealing  with  the 
short  term  business  which  represents  some- 
thing over,  say,  80  per  cent  of  all  the  busi- 
ness that  we  cover. 

Mr  Mikardo 

78.  How  short  is  “short  term”? 

(Mr  Smith.)  “Short  term”  is  six  months 
credit  and  accounts  for  annual  exports  of 
something  over  £10,000  million.  Our  activ- 
ities in  this  field  represent  by  far  the  biggest 
single  continuous  sort  of  activity  that  the 
Department  undertakes  and  the  cover  for 
the  business  is  deliberately  set  up  in  a fash- 
ion to  permit  business  to  proceed  continu- 
ously with  as  little  reference  to  us  as 
possible.  What  we  do  under  the  compre- 
hensive guarantee  is  to  establish  credit  lim- 
its on  individual  buyers.  Those  credit  limits 
are  revolving  — once  set  the  policy  holder 
can  trade  within  them  up  to  an  amount 
outstanding  for  payment  in  respect  of 
shipped  goods  within  the  size  of  the  credit 
limit. 

Mr  Maxwell-Hyslop 

79.  This  is  always  expressed  in  sterling, 
the  limit,  is  it? 

(Mr  Smith.)  Yes. 

80.  Never  in  dollars? 

(Mr  Smith.)  The  credit  limit  itself  is 
always  expressed  in  sterling.  As  an  optional 
addition  to  the  comprehensive  guarantee 
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out  a measure  or  cover  against 
the  risk  of  fluctuations  in  exchange  rates 
producing  a short  fall  — this  is  a bit  tech- 
nical — producing  a short  fall  at  the  time 
when  he  is  due  to  receive  payment  but  fails 
to  do  so.  However,  it  does  not  affect  the 
expression  of  the  credit  limit  in  sterling 
terms.  As  I say,  the  limit  is  a revolving  one 
and  under  the  comprehensive  guarantee  a 
credit  limit  can  be  fixed  in  one  of  two  ways. 
The  policy  holder  can  apply  to  us  and  if  we 
know  the  buyer  we  can  respond  to  his 
application  in  the  light  of  that  information. 
If  we  do  not  know  the  buyer  we  have  to 
make  inquiries  overseas  to  obtain  infor- 
mation in  the  light  of  which  to  fix  a credit 
limit.  Alternatively,  there  are  provisions 
built  into  the  comprehensive  guarantee 
whereby  the  policy  holder  can  establish  his 
own  credit  limit  without  reference  to  us  at 
all.  He  does  so  by  obtaining  an  up-to-date 
bank  report  or  report  from  a status  infor- 
mation agency  which  speaks  for  the  amount 
that  he  wishes  to  ship  and  which  he  can 
produce  in  the  event  that  he  suffers  a loss 
and  has  to  make  a claim  upon  us.  Now, 
turning  to  the  question  of  delays,  I think 
that  the  question  of  the  time  interval 
between  the  policy  holder  first  approaching 
us  and  our  making  a decision  has  in  the 
comprehensive  guarantee  field  to  be  viewed 
in  the  context  ot  the  umbrella  nature  of  the 
cover  and  the  continuous  nature  of  the  pro- 
tection that  it  affords.  We  get  about  150,000 
credit  limit  applications  each  year  and  that 
figure  has  remained  constant  indeed  for 
decades,  with  very  little  swing  up  or  down 
upon  it.  However,  that  statistic  translated, 
if  you  like,  into  applications  on  average  of 
about  600  daily  is  a rather  misleading  one 
because  it  conceals  what  in  the  past  was  a 
quite  marked  and  constant  seasonal  varia- 
tion. We  would  find  that  applications  rose 
steadily  during  the  spring,  flattened  out 
somewhat  in  the  summer,  surged  quite 
markedly  upwards  in  the  autumn  and  then 
fell  again  to  around  the  usual  constant  level 
during  the  winter. 


Chairman 

81.  Are  you  influenced  in  any  way  by 
reports  back  to  you  from  applicants  to  you 
that  other  countries  are  prepared  to  grant 
terms  quicker  and  better  than  you?  Are  you 
influenced  by  that  at  all? 

(Mr  Smith.)  We  are  influenced  in  the 
sense  that  we  know  that  allegations  of  this 
sort  are  made.  We  have  a pretty  consider- 
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able  and  constant  interchange  with  our  for- 
eign counterparts  and,  without  in  any  sense 
being  complacent  and  certainly  without 
denying  on  our  part  that  delays  do  occur, 

I think  that  our  performance  in  the  light  of 
all  that  we  know  of  how  others  perform 
does  not  compare  badly. 

(Mr  Carlisle.)  The  witnesses  produced 

Suite  an  interesting  document  on  their 
eiays  in  settling  claims.  I wondered  if  it 
was  possible  for  them  to  produce  the  same 
thing  over  accepting  business.  I do  not 
know  if  that  is  possible. 

Chairman 

82.  Could  you  give  us  a memorandum 
which  would  elaborate  a little  more  in  detail 
the  outline  facts  you  have  given  to  us? 

(Mr  Smilh.)  I would  be  very  happy  to  do 
that.  It  would  probably  be  the  easiest  way 
of  dealing  with  it. 

83.  Is  it  not  of  the  essence  in  your  busi- 
ness, in  seeking  to  help  exporters,  that  you 
should  in  fact  act  with  the  greatest  of  expe- 
dition so  far  as  lay  within  your  powers  so  to 
do?  That  is  what  I think  people  are  looking 
for.  I am  asking  you  whether  it  appears 
clear  to  you  that  there  is  a good  deal  of 
trade  puff  with  regard  to  competitive  insur- 
ances from  overseas:  for  example,  it  is  often 
said  that  the  Germans  will  offer  better 
terms  than  we  can  offer;  the  French,  may 
be,  offer  better;  the  Scandinavian  countries 
are  alleged  to  give  very  long  term  credits 
for  almost  nothing. 

(Mr  Taylor.)  Mr  Smith  was  addressing 
himself  principally  to  our  handling  of  appli- 
cations for  contracts  with  individual  buyers 
and  our  assessment  of  the  creditworthiness 
of  those  individual  buyers.  His  operation 
hasto  have  regard,  of  course,  also  to  market 
elements.  If  I understand  your  latest  point 
correctly,  you  are  thinking  perhaps  more  of 
the  competitiveness  of  our  terms  for  a par- 
ticular market  as  compared  with  German 
terms. 

84.  It  is  allied  with  the  problem  of  speed 
because  when  a manufacturer  from  here 
goes  abroad  to  sell  some  products  he  is  up 
against  the  world.  There  is  not  a lot  of  love 
engendered  when  you  are  trying  to  get  a 
contract  from  someone,  and  as  to  what  the 
terms  of  trade  may  be.  Speed  is  so  often  of 
the  essence  and  I have  heard  it  suggested 
that  sometimes  you  do  not  always  act  with 
the  apparent  expedition  that  you  claim. 
Whether  that  be  true  or  false  you  could  best 
answer. 


(Mr  Taylor.)  Indeed,  we  must  acknowl- 
edge that  delays  arise  principally,  Chair- 
man, in  respect  of  difficulties  in  obtaining 
information  about  the  creditworthiness  of 
individual  buyers  who  are  hitherto  unknown 
to  us  and  on  whom  the  exporter  himself 
despite  his  obvious  interest  has  not  acquired 
any  form  of  local  credit  status  report  or 
bank  report  on  the  buyer  to  help  us. 

85.  Is  this  a question  of  contracting  the 
commercial  section  of  our  embassies 
abroad? 

(Mr  Taylor.)  We  can  indeed  use  the  com- 
mercial section  of  the  embassies  but  I hope 
they  will  not  misread  it  if  I say  that  this  is 
usually  a last  resort  device,  because  they 
are  no  more  expert  really  than  we  are, 
sitting  in  London,  about  the  creditworthi- 
ness of  individual  buyers.  They  can  be  very 
helpful  in  certain  circumstances  — agreed 
— but  the  best  sources  of  information  are 
banks  abroad,  credit  status  agencies  of  var- 
ious sorts:  the  Dun  & Bradstrect  type  of 
operation.  This  is  where  we  get  the  really 
informed  type  of  data  of  the  sort  we  are 
looking  for. 

(Mr  Mikardo.)  Perhaps  we  might  get  the 
views  of  some  business  organisations  like 
the  CBI  or  the  London  Chamber  of  Com- 
merce and  Industry  on  this  subject. 

Chairman 

86.  They  are  going  to  give  evidence 
before  us.  Your  life  is  not  one  sweet  bed  of 
roses,  then? 

(Mr  Taylor.)  Neither  is  an  exporter’s. 
We  recognise  this  and  we  are  doing  a con- 
siderable number  of  things  to  which  Mr 
Smith  will  refer  in  the  note  you  have  asked 
for. 

(Mr  Carlisle.)  Particularly  in  respect  of 
your  giving  an  emergency  service:  if  some- 
one needs  an  answer  in  two  weeks  or  some- 
thing to  clinch  the  deal,  and  that  sort  of 
thing. 

Mr  Maxwell-Hyslop 

87.  In  general  what  evidence  do  you 
require?  What  is  the  character  of  the  evi- 
dence you  require  that  an  exporter  has  not 
been  paid?  Is  it  an  affidavit  by  the  exporter? 
Is  it  a letter  stating  that  he  has  not  been 
paid,  or  what? 

(Mr  Smith.)  The  nature  of  the  evidence 
that  we  require  in  the  broad  for  the  admis- 
sion of  a claim  is  that  set  out  in  paragraph 
3 of  the  paper  that  we  have  put  in , I suppose 
that  within  that  paragraph  the  particular 
evidence  pertaining  to  the  question  asked 
lies  in  items  i,  ii  and  iv. 
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88.  It  does  not  lie  in  that  in  fact  at  all. 
Perhaps  you  did  not  hear  the  question. 
What  evidence  do  you  require  that  the 
exporter  has  not  been  paid,  that  he  has  not 
received  the  money? 

(Mr  Smith.)  There  is  no  single  piece  of 
evidence  that  I can  point  to  that  establishes 
that  beyond  any  possibility  of  doubt.  He 
lodges  a claim  upon  us  when  he  has  not 
been  paid.  He  can  select  his  own  time  for 
doing  that  and  the  time  at  which  he  does  it 
varies  very  widely. 

89.  Can  we  just  come  back  to  my  ques- 
tion which  is  not  about  evidence  that  the 
goods  have  been  exported.  Do  you  accept 
a statement  that  he  has  not  received  pay- 
ment? If  you  do  not  accept  that,  what  evi- 
dence do  you  require  that  he  has  not  been 

aid?  1 did  not  ask  about  evidence  that  he 
as  sent  the  goods  or  that  the  goods  have 
been  received.  My  question  was  very  spe- 
cific and  it  admits  of  a very  specific  answer. 

(Mr  Smith.)  I am  not  trying  to  evade  the 
question,  but  I cannot  quite  discern  the 
thrust  of  it.  The  evidence  of  the  despatch 
of  the  goods  is  very  pertinent  to  the  ques- 
tion of  whether  or  not  the  exporter  has 
been  paid.  If  the  goods  have  not  been  des- 
patched he  may  not  be  due  to  be  paid. 

90.  I did  not  ask  you  about  all  the  mat- 
ters you  are  covering  about  whether  the 
goods  have  been  despatched.  I asked  a very 
restricted  question  about  whether  he  has  or 
has  not  received  payment.  Pray  answer  that 
specific  question. 

(Mr  Smith.)  I am  trying  to  do  this. 
Chairman 

91 . May  I help?  Is  there  not  a statement 
in  the  claim  form  that  *'X  has  not  received 
payment  for  the  goods”.  He  is  either  lying 
or  telling  the  truth.  If  he  is  lying  he  will 
probably  find  himself  in  the  Criminal 
Courts  at  the  end  of  the  day  if  you  pay  up 
innocently. 

(Mr  Smith.)  He  has  certainly  to  say  that 
he  has  not  been  paid.  We  look  at  that 
statement  and  we  seek  the  evidence  sur- 
rounding the  performance  of  the  contract. 
That  then  goes  on  into  the  process  of  exam- 
ining die  claim  as  to  its  eligibility  or 
otherwise. 

Mr  Maxwell-Hyslop 

92.  Perhaps  Mr  Taylor  can  answer  the 
question  better.  I have  read  your  memo- 
randum. You  can  start  from  that  assump- 
tion. It  is  not  what  you  have  said  in  your 
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memorandum  but  what  you  have  not  said 
that  I seek  information  on.  You  can  also 
assume  that.  When  you  referred  to  reasons 
for  delays  in  settling  claims,  you  refer  to 
absence  of  information  or  evidence  from 
the  claimant.  What  I am  trying  to  find  out 
is  in  one  restricted  field  whether  a claimant 
having  stated  with  his  signature  at  the  bot- 
tom that  he  has  not  received  the  payment, 
whether  one  of  the  causes  of  delay  is  that 
you  do  not  accept  that  or  whether  you  do 
accept  that  as  discharging  the  answer  to 
that  particular  (question:  has  he  or  has  he 
not  been  paid?  I would  have  thought  that 
was  a very  simple  question  admitting  a very 
simple  answer. 

(Mr  Taylor .)  I think  the  simplest  answer 
l can  try  to  give  is  that  if  the  claimant 
certifies  that  he  has  not  been  paid  we  would 
accept  that,  unless  we  had  any  grounds  for 
doubting  it.  There  may  be  some  supple- 
mentary documents  lodged  with  his  bank 
that  may  testify  to  the  fact  that  bills  have 
not  been  honoured  and  so  on  that  could  be 
investigated  in  case  of  doubt,  but  we  oper- 
ate on  a basis  of  trust  with  our  policy 
holders. 

93.  If  your  policy  holder  has  supplied 
the  information  which  you  set  out  in  para- 
graph 3 of  your  memorandum  to  us,  then 
he  ought  to  be  paid  within  one  month  of  the 
date  which  you  refer  to  as  the  “DAL”  — 
the  date  of  ascertainment  of  loss.  Is  that  so? 

(Mr  Smith.)  There  is  no  prescriptive  right 
in  the  policy  but  certainly  if  the  evidence 
that  he  supplies  in  terms  of  the  require- 
ments in  paragraph  3 is  all  there  at  the  time 
the  claim  is  submitted  and  the  claim  is  sub- 
mitted, let  us  say,  a few  weeks  before  the 
DAL  as  is  desirable,  then  certainly  we 
reckon  to  be  able  to  pay  that  claim  within 
about  a month. 

94.  Yet  in  fact  you  only  pay  40  per  cent 
within  the  month. 

(Mr  Smith.)  This  is  where  I need  to  apol- 
ogise — I wanted  to  do  this  at  the  outset 
— for  an  error  in  the  transcription  of  this 
paper.  We  will  circulate  an  amendment.  I 
am  very  sorry  that  it  only  came  to  light  this 
morning.  There  is  a slight  conflict  in  the 
statements  in  the  first  two  sentences  of  par- 
agraph 6.  The  first  sentence  refers  to  claims 
submitted  with  full  supporting  evidence  and 
the  second  sentence  refers  back  to  those 
claims.  An  amendment  is  needed  because 
the  second  sentence  concerns  not  claims 
that  are  submitted  with  full  supporting  evi- 
dence but  claims  that  are  received  at  least 
four  weeks  before  the  DAL. 
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95.  So  the  figures  which  you  give  about 
“30  per  cent  of  all  such  claims  are  met 
within  one  week  after  the  DAL:  40  per  cent 
within  one  month;  60  per  cent  within  3 
months;  80  per  cent  within  4 months;  90 
per  cent  witnin  5 months”  — would  you 
redefine  what  you  now  mean  by  “such 
claims"? 

(Mr  Smith.)  Yes.  The  claims  in  question 
are  those  received  at  least  four  weeks 
before  the  DAL,  so  that  the  sentence 
should  read,  “In  practice,  reflecting  this 
and  the  considerations  mentioned  above, 
about  30  per  cent  of  all  claims  received  at 
least  four  weeks  before  the  DAL  are  met 
within  one  week  after  the  DAL”  and  then 
the  sentence  continues. 

(Mr  Taylor.)  1 think  the  relevant  point  is 
that  it  means  all  claims  and  the  following 
percentages  reflect  those  where  we  have 
not  had  the  full  supporting  evidence.  Those 
with  full  supporting  evidence  will  be 
amongst  those  m the  percentages  that  were 
dealt  with  quickly;  those  without  will  be 
those  that  are  dealt  with  at  longer  periods 
of  time  mentioned  in  that  sentence. 

96.  One  infers  from  that  that  your  min- 
imum processing  time  when  all  the  infor- 
mation required  is  present  is  five  weeks. 

(Mr  Smith.)  Not  minimum. 

97.  Four  weeks  plus  one  week  is  five 
weeks,  is  it  not? 

(Mr  Smith.)  Yes,  but  the  30  per  cent 
applies  to  claims  that  are  met  within  one 
week  after  the  DAL  and  that  would  include 
a number  that  are  met  on  DAL  and  on  the 
day  after  DAL  and  so  forth,  so  it  could  be 
four  to  five  weeks. 

98.  What  is  the  present  trend?  Are  you 
having  more  individual  claims  that  are  tak- 
ing longer  to  settle  than  heretofore? 

(Mr  Smith.)  We  are  certainly  having 
more  claims  in  number.  They  have  gone  up 
by  about  401  per  cent  last  year  over  the 
previous  year  as  appears  in  the  figures  in 
paragraph  2.  We  are  also  finding  that,  as  is 
perhaps  inevitable  because  of  the  markets 
in  which  some  of  these  claims  arise,  the 
quality  of  evidence  submitted  with  them 
tends  to  be  pretty  variable.  I am  not  certain 
— because  our  internal  analytical  data  sim- 
ply does  not  go  back  far  enough  — whether 
the  increase  in  the  number  of  claims  has 
produced  a deterioration  in  the  speed  of 
settlement.  I think  on  the  whole  not, 
because  the  sort  of  pattern  that  comes  out 
of  this  analysis  is  a reasonably  familiar  one 

'Correction  by  witness:  30  per  cent. 


and  although  we  have  not  kept  figures  for 
as  far  back  as  one  might  call  a more  normal 
situation,  impressionistic  evidence  among  1 
the  staff  who  work  in  the  claims  division  is 
that  this  is  broadly  a normal  sort  of  pattern 
of  processing.  However,  I would  add  to 
that  two  things,  that  we  are  just  about  hold- 
ing our  own;  we  have  somewhat  increased 
the  staff  in  the  claims  division  and  we  have 
deliberately  kept  the  claims  division  up  to 
complement.  The  move  of  part  of  it  to 
Cardiff  has,  once  the  move  took  place, 
worked  tremendously  in  our  favour  because 
we  have  been  able  to  recruit  very  good 
quality  staff  there  with  no  difficulty  and  the 
claims  branch  in  question  has  enjoyed  a 
stability  of  staffing  which  was  never  present 
in  London,  where  a rapid  turnover  of  staff 
was  a fairly  constant  feature  of  our  experi- 
ence in  recent  years.  Productivity  therefore 
is  undeniably  well  up  in  the  division.  The 
staffing  has  increased  by  some  20  posts  from 
about  160  to  180  in  the  last  couple  of  years, 
but  the  increase  in  the  number  of  claims 
paid  is  a greater  proportion  than  that. 

99.  To  make  sure  we  know  what  you 
mean  by  “30  per  cent  of  claims”  — that  is 
30  per  cent  ot  events  in  respect  of  which  a 
claim  is  made  rather  than  30  per  cent  of  the 
money  being  claimed  in  a given  year. 

(Mr  Smith.)  Indeed,  yes.  We  are  speak- 
ing of  the  numbers  of  claims  throughout. 

100.  Is  there  any  relationship  between 
the  quantum  of  the  claim  and  the  delay  in 
processing  it  as  a matter  of  policy? 

(Mr  Smith.)  No.  There  can  be  a relation- 
ship not  as  a matter  of  policy,  but  stemming 
from  the  nature  of  the  claim  and  the  under- 
lying contract.  A large  claim  arising  on  a 
large  contract  may  very  well  result  in  a quite 
lengthy  negotiation  to  secure  the  settlement 
that  is  satisfactory  to  us.  to  the  policy  holder 
and  to  the  buyer.  That  could  certainly  fea- 
ture in  the  larger  amounts  of  individual 
claims. 

101.  Is  your  staffing  related  to  the  flow 
up  and  down  of  premium  income  under  the 
expenditure  control  policies  of  the  Govern- 
ment? If  you  arc  conducting  more  business 
does  that  interdict  you  from  employing 
more  staff  to  handle  more  business  as  long 
as  the  ratio  of  staff  to  business  does  not 
deteriorate? 

(Mr  Taylor.)  We  have  not  been  suffi- 
ciently fortunate  to  obtain  a dispensation 
from  the  powers  that  be  in  this  respect,  as 
a Department.  As  a Department  we  arc 
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subject  to  the  cash  limits  control  which 
affects  our  numbers  of  staff  and  we  have 
borne  our  share  of  the  reduction  in  the 
numbers  of  staff  during  last  year  and  in  the 
ban  on  recruitment  that  was  imposed  for 
three  months  last  year  and  similarly  for  the 
next  three  years  ahead  under  the  Govern- 
ment’s programme  to  reduce  expenditure 
on  civil  service  salaries.  However,  ministers 
have  certainly  noted  that  the  Department 
pays  its  way  in  this  respect,  that  none  of  our 
administrative  expenditures  at  all,  and  cer- 
tainly not  staff  costs,  fall  upon  the  taxpayer 
although  they  are  paid  by  our  policy  hold- 
ers. If  the  circumstances  postulated,  if  our 
business  should  take  off  in  a big  way  and 
more  staff  were  required  for  any  reason, 
our  first  duty  would  be  to  see  whether  we 
could  not  accommodate  this  within  the 
existing  staff  limits  by  making  savings  else- 
where. If  this  would  harm  the  service  over- 
all then  I would  certainly  feel  free  to  seek 
authority  to  exceed  the  limits  placed  upon 
our  numbers.  Whether  I should  be  success- 
ful I do  not  know. 

Chairman 

102.  Would  you  care  to  tell  us  how 
many  claims  there  are  outstanding  on  your 
Department  at  the  latest  possible  date  — 
today  if  possible? 

(Mr  Smith.)  I cannot  safely,  Mr  Chair- 
man, give  you  a figure,  but  I can  say  that  if 
no  more  claims  came  in  from  midnight 
tonight  the  short-term  claims  branch  which 
is  the  high  volume  area  certainly  has  some- 
thing like  six  weeks’  work  on  hand. 

103.  What  does  “six  weeks’  work” 
mean?  Does  it  mean  six  claims  or  6,000? 

(Mr  Smith.)  Six  weeks’  work:  we  are 
getting  claims  in  at  the  rate  of  at  present 
something  over  300  a week. 

104.  So  that  is  1,800,  is  it? 

(Mr  Smith.)  Possibly  it  is.  I think  proba- 
bly it  is  indeed. 

105.  Of  those  how  many  arc  running  in 
arrear  for  settlement  in  accordance  with  the 
times  you  have  just  given  us? 

(Mr  Smith.)  I cannot  answer  that  other 
than  by  reference  to  the  pattern  that 
emerges  from  our  present  procedures  and 
which  itself  arises  from  the  variation  in  the 
quality  of  the  supporting  evidence  accom- 
panying the  claims. 

106.  You  would  be  able  to  tell  us  if  you 
had  reference  to  the  figures,  would  you? 

(Mr  Smith.)  Yes. 


107.  Would  you  be  good  enough  to  let 
us  know  in  an  open  letter?  The  last  point 
on  that  is,  how  many  complaints  are  you 
dealing  with  at  the  moment  in  relation  to 
late  payment  of  claims? 

(Mr  Smith.)  Again,  I cannot  give  you  a 
specific  figure  but  I can  say  that  tne  number 
of  complaints  we  get  — although  we  do  get 
them  and  although  on  occasions  they  are 
well  deserved  complaints  — the  number  of 
complaints  we  get  is  surprisingly  few. 

108.  Some  will  relate  to  trivia,  I have 
no  doubt,  but  some  will  be  substantial 
complaints. 

(Mr  Smith.)  I should  perhaps  have  said 
in  answer  to  one  of  Mr  Maxwell-Hyslop’s 
questions  that  apart  from  the  bigger  claims 
sometimes  taking  longer  because  of  nego- 
tiation and  so  on,  we  also  have  a procedure 
for  relaxed  scrutiny  of  smaller  claims  in  the 
interests  of  cost  effectiveness  and  reducing 
the  delays  and  so  forth. 

Mr  Maxwell-Hyslop 

109.  That  was  the  object  of  my 
question. 

(Mr  Smith.)  Yes,  I am  sorry. 

Mr  Foster 

110.  You  referred  to  cash  limits  on 
recruitment.  Do  you  anticipate  any  impact 
on  delays  as  a result  of  this? 

(Mr  Taylor.)  I think  delays  in  the  claims 
area  last  year  were  exacerbated  by  the  cur- 
tailment of  staff  and  the  three  months’ 
recruitment  ban.  This  is  referred  to  in  the 
paper.  However,  Mr  Smith  mentioned  the 
steps  we  have  taken  to  rectify  that  and 
perhaps  as  an  indirect  answer  to  one  of  the 
Chairman’s  earlier  questions  I would  hope 
that  the  delays  picture  now  is  better  than  it 
was  at  the  worst  time  last  year.  I am  fairly 
confident  we  will  be  able  to  give  some  sup- 
porting evidence  to  that. 

Mr  Thompson 

111.  Mr  Taylor  mentioned  surplus. 
What  sort  of  profit  do  you  make? 

(Mr  Taylor.)  Our  requirement  is  not  to 
make  a profit  in  quite  the  sense  of  that 
question:  it  is  to  pay  our  way  over  the  years 
and  to  this  end  our  financial  objective  as 
agreed  with  the  Treasury  is  first  of  all  to 
make  provision  by  a surplus  from  our  trad- 
ing activities  against  the  likelihood  of  insol- 
vency claims  and  claims  of  that  character 
and  then,  in  addition,  to  build  up  reserves 
to  take  account  of  political  risks  which  are 
inherently  unpredictable  or  very  unusual 
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types  of  ordinary  buyer  default.  So  we  arc 
not  required,  as  it  were,  to  make  a figure 
for  profit  each  year.  Our  objective  has  been 
expressed  as  to  maintain  reserves  for  our 
section  1 trading  account  which  are  equal 
to  a set  proportion  of  the  amounts  of  risk 
on  that  account.  The  objective  currently  in 
force  is  that  our  reserves  on  the  commercial 
account  shall  equal  1\  per  cent  of  the 
amounts  at  risk  on  that  account  by  1981-82. 


in  assessing  your  outstanding  liability  on 
long-term  contracts  assume  that  letters  of 
credit  once  accepted  by  a bank  are  no 
longer  at  risk? 

(Mr  Stephens.)  No,  you  cannot  assume 
that  because  if  you  have  a letter  of  credit 
issued  by  a bank  in  a country  that  runs  out 
of  foreign  currency  you  could  indeed  have 
a claim.  If  you  have  a letter  of  credit  which 
is  confirmed  by  a bank  in  this  country,  the 
chances  of  loss  are  very,  very  small. 


Chairman 

1 12.  Can  I ask  a supplementary  on  that 
which  anticipates  a question  which  was  to 
have  appeared  later.  Can  any  reliable  fore- 
cast be  made  of  future  trading  results? 

(Mr  Taylor.)  Reliable,  no.  Obviously,  we 
attempt  forecasts.  We  can  make  a projec- 
tion based  on  past  trends,  for  example. 
That  gives  us  one  frame  of  reference  to 
look  at,  and  then  we  can  make  other  pro- 
jections based  on  specified  alterations  to 
that  trend  of  a gloomier  character,  usually. 
The  downside  risks  we  try  and  assess,  par- 
ticularly as  world  trading  conditions  have 
over  the  past  year  or  so  and  prospectively 
for  some  while  got  rather  more  risky. 

113.  Is  it  such  a skilful  guess  that  you 
think  you  can  persuade  a banker  to  give 
you  an  overdraft  on  the  strength  of  it? 

(Mr  Taylor.)  We  are  fortunate  in  our 
section  1 commercial  operations  in  having 
distinguished  bankers  on  our  advisory 
council  — a statutory  body  — and  they 
participate  fully  in  our  deliberations  in  this 
respect  and  contribute  most  helpfully. 

(Mr  Stephens.)  There  is  a problem  there 
because  you  are  trying  to  forecast  various 
flows:  firstly  the  flow  of  claims  on  business 
which  you  have  already  done;  the  flow  of 
new  business  which  you  will  get  and  on 
which  you  will  get  premium  income  and 
also  the  flow  of  income  which  the  Depart- 
ment draws  from  interest  on  balances, 
which  it  already  has.  Trying  to  make  a firm 
forecast  in  each  of  those  is  very  difficult.  In 
addition,  there  is  an  important  distinction 
between  claim  and  losses,  because  a pro- 
portion of  the  claims  we  pay  we  would 
expect  to  recover  in  due  course.  The  loss 
there  is  the  loss  of  interest. 


Mr  Maxwell-Hyslop 

114.  Do  you  in  practice  have  any  losses 
on  letters  of  credit  that  have  been  accepted 
by  a bank  through  bank  failures  or,  as  you 
have  to  work  on  some  assumption,  can  you 


Mr  Foster 

115.  Can  we  turn  very  briefly  to  interest 
rates?  Can  you  say  how  the  business  of  the 
Department  is  affected  by  the  present  high 
rate  of  interest  and  what  effects  these  high 
rates  of  interest  are  having  on  exporters? 

(Mr  Taylor.)  Yes.  I will  start  with  an 
answer  to  that.  Perhaps  my  colleagues  can 
supplement  on  particularities.  The  direct 
effect  upon  the  Department  I think  falls 
primarily  in  respect  of  the  support  that  we 
give  to  the  rate  of  interest  attaching  to 
credits  of  two  years  or  more.  This  is  an  area 
in  which  there  is  fierce  international  com- 
petition for  these  larger  contracts.  The  rate 
of  interest  chargeable  on  such  credits  is  a 
key  factor  in  the  competition  and  we  aim  to 
match  broadly  the  terms  including  rates  of 
interest  on  offer  from  our  major  competi- 
tors. Now,  we  have  to  make  up  to  the  banks 
who  are  advancing  this  money  the  differ- 
ence between  this  international  going  rate 
of  interest  and  what  would  be  regarded  as 
a reasonable  commercial  return  to  them. 
The  latter  is  affected  by  rates  of  interest 
within  this  country  so  the  higher  they  go 
the  bigger  the  subsidy  that  is  payable  in 
respect  of  that  export  contract.  A second 
direct  feature  is  that  albeit  with  some  time 
lag,  we  cam  a correspondingly  higher  rate 
of  interest  upon  our  balances  in  the  Con- 
solidated Fund  — our  hard  reserves, 
broadly  speaking.  We  receive  interest  pay- 
ments on  these  balances  which  follow,  with 
a slight  time  lag,  the  pattern  of  domestic 
interest  rates.  This  is  a very  useful  supple- 
ment of  course  to  our  total  income.  Indi- 
rectly, though,  of  course,  high  interest  rates 
do  not  assist  exporters  generally  in  success 
in  world  markets.  It  enters  into  their  man- 
ufacturing costs  and  many  other  aspects  of 
their  costs.  Of  course,  wc  do  receive  anec- 
dotal evidence  from  our  policy  holders 
about  the  difficulties  this  does  cause  them. 
There  must  be  an  indirect  effect,  I suppose, 
on  the  amount  of  successfully  won  business 
that  comes  our  way. 
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Mr  Mikardo 

116.  Surely  the  effect  is  direct,  because, 
even  if  you  help,  that  has  got  to  be  reflected 
in  your  charges  one  way  or  another.  The 
contractor  in  Great  Britain  who  is  borrow- 
ing money  at  two  and  a half  times  the  rate 
of  his  West  German  competitor,  one  way 
or  another  cannot  escape  that  being  loaded 
on  to  his  price,  can  he,  whether  you  help  or 
not? 

(Mr  Taylor.)  Certainly  the  exporter  has 
to  load  into  his  price  the  cost  of  his  working 
capital  during  the  manufacturing  period 
and  no  doubt  the  cost  of  debts  that  his 
company  generally  has  incurred,  but  I 
should  make  it  clear  that  the  subsidy  on 
interest  rates  attaching  to  export  credits 
does  not  fall  upon  our  policy  holders.  This 
is  not  part  of  our  trading  operation.  It  falls 
upon  tne  taxpayer  in  this  respect. 


Mr  McNally 

117.  Has  the  removal  of  exchange  con- 
trol had  any  effect  on  your  workings?  Have 
you  come  to  any  conclusions  about  its  gen- 
eral effect? 

(Mr  Stephens.)  In  terms  of  our  own  work- 
ings the  effect  has  been  very  small.  There 
has  been  no  significant  effect.  It  has  had  an 
impact  on  one  or  two  technical  areas  where 
before  exporters  could  concede  a certain 
length  of  credit  they  required  in  the  past 
exchange  control  approval  before  exports 
could  be  sold;  where  a guarantee  of  pay- 
ment was  to  be  given  from  within  the  ster- 
ling area  or  from  one  that  required 
exchange  control  approval  in  the  past,  that 
will  not  apply  in  the  future.  I would  guess 
the  impact  would  have  been  very  much 
bigger  had  three  or  four  years  ago  we  not 
moved  into  the  area  of  permitting  foreign 
currency  finance.  I would  expect  that  had 
we  not  moved  into  the  area  of  foreign  cur- 
rency financing  three  or  four  years  ago, 
then  the  impact  of  doing  away  with 
exchange  control  might  have  been  more 
significant,  because  you  would  have 
expected  one  impact  of  that  to  be  that 
exporters  would  turn  to  foreign  currency 
financing.  One  is  not  aware,  generally,  of 
any  real  changes  so  far,  talking  to  exporters 
and  bankers  on  an  anecdotal  basis.  They 
are  thinking  this  through  and  initially  when 
exchange  control  came  off  there  was  a hunt 
around  the  City  to  find  people  who  could 
remember  the  times  when  tliere  were  not 
exchange  controls. 
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Mr  Thompson 

118.  Have  you  had  experience  of  for- 
eign currency  financing  since  it  was  intro- 
duced in  1978? 

(Mr  Taylor.)  I think  it  was  in  fact  intro- 
duced in  1977.  It  posed  considerable  prob- 
lems of  adjustment  for  the  exporters 
concerned.  It  was  mainly  large  firms.  We 
are  not  in  the  area  of  small  firms  business 
here.  It  posed  problems  of  adjustment  for 
exporters  and  for  their  bankers  in  the  City 
as  well  as  for  ECGD  and  I think  at  that 
time  some  doubts  were  expressed  as  to 
whether  as  large  a switch  to  foreign  cur- 
rency financing  as  the  government  of  the 
day  were  aiming  at  could  be  achieved  with- 
out disruption  and  without  loss  of  business 
in  certain  markets.  In  fact,  it  went  much 
more  smoothly  than  we  at  least  in  ECGD 
dared  to  hope.  The  amount  of  such  business 
rose  very  rapidly.  I think  I am  right  in 
saying  that  something  like  $6  billion-worth 
of  foreign  currency  financed  business  has 
taken  place  over  that  period,  and  there  is 
quite  a lot  more  in  the  pipeline.  We  do  not 
know  of  any  contract  being  lost  over  this 
period  because  of  the  pressure  from  ECGD 
upon  exporters  in  this  heavy  type  of  busi- 
ness to  go  for  foreign  currency  rather  than 
sterling  financing. 

Chairman 

119.  A little  time  back  you  told  us  what 
the  maximum  cover  was  which  you  were 
prepared  to  offer  and  I think  I put  it  prop- 
erly by  saying  that  the  sky  was  the  limit. 
What  is  the  premium  associated  with  taking 
on  such  a risk?  I hold  in  my  hand  a copy  of 
a press  notice  issued  by  you  on  the  18 
February  in  which  you  announce  that  you 
are  going  to  increase  your  premiums,  I 
believe.  I also  have  before  me  a photocopy 
of  a written  answer  to  a question1  about 
exporting  credit  schemes  under  which  your 
Department  proposed  to  save  a lot  of 
money.  What  is  the  effect  going  to  be  upon 
the  individual  applicant  for  credit  guarantee 
insurance  through  your  Department? 

(Mr  Taylor.)  it  I could  begin  with  your 
“sky  is  the  limit”  question,  I take  this  to 
refer  to  very  large  contracts  and  what  sort 
of  premium  are  we  charging  here?  Our 
premium  in  this  area  is  dependent  upon  two 
main  factors:  first  of  all,  tne  length  of  credit 
that  is  attaching  to  the  contract  — in  other 
words,  the  length  of  time  that  the  Depart- 
men  is  on  risk  for  that  contract  — ana  our 
grading  of  the  market  concerned.  We  have 
four  gradings  of  markets  according  to  our 
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assessment  of  political  risk  and  the  pre- 
mium payable  by  the  exporters  emerges 
from  these  two  factors.  If  it  would  be  help- 
ful I could  quote  you  some  typical  types  of 
premium  rates  for  business  of  this  sort, 
before  asking  my  colleagues  to  deal  with 
the  two  press  notices  you  referred  to.  For 
a capital  goods  project  based  on  something 
like  a two-year  manufacturing  period  and 
five  years  of  credit  after  the  contract  is 
completed,  in  our  best  risk  market  the  pre- 
mium will  be  1 .58  per  cent  for  that  contract . 
That  premium  will  rise  by  gradations 
througn  our  market  limits  to,  in  our  worst 
grading  of  market,  4.41  per  cent.  So  that  is 
the  range  for  a typical  contract  of  that  sort: 
1.58  per  cent  in  the  best  case;  4.41  per  cent 
in  the  most  risky  case,  according  to  our 
judgment.  Your  reference  to  the  recent 
press  release  turns  upon  premiums  charge- 
able for  bank  guarantees  issued  in  connec- 
tion with  the  smaller  credit  type  of  business, 
the  shorter  credit  and  smaller  types  of 
exporters. 

(Mr  Smith.)  Here  the  premium,  as  the 
press  notice  indicates,  has  gone  up  from  25 
pence  to  50  pence  per  £100  of  the  agreed 
borrowing  limit  under  the  comprehensive 
bank  guarantee  facility  for  business  done 
on  open  account.  The  reason  for  that  lies  in 
a considerable  and  disconcerting  loss  that 
has  been  suffered  — we  have  suffered  — 
under  that  facility  over  the  last  few  years, 
a loss  in  terms  of  unrequited  recourse 
against  a policy  holder  in  respect  of  whose 
business  we  have  paid  claims  under  bank 
guarantees  and  have  then  not  had  a liability 
under  the  exporter’s  own  cover.  The  loss  in 
those  cases  has  largely  arisen  from  the  fact 
that  the  exporters  concerned  had  gone  or 
were  imminently  on  the  point  of  going 
insolvent  at  the  time  these  circumstances 
arose.  The  total  loss  is  around  £10  million 
of  which  about  half  consists  in  loss  of  inter- 
est. The  increase  in  the  rate  is  just  about 
the  minimum  increase  that  we  could  justify 
as  affording  us  any  chance  of  getting  the 
facility  back  into  balance  over  a fairly  long 
period  ahead  and  without  it  the  two  alter- 
natives were  either  to  abandon  the  facility 
altogether  or  to  continue  in  effect  to  sub- 
sidise it  from  other  bank  guarantee  facilities 
— a course  which  really  scarcely  in  the 
circumstances  seemed  altogether  proper. 

120.  I have  become  depressed.  Do  I 
understand  that  there  will  be  further 
increases  in  the  future? 

(Mr  Smith.)  We  have  not  taken  a decision 
about  further  increases.  We  did  a general 


round  of  increases  in  1979  — only  the  see. 
ond  general  round  since  the  war  — and  1 
am  speaking  now  of  comprehensive  guar- 
antees at  large. 

121.  Why  could  you  not  be  bold  and 
say  “We  are  going  to  help  British  exporters. 
There  will  be  no  increase  in  ECGD  pre- 
miums for  two  years”? 

(Mr  Taylor.)  That  would  really  be  a leap 
in  the  dark  I fear,  for  us  to  lake.  I men 
tioned  earlier  the  world  has  got  a riskier 
place  rather  rapidly  and  distressingly  over 
the  past  year  or  so,  I think.  Informed 
observers  talk  about  the  balance  of  pay- 
ments  problems  of  the  non-oil,  less  devel- 
oped countries  looming  large.  I think  there 
is  an  element  of  great  truth  in  that.  The 
press  notice  to  which  you  refer  was  not  as 
tt  were  trying  to  give  an  impression  that 
more  press  notices  with  similar  sad  news 
are  to  follow  in  the  near  future. 

122.  One  other  point  which  I hope  will 
not  excite  a long  answer  — perhaps  just  one 
sentence:  you  spoke  of  the  grading  of  mar- 
kets when  you  replied  to  the  first  question. 

I would  like  to  know  how  often  you  revise 
the  grading. 

(Mr  Taylor.)  We  revise  the  grading  of  a 
particular  market  when  the  need  arises.  If 
we  start  to  receive  claims  on  a particular 
market,  if  it  is  known  to  be  running  into 
balance  of  payments  problems,  we  would 
move  very  quickly.  More  generally,  we 
would  like  to  review  all  our  markets  per- 
haps once  every  two  to  three  years  anyway 
as  a matter  of  discipline  and  some  of  our 
officials  of  course  are  going  round  markets 
regularly  in  the  course  of  a year  to  investi- 
gate conditions. 

123.  May  I ask  a practical  point  which 
does  arise  sometimes?  Supposing  you 
decide  that  a country,  I think  you  used  the 
word  "Ruritania”  which  is  perhaps  the  best 
indicative  word,  is  not  lit  for  your  contin- 
uation of  credit  facilities  and  you  chop  as 
from  today.  What  happens  about  the  poor 
trader  who  entered  into  a contract  two  or 
three  months  ago  but  has  not  yet  executed 
it?  Is  he  chopped  automatically? 

(Mr  Taylor.)  If  we  have  committed  our- 
selves to  that  trader,  if  he  has  got  our  insur- 
ance or  a firm  statement  of  intent  from  us 
that  insurance  will  be  available,  we  will 
stand  by  that.  We  will  chop  on  new  business 
only. 

(Chairman.)  Thank  you.  Now  we  move 
on  to  talk  about  international  relations. 
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Mr  Kerr 

124.  I am  referring  to  page  18  of  ECGD 
Services  you  provided  us  with.  How  is  the 
international  consensus  working?  In  1976 
the  countries  involved  were  Canada,  the 
Federal  Republic  of  Germany,  Italy,  Japan, 
the  United  Kingdom  and  the  United  States 
of  America.  Which  other  countries  are  now 
involved?  Is  the  ECGD  aware  of  any 
breaches  of  it?  If  so,  what  have  they  been? 
What  action  can  the  ECGD  take?  How 
does,  what  the  Department  can  offer,  com- 
pare with  what  is  offered  by  our  competitors 
both  outside  and  inside  the  consensus? 
Finally,  what  part  does  the  EEC  play  in  all 
this? 

(Mr  Taylor.)  The  participants  of  the  con- 
sensus now  include  virtually  all  members  of 
the  OECD.  These  are  virtually  all  the  west- 
ern industrialised  countries  of  the  world, 

lus  Japan,  of  course.  The  consensus  has 

een  working  remarkably  well,  we  believe. 
Very  few  instances  of  derogation  have  come 
to  our  attention.  “Derogation”  is  our  tech- 
nical jargon  for  people  who  break  the  rules. 
The  consensus  is  not  a binding  instrument 
upon  the  Governments;  hence  its  name.  It 
is  a gentlemen’s  agreement  type  of  thing, 
so  that  any  participant  is  free  to  break  the 
rules  if  he  so  wishes  but  the  number  of 
instances  have  been  very,  very  few  indeed. 
Within  the  consensus  the  EEC  acts  as  a 
single  group.  The  ECGD  will  represent  the 
United  Kingdom  around  the  table.  At 
informal  discussions  members  of  the  EEC 
can  of  course  participate,  but  for  formal 
discussion  and  arrival  at  decisions  amongst 
the  participants  the  EEC  has  to  agree  a 
common  line  amongst  itself  which  in  turn 
requires  prior  consultation  with  us,  of 
course. 

125.  Do  you  take  any  special  measures, 
as  it  were,  to  police  the  consensus,  to  make 
sure  that  the  others  are  playing  by  the  rules 
and  not  just  kidding  you  along? 

(Mr  Taylor.)  Indeed,  we  do  keep  our 
eyes  and  ears  very  much  open  for  this  sort 
of  thing.  There  is  under  the  consensus  a 
very  complex  but  quite  comprehensive  sys- 
tem of  members  notifying  each  other  — 
particularly  in  respect  of  large  contracts 
which  is  where  the  worst  heat  of  competi- 
tion is  usually  felt  — so  we  can  utilise  this 
method  of  consultation  and  regular  notifi- 
cation to  us  of  what  other  people  are  doing 
to  see  whether  they  are  really  sticking  to 
the  rules.  In  the  last  resort,  of  course,  a 
British  exporter  who  is  going  for  business 
is  very  quick  to  come  back  to  us  to  say  that 


the  buyer  has  told  him  that  France  or  Ger- 
many is  offering  better  terms  than  are  per- 
missible under  the  consensus.  We  will 
immediately,  without  requiring  him  to  give 
us  anything  in  the  way  or  documentary  evi- 
dence to  this  effect,  we  will  immediately  get 
in  touch  with  our  opposite  numbers  in  the 
institutions  in  those  countries  to  see  what 
they  are  in  fact  doing. 


Mr  Mikardo 

126.  Is  it  not  a fact  nevertheless  that 
this  is  a difficult  area  because  the  contractor 
in  another  country  who  is  breaking  the  rules 
has  no  incentive  to  disclose  his  derogation 
or  his  crime.  In  fact,  there  is  an  incentive  in 
the  opposite  direction.  Quite  often  the  pro- 
spective customer  has  no  incentive,  either. 
Sometimes  they  do  say  “We  are  offered 
better  terms  etc.”  but  sometimes  they  are 
offered  a derogation  on  condition  that  they 
do  not  tell  anybody.  So  when  you  say  that 
the  number  of  cases  is  small,  are  you  not 
really  only  saying  that  the  number  of  cases 
known  to  you  is  small?  Perhaps  you  would 
like  to  sweep  this  up  in  the  answer  you  give, 
as  a supplement.  You  say  when  you  get  to 
know  about  it  you  go  and  talk  to  the  chaps 
there.  Some  years  ago  when  there  were 
some  very  big  projects  going  in  Algeria  I 
provided  the  then  President  of  the  Board 
of  Trade  with  very  hard  evidence  that  the 
French  were  going  much  beyond  the  con- 
sensus on  cost  escalation.  I had  to  fight  like 
fury.  You  say  that  as  soon  as  you  get  a 
complaint  you  go  and  look.  I had  to  fight 
like  fury  to  get  the  then  Secretary  of  State 
to  take  the  matter  up  at  all  and  when  he 
did,  all  he  did  was  to  go  along  and  say 
"Naughty,  naughty,  you  chaps”,  instead  of 
saying  “Look,  if  you  do  not  stop  it  we  will 
match  it”  which  is  the  only  way  we  would 
have  got  the  contract  and  we  did  not  get  it. 

(Mr  Taylor .)  On  the  particularity  of  the 
last  case,  the  consensus  does  not  itself  deal 
with  cost  escalation  cover.  There  are  par- 
ticipants who  wish  that  it  did  but  it  does  not 
in  fact  affect  it,  so  that  countries  are  free  to 
have  cost  escalation  cover  in  the  various 
forms  if  they  so  wish.  The  recent  renegotia- 
tion of  GATT  does  set  some  limits,  I think, 
to  the  extent  to  which  subsidies  can  be 
practised  in  the  form  of  cost  escalation  but 
the  proof  of  that  pudding  remains  to  be 
seen.  The  consensus  itself  does  not  deal 
with  it  and  it  could  be  regarded  as  a serious 
loophole.  There  is  no  doubt  about  that. 
More  generally,  yes,  indeed,  we  have  no 
infallible  means  nor  does  the  consensus  give 


Prinlcd  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


44 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


20  February  1980 ] Mr  K Taylor,  CB,  MrD  C Smith,  [ Continued 

Mr  M G Stephens  and  Mr  K G Lockwood 


[Mr  Mikardo  Contd .] 

us  an  infallible  means  of  finding  the  truth  if 
one  of  our  overseas  counterparts  wishes  to 
break  the  rules  and  will  not  tell  anyone 
about  it.  That  is  obviously  so.  I would  think, 
though,  that  there  is  a great  degree  of 
understanding  amongst  the  western  indus- 
trialised countries,  and  this  has  grown  with 
the  years,  that  it  really  is  a bit  of  a mug’s 
game  to  try  and  out-subsidise  each  other  in 
this  area,  and  that  it  is  in  everyone’s  interest 
really  to  bring  some  discipline  into  the  game 
and  to  adhere  to  it.  As  Mr  Mikardo  said, 
the  buyer  may  of  course  have  been  sworn 
privy  to  the  deal.  That  could  happen.  In 
our  experience  more  frequently  the  buyer 
is  the  one  who  says  “I  can  get  much  better 
terms  from  your  competitors”. 

127.  Sometimes  he  says  that  untruth- 
fully. 

(Mr  Taylor.)  That  is  the  oldest  game  in 
the  world,  of  course.  We  take  that  with  a 
pinch  of  salt. 

128.  Is  it  not  the  problem  that  whilst, 
of  course,  this  is  of  general  interest  not  to 
outbid  each  other  because  all  you  do  is  cut 
your  profit  all  the  time,  that  is  in  conflict 
with  a particular  case  where  someone  is 
grabbing  like  fury?  Is  it  not  a fact  that  one 
of  the  problems  is  that  ours  is  the  only 
country  party  to  the  consensus  which  is  a 
cricket-playing  nation  and  is  used  to  obey- 
ing the  umpire? 

(Mr  Taylor.)  My  mind  goes  back  about 
two  years  to  one  case  which  ECGD  han- 
dled, where  we  broke  three  consensus  rules 
and  the  speed  limit  in  about  24  hours,  I 
think.  Our  own  sheet  is  not  entirely  white 
in  this  connection,  but  I must  agree  with 
the  thrust  of  Mr  Mikardo’s  point,  that  there 
are  pressures  particularly  in  respect  of  con- 
tracts that  are  regarded  as  prestigious  by 
countries  competing  for  them,  where  occa- 
sionally consensus  rules  will  be  broken, 
often  as  a result  of  pressure  from  very  high 
political  levels  in  the  country  concerned. 
We  may  hear  about  it  either  not  at  all  or 
more  frequently  I would  think  rather  too 
late  in  the  day  for  us  to  match  effectively. 
If  we  hear  about  it  we  will  match. 


Mr  Carlisle 

129.  You  mentioned  the  cost  escalation 
in  relation  to  GATT.  You  were  not  quite 
sure  yet,  as  I understood  it,  how  it  would 
apply  to  you.  This  agreement  was  made  in 
April  1979  and  one  clause  which  is  consid- 
ered an  export  subsidy  seems  very  relevant 


to  you.  It  reads,  “An  export  subsidy  is  the 
provision  by  governments  or  special  insti- 
tutions controlled  by  governments”  — . 
which  is  you,  of  course,  Export  Credit 
Guarantee  Department  — “of  insurance 
programmes  or  insurance  or  guarantee  pro- 
grammes against  increases  in  the  cost  of 
exporting  products  or  of  exchanged  written 
programmes  at  premium  rates  which  are 
manifestly  inadequate  to  cover  the  long- 
term operating  costs  and  losses  of  the  pro- 
grammes.” this  would  seem  to  apply  spe- 
cifically to  your  operation.  Obviously  you 
have  had  time  to  think  out  how  you  can 
approach  this  sort  of  statement. 

(Mr  Taylor .)  This  is  indeed  so.  From  the 
very  wording  used  one  has  to  let  some  time 
go  by  I think  before  we  would  be  in  a 
position  to  point  to  another  country’s  cost 
escalation  scheme  and  say  that  the  premi- 
ums charged  have  been  manifestly  insuffi- 
cient to  cover  costs  over  a period. 

130.  Of  course,  your  scheme  — your 
premiums  — do  more  than  cover  the  cost 
of  your  operation. 

(Mr  Taylor.)  Until  recently  there  was  a 
prospect  of  their  so  doing.  One  is  always 
working  of  course  on  estimates  of  future 
escalation  of  manufacturing  costs  in  this 
country.  It  now  looks  as  though  we  are 
running  into  substantial  or  significant  loss 
for  future  years.  Hence  our  recent 
announcement  that  premiums  are  being 
increased  on  that  scheme. 


Mr  Maxwell-Hyslop 

131.  What  has  been  the  effect  of  events 
in  Iran  from  the  point  of  view  of  ECGD 
and  what  has  this  done  to  your  claims 
experience? 

(Mr  Taylor.)  If  I could  start  with  a gen- 
eral point  before  passing  to  Mr  Smith  who 
is  closest  to  the  claims,  Iran  was  a very 
substantial  and  growing  market  for  British 
exporters.  We  were  handling  a tremendous 
amount  of  business  on  that  market  both  at 
the  shorter-term  end  and  project  business 
was  coming  along  nicely  of  course.  The 
unhappy  events  in  that  market  obviously 
have  made  a dent  on  those  exporters  and  in 
turn  upon  the  amount  of  business  that 
comes  to  us.  We  regretfully  had  to  cease 
cover  for  Iran,  I think  it  was  just  about  12 
months  ago  in  the  light  of  the  situation 
there  and  the  claims  that  were  starting  to 
be  notified  to  us.  The  impact  on  the  claims 
side  has  been  very  substantial.  I think  Mr 
Smith  may  want  to  elaborate  on  that. 
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(Mr  Smith.)  We  have  in  the  current  year 
paid  some  £60  million  in  claims  on  Iran  and 
vve  shall  probably  finish  up  the  current  year 
with  another  £10  million  or  so.  In  the  forth- 
coming year,  financial  years  I am  speaking 
in,  we  may  very  well  pay  as  much  again. 
That  would  certainly  not  represent  the  full 
extent  of  our  exposure  on  Iran  and  if  events 
there  pursued  their  worst  conceivable 
course  we  would  probably  find  ourselves  in 
for  several  hundred  million  pounds  more  in 
the  way  of  claims  payments.  The  present 
year’s  payments  on  Iran  constitute  about, 

I think,  if  I have  the  figures  correctly,  40l 
per  cent  by  value  of  our  total  claims  so  far 
this  year.  So  it  does  represent  a very  signif- 
icant development  for  our  overall  financial 
fortunes. 

Mr  Mikardo 

132.  That  was  one  case,  was  it  not, 
where  the  capital  “P”  Political  briefing  you 
got  from  Foreign  and  Commonwealth 
Office  sources  was  not  very  good,  was  it? 

(Mr  Taylor.)  1 think  they  nad  a common 
experience  with  many  parts  of  the  world 
and  certainly  with  ECGD  itself  in  finding  a 
rather  cloudy  crystal  ball  there. 

Mr  Maxwell-Hyslop 

133.  Do  you  make  any  contingency 
provision  in  your  accounts  on  the  plus  side 
for  recovering  any  of  that  £70  million  which 
you  would  have  expected  to  have  paid  out 
by  the  end  of  this  financial  year,  or  is  that 
lost  and  gone  for  ever  as  tar  as  you  are 
concerned? 

(Mr  Stephens.)  It  has  two  elements:  one 
is  the  claims  we  expect  to  pay  on  buyers  in 
Iran  and  there  a provision  is  made  from 
each  year’s  premium  income  from  the  busi- 
ness we  have  underwritten  for  the  claims 
we  expect  to  receive  over  the  next  five 
years.  For  political  claims  we  do  not  make 
a provision  in  the  year  that  the  business  is 
underwritten.  In  the  year  that  the  claims 
are  paid  we  make  a judgment  on  how  much 
chance  there  is  of  getting  that  money  back 
or  if  it  is  a dead  loss  we  write  it  off  that 
year.  If  there  is  a prospect  of  getting  it  back 
we  show  it  in  our  balance  sheet  as  an  asset 
but  we  revalue  it  reflecting  when  we  expect 
to  get  it  back  and  how  much  interest  we  will 
receive. 

Mr  Carlisle 

134.  It  has  just  been  announced  that 
the  scheme  for  refinancing  bank  loans  has 
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been  withdrawn  or  is  to  be  withdrawn. 
What  saving  will  this  make  to  public  funds 
in  the  coming  year? 

(Mr  Stephens.)  In  the  coming  year  the 
impact  will  be  quite  small  because  the 
scheme  applies  to  new  business  which  is 
signed  from  the  1st  April.  The  finance  is 
provided  by  the  bank,  not  normally  right 
on  signature  of  the  contract.  It  is  provided 
either  on  shipment  or  through  the  manu- 
facturing period,  so  for  business  signed  up 
from  the  1st  April  there  will  not  be  a lot  of 
finance  provided  for  the  banks  in  the  first 
financial  year.  What  happened  so  far  until 
the  1st  April  is  that  for  the  total  finance  that 
the  banks  have  provided  for  this  over  two 
year  credit  business  a part  of  that  has  been 
refinanced  by  the  Government.  Until  1978 
that  was  based  on  some  percentage  of  the 
banks’  deposit  holdings  which  they  had  pro- 
vided for  export  finance.  From  1978  it  was 
split  so  that  the  banks  put  up  the  first  five 
year  maturities.  We  finance  the  over  five 
year  maturities.  From  the  1st  April  they 
will  provide  all  the  finance.  From  the  period 
beyond  one  year  from  1st  April  1980  the 
impact  should  be  significant.  It  depends  on 
how  much  business  is  signed  up. 

135.  What  is  the  cost  of  it  in  the  last 
year  then  to  public  funds? 

(Mr  Stephens.)  The  whole  refinancing 
scheme  in  the  last  year?  More  was  repaid 
from  outstanding  loans  than  was  put  in  to 
new  loans.  So  in  the  last  financial  year  the 
score  sheet  in  public  expenditure  terms  is 
minus  £416  million. 


Chairman 

136.  Mr  Stephens,  from  the  written 
answer  to  us,  the  humbler  kind  of  humanity 
here  says  that  this  will  result  in  increasing 
and  significant  savings  of  public  expendi- 
ture over  the  coming  year.  You  are  sug- 
gesting it  is  not  so. 

(Mr  Stephens.)  Not  in  the  coming  year: 
in  the  coming  years. 

137.  To  the  order  of  what  — £50 
million? 

(Mr  Stephens.)  No.  Over  a period  of  five 
years  the  saving  would  be  at  least  £300 
million  to  £400  million. 

(Mr  Taylor.)  Could  I perhaps  try  and  put 
this  in  perspective? 

138.  I just  want  to  get  it  clear  in  my 
own  mind.  That  is  a saving  by  whom  — by 
you  or  by  the  Government? 
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(Mr  Stephens.)  It  is  a saving  by  the  Gov- 
ernment. It  does  not  affect  our  policy  hold- 
ers at  all.  The  impact  is  on  the  PSBR  direct. 

139.  Then  what  happens  to  the  poor 
exporter?  Is  he  still  going  to  be  paid  by  a 
bank  instead  of  you,  or  what  happens? 

(Mr  Stephens.)  He  is  no  worse  off  at  all. 
What  happens  is  that  the  exporter  draws 
his  finance.  In  the  past  he  drew  all  of  the 
finance  from  the  banks  but  they  refinanced 
part  of  it.  In  future  he  will  get  it  all  from 
the  bank  but  they  will  not  refinance  it. 


Mr  Carlisle 

140.  This  scheme  was  introduced  in 
1972  to  help  the  exporter  get  more  finance, 
presumably.  Does  it  mean  that  he  will  not 
dc  able  to  get  all  the  finance  that  he 
requires? 

(Mr  Stephens.)  No.  It  means  that  the 
exporter  will  get  the  finance  that  he  wants 
from  the  banks  and  the  banks  can  produce 
this  finance  without  refinancing  from  the 
Government.  In  particular — which  did  not 
apply  in  1972  — exporters  can  now  use 
foreign  currency  as  well. 

141.  But  if  it  implies  that  the  Govern- 
ment is  saving  £400  million  by  withdrawing 
this  scheme  that  money  is  going  to  be  paid 
by  the  exporter. 

(Mr  Stephens.)  No.  It  is  provided  from 
the  banking  system. 


a guaranteed  rate  of  return  on  it.  They  also 
get  our  guarantee  of  repayment,  so  they 
will  have  no  loss  either.  1 


Mr  Mikardo 

144.  Is  it  not  clear  that  it  is  a misnomer 
to  say  that  there  is  going  to  be  a saving  of 
£400  million?  What  one  should  really  say  is 
that  there  is  going  to  be  £400  million  less 
lent  from  government  funds.  There  will  fee 
a reduction  of  PSBR  but  it  is  not  a conjuring 
trick,  is  it?  Someone  else  will  lend  what  the 
Government  is  now  lending. 

(Mr  Taylor.)  The  money  would  formerly 
have  formed  part  of  the  Public  Sector  Bor- 
rowing Requirement.  The  size  of  that  is  a 
constraint  on  the  Government’s  total 
financing.  Therefore,  I think  from  the  Gov- 
ernment’s point  of  view  it  is  a saving  in  that 
respect. 


Mr  Carlisle 

145 .  It  is  having  no  effect  on  the  money 
supply  because  the  money  will  be  provided 
from  another  source.  So  the  Government 
saves  but  the  money  supply  will  not  be 
reduced.  (Mr  Taylor.)  It  means  that  the 
banks  will  have  to  bear  a greater  volume  of 
export  finance.  Whether  this  will  constrain 
their  ability  to  lend  in  other  directions  and 
thus  generate  reductions  in  the  money  sup- 
ply, I am  not  sufficiently  of  an  economist  or 
financier  to  know. 


142.  So  the  banks  will  lose  £400  million. 

(Mr  Stephens.)  They  will  not  lose  it.  They 
will  provide  this  finance  and  they  will  get 
paid  a rate  of  interest  on  it.  There  is  no  loss 
for  anyone. 


Chairman 

143.  Banks,  despite  the  advertise- 
ments, do  not  give  money  away.  I wish  they 
did.  Who  is  going  to  stand  this  £400  million 
which  you  or  the  Government  are  going  to 
save? 

(Mr  Stephens.)  It  means  that  the  banks 
will  provide  from  their  own  resources  the 
finance  to  exporters.  On  that  finance  the 
interest  rates  will  be  paid  by  the  overseas 
borrower  or  the  person  to  whom  the  credit 
is  being  extended.  We  will  make  up  that 
rate  of  interest  in  the  normal  way  so  the 
exporter  will  not  be  affected  at  all  in  terms 
of  paying  ami  more  or  suffering  any  addi- 
tional loss.  The  banks  will  provide  money 
that  they  cannot  refinance  but  they  will  get 


146.  Have  you  discussed  this  with  them, 
whether  they  can  provide  the  finance? 

(Mr  Taylor.)  Yes,  indeed.  They  have 
progressively  borne  more  and  more  of  this 
burden  over  the  years  and  they  have  now 
taken  the  final  plunge. 


Mr  Carlisle 

147.  The  Government,  I see,  have 
announced  their  intention  to  extend  the 
scheme  for  costs  to  help  over  cost  escala- 
tion. I would  like  to  find  out  how  in  your 
view  the  scheme  is  working.  Is  it  working 
as  it  is  intended  to  work? 

(Mr  Taylor.)  I wonder  if  I may  address 
an  appeal  to  you  on  this  particular  point? 
The  Minister  for  Trade  will  be  appearing 
before  the  Standing  Committee  on  Statu- 
tory Instruments  within  the  next  fortnight 
to  seek  approval  for  the  order  extending 
the  scheme.  I would  not  wish  in  any  way  to 
trespass  upon  Parliamentary  proprieties  in 
speaking  on  a subject  now  that  will  be  taken 
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so  soon.  I would  be  very  glad  to  handle  any 
question  on  the  scheme  so  far. 

148.  Is  there  any  evidence  on  the 
scheme  so  far  that  it  has  in  fact  promoted 
exports  which  would  not  otherwise  have 
taken  place? 

(Mr  Taylor.)  Indeed,  yes. 

Chairman 

149.  We  will  circulate  the  Minister’s 
remarks  or  evidence  to  the  Statutory  Instru- 
ments Committee.  We  will  not  press  it  now. 
Can  1 ask  you  a series  of  very  short  ques- 
tions for  extraordinarily  short  answers  on 
the  question  of  investment  insurance?  Is 
this  scheme  effective?  Yes  or  no? 

(Mr  Taylor.)  No. 

150.  Is  it  profitable? 

(Mr  Taylor.)  No  loss  so  far:  slight 
surplus. 

151.  Is  sufficient  use  being  made  of  it? 
(Mr  Taylor.)  Cannot  answer. 

152.  Is  it  well  known  enough? 

(Mr  Taylor.)  Yes. 

153.  Do  current  political  tensions  over- 
seas mean  that  more  exporters  are  seeking 
to  use  it? 

(Mr  Taylor.)  There  is  no  noticeable 
increase,  but  I would  think  such  could  be 
the  effect. 

154.  Is  similar  cover  obtainable  else- 
where in  this  country  or  in  other  countries? 

(Mr  Taylor.)  I understand  that  part  of 
Lloyds  offer  a facility  that  is  not  too  dissim- 
ilar from  the  one  we  offer. 

155.  Is  there  anything  else  you  would 
like  to  add  to  those  answers? 

(Mr  Taylor.)  Perhaps  I could  just  hark 
back  to  your  question  on  effectiveness. 
When  the  scheme  was  introduced  I think  it 
was  seen  as  a means  of  giving  some  modest 
support  to  British  investment  in  developing 
countries,  particularly  where  the  political 
risks  might  be  regarded  as  being  most  acute. 
The  scheme  insures  against  political  risks 
only.  I do  not  think  it  was  ever  visualised  as 
being  a major  factor  determining  the  vol- 
ume of  investment.  I do  not  think  people 
See  our  scheme  and  say  “Let  us  go  and 
invest  somewhere".  An  investment  deci- 
sion is  taken  for  a whole  raft  of  commercial 
considerations  and  I think  our  scheme  could 
never  have  expected  to  be  more  than  a 


useful  side  aid  in  this  matter.  Therefore, 
when  you  say  “Is  it  effective"  — and  I 
cannot  remember  whether  I said  “Yes"  or 
"No”  now  — I think  it  has  just  about 
matched  the  legitimate  expectation,  but  no 
more  and  probably  not  less. 


Mr  Maxwell-Hyslop 

156.  In  terms  of  these  slightly  esoteric 
forms  of  insurance,  have  you  entered  or  are 
you  entering  the  product  liability  insurance 
service?  My  understanding  is  that  many 
British  exporters  or  potential  exporters  are 
finding  great  difficulty  in  securing  such 
cover  for  risks  in  the  United  States  of  North 
America,  particularly  with  respect  to  legal 
costs  as  opposed  to  straight  damages.  When 
a need  of  that  kind  is  seen  to  exist  where 
does  the  initiative  lie  for  providing  a new 
form  of  cover  — with  your  management  in 
ECGD,  or  with  the  Department  of  Trade, 
or  with  the  Treasury? 

(Mr  Taylor.)  I think  any  of  the  three 
departments  — or  indeed  tne  Department 
of  Industry  in  its  sponsor  role — might  have 
come  up  with  a question  to  itself:  are  British 
exporters  being  satisfactorily  catered  for  in 
this  particular  and  novel  aspect  of  trading? 
We  did  indeed  make  some  inquiries  within 
ECGD  and  our  understanding  is  that  there 
are  facilities  in  the  private  insurance  market 
for  the  necessary  cover  for  sales  to  the 
United  States  and  indeed  to  other  markets 
where  this  type  of  liability  may  become  a 
part  of  the  exporter’s  burden. 

157.  Were  your  inquiries  in  specific  or 
very  generalised  terms?  Did  your  inquiries 
cover  the  point  of  legal  costs  of  fighting  a 
product  liability  action  in  courts  in  the 
United  States,  which  can  be  immense,  or 
only  of  meeting  damages  awarded  by  a 
court? 

(Mr  Taylor.)  Our  inquiries  were  not 
intensive.  Indeed,  we  exchanged  views  with 
the  Department  of  Trade  which  in  one  of 
its  aspects  is  very  close  to  the  insurance 
industry  in  this  country  and  our  inquiry  was 
merely,  is  there  a gap  here  that  the  private 
market  cannot  fill  satisfactorily?  The 
impression  we  got  from  brief  discussion  was 
that  the  private  market  could  cope  with 
this. 

158.  Would  you  care  to  put  in  a paper 
— if  the  Committee  agrees  — giving  details 
of  how  you  became  satisfied  that  the  legal 
costs  could  be  covered,  as  opposed  to  pay- 
ing a premium  of  over  five  per  cent  for  a 
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maximum  damages  cover  of  half  a million 
pounds  with  no  cover  for  legal  costs. 

(Mr  Taylor.)  If  it  would  be  agreeable 
perhaps  we  could  collaborate  with  the 
Department  of  Trade  on  this.  That,  as  I 
say,  is  nearer  to  the  private  market  in  many 
respects  than  we  are  and  we  will  try  and 
produce  together  the  most  informed  note 
we  can. 


Mr  McNally 

159.  We  have  had  circulated  your  press 
notice  about  trade  with  China.  I think  the 
Committee  would  be  interested  in  your 
assessment  of  the  prospects  of  trade  with 
China,  the  important  political  changes 
there  recently  and  the  improvement  of 
political  relations  which  did  excite  a large 
number  of  expectations.  I wonder  whether 
you  think  those  expectations  have  been  jus- 
tified and  how  wc  are  doing  compared  with 
our  major  competitors  in  tnat  market. 

(Mr  Taylor.)  I think  that  the  expectations 
that  were  aroused  about  two  years  ago  — 
perhaps  a little  less  — were  somewhat 
exaggerated  on  both  sides  of  the  coin,  if  I 
may  put  it  that  way.  I think  there  is  evidence 
that  the  Chinese  authorities  contemplated 
a vast  number  of  developmental  projects 
and  let  it  be  known  that  they  were  consid- 
ering these,  but  when  they  came  to  total  up 
the  cost  of  them  they  realised  that  they 
could  not  go  ahead  on  such  an  expensive 
and  rapid  scale  as  they  had  originally  given 
many  exporters  and  government  officials 
from  vanous  countries  reason  to  believe. 
So  that  the  prospect  has  1 think  narrowed 
down  or  lengthened  out,  if  I can  put  it  that 
way.  Undoubtedly,  however,  our  infor- 
mation is  that  there  is  good  business  to  be 
seen  there  and  we  are  very  glad  to  see  that 
British  exporters  are  continuing  to  make 
their  presence  felt  and  to  contend,  to  make 
contacts  with  the  appropriate  purchasing 
authorities  in  China.  They  are  recognising 
that  it  is  going  to  be  a long  haul  for  them  in 
many  cases,  but  they  have  set  a hand  to  it 
and  we  are  glad  to  see  that  they  are  contin- 
uing. We  believe  that  the  credit  facilities 
that  ECGD  has  arranged  for  exports  to 
China  in  agreement  with  the  Chinese 
authorities  should  provide  the  necessary 
mechanisms  and  incentives  for  such  trade 
as  may  come  along,  and  they  are  on  very 
much  the  same  terms  I think  as  other  indus- 
trialised countries  have  offered  to  China. 
We  are  operating  on  the  consensus  terms 
here.  I believe  that  in  our  negotiations  with 
the  Chinese  authorities  we  are  perhaps 


more  advanced  on  some  of  the  technicali- 
ties of  this  type  of  business.  The  desirable 
documentation  for  major  contracts  and  so 
on  are  complex  matters  here  that  need  to 
be  understood  between  the  lender  which  is 
ECGD,  the  exporter  himself  of  course  and 
the  people  on  the  other  side.  I think  on  the 
technicalities  we  could  regard  ourselves  as 
being  reasonably  well  advanced.  In  terms 
of  actual  trade  — who  is  winning  the  busi- 
ness that  is  going  — l am  afraid  I do  not 
have  the  comparative  statistics. 


Chairman 

160.  Could  you  help  us  on  that  very 
point?  Generally  all  the  business  will  be 
done  with  a government  department,  will 
it  not,  or  public  buying  departments? 

(Mr  Taylor.)  The  final  authority  for  con- 
cluding a contract  as  I understand  it  is  going 
to  rest  with  a central  point  in  China  but  a 
good  deal  of  initiative  and  delegated 
authority  to  bring  matters  up  to  a firm  con- 
tract position  is  being  extended  to  provin- 
cial authorities  there. 

161.  Can  you  tell  us  how  many  cus- 
tomers you  have  now? 

(Mr  Taylor.)  I cannot  give  you  an  accu- 
rate figure,  Chairman.  There  has  always 
been  a modest  flow  of  business  from  this 
country  to  China  of  all  sorts  that  does  not 
catch  the  eye,  if  I can  put  it  that  way,  but 
in  respect  of  the  more  substantial  business 
which  is  the  sort  that  has  been  talked  about 
predominantly  over  the  last  couple  of  years 
and  for  which  we  have  provided  these  spe- 
cial facilities  we  have  I think  concluded 
something  of  the  order  of  a dozen  quite 
large  contracts  up  in  the  numbers  of  mil- 
lions of  pounds. 

162.  So  your  total  cover  for  China 
would  be  £X  at  the  moment.  What  is  your 
total  cover  on  those  12  policies? 

(Mr  Taylor.)  I am  hazarding  a guess  that 
we  have  accepted  commitments  under  these 
arrangements  of  the  order  of  £100  million, 
but  if  that  is  grossly  out  of  line  perhaps  I 
can  send  a note. 

163.  And  the  premium  rate? 

(Mr  Taylor.)  The  premium  rate  will  turn 
upon  the  market  classification  of  China, 
and  this  is  not  a matter  that  we  would  wish 
to  refer  to  in  open  discussion. 

164.  I am  as  wise  as  you  are  at  the 
moment:  neither  of  us  knows. 
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l Mr  Taylor.)  Can  I supply  that  infor- 
mation in  a confidential  letter  to  the  Clerk? 

165.  Certainly,  but  you  have  no  inten- 
tion of  withdrawing  it  tonight? 

(Mr  Taylor.)  Withdrawing  cover?  No, 
certainly  not. 


Mr  McNally 

166.  On  the  contrary,  I detected,  if  not 
the  euphoria  of  a couple  of  years  ago,  still 
a good  deal  of  enthusiasm  about  the  China 
market. 

(Mr  Taylor.)  Certainly. 


Chairman 

167.  You  will  let  us  have  a little  confi- 
dential note  on  that,  will  you? 

(Mr  Taylor.)  Thank  you  so  much.  You 
understand  my  position.  I will  indeed. 


Mr  Maxwell-Hyslop 

169.  When  the  old  Expenditure  Com- 
mittee reported  in  its  Ninth  Report  in  Ses- 
sion 1976/77,  after  you  appeared  before  the 
old  Trade  and  Industry  Select  Committee, 
in  paragraph  2.30  of  its  report  headed 
“Shipbuilding",  there  appears  the  sentence 
“Partly  as  a result  of  close  monitoring  by 
OECD  the  provision  of  shipbuilding  credit 
does  not  appear  to  be  a particularly  cut- 
throat area  of  international  competition.” 
That  was  the  position  when  you  gave  evi- 
dence to  the  old  Committee.  Is  that  still 
relatively  true  as  a statement  of  fact  describ- 
ing the  current  position? 

(Mr  Taylor.)  I think  the  world  has  moved 
on  a little  since  then.  In  respect  of  export 
credits  there  is  the  same  OECD  form  of 
prescription  although  the  terms  of  it  have 
been  modified  slightly  by  mutual  agreement 
amongst  OECD  members  recently  and  I 
believe  we  may  be  issuing  a press  notice 
shortly  about  those  revised  terms. 


168.  Could  I ask  on  that  very  point,  are 
your  competitors  offering  good  terms  as 
well  for  China?  France,  Germany,  Italy, 
America,  all  the  Scandinavian  countries 
— and  those  are  held  up  as  giving  better 
terms  than  you  do  whenever  we  go  into  an 
overseas  market  until  the  crunch  comes. 

(Mr  Taylor.)  We  know  of  no  competitor 
who  has  broken  or  is  likely  to  break  con- 
sensus terms  appropriate  to  China  as  a mar- 
ket, France,  Italy  and  one  or  two  smaller 
countries  have  gone  in  for  the  type  of  credit 
agreement  which  ECGD  has  negotiated 
with  China.  I think  the  size  of  the  French 
one,  for  instance,  is  about  the  same  as  ours. 
Others  are  smaller.  Germany  I do  not  think 
has  gone  in  for  any  formal  agreement  of 
that  sort  but  it  is  doing  good  business  there 
on  the  normal  terms.  Japan,  of  course,  is 
going  to  be  a very  major  competitor  in  that 
market  for  obvious  reasons  and  they  have 
advanced  through  their  governmental 
machinery  some  substantial  developmental 
loans  to  China.  These  were  subject  of  com- 
ment in  the  press  in  this  country  und  per- 
haps I should  say  that  these  loans  arc 
advanced  at  lower  rates  than  are  prescribed 
in  the  consensus,  but  they  are  untied  as  to 
the  procurement  of  equipment  for  the 
developmental  purpose  and  under  a little 
pressure  the  Japanese  government  have 
written  into  their  contract  with  China  that 
they  are  untied.  Again,  although  Japan  is 
obviously  well  placed  for  business,  we  know 
of  no  unfairness  having  crept  into  the  scene 
generally  as  yet. 
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170.  Is  there  any  major  ship  producer 
today  who  is  not  an  OECD  member?  Is 
Brazil  an  OECD  member? 

(Mr  Taylor.)  No,  and  neither  is  South 
Korea. 

171.  How  has  that  affected  the  position 
since  you  gave  evidence  to  the  predecessor 
committee  of  this  one? 

(Mr  Taylor.)  Certainly  South  Korea  has 
progressed  as  a contender  since  those  days 
and  equally  since  those  days  I was  going  to 
add  that,  export  credits  apart,  government 
forms  of  support  other  than  export  credits 
have  grown  in  this  country  and  elsewhere. 
The  picture  is  now  very  much  more  of  a 
multitude  of  forms  of  government  support 
for  ship  building  industries  around  the 
world. 

172.  Is  it  possible  to  maintain  what  I 
could  accurately,  rather  than  emotively  or 
pejoratively,  call  a cartel  system  such  as 
that  in  the  face  of  the  South  Korean  and 
Brazilian  ship  production  capacity  today  in 
your  view? 

(Mr  Taylor.)  The  members  of  the  OECD 
agreement  will  have  the  right  to  match  the 
export  credit  terms  offered  by  competitors 
outside  that  agreement  in  the  individual 
case,  but  the  thrust  of  your  point  if  I may 
say  so  is  perfectly  valid,  that  the  ship  build- 
ing market  has  gone  down  and  pressures  to 
gain  business  have  become  more  intense  by 
nook  or  by  crook  as  one  might  say. 
of  Southampton  l ibrary  Digitisation  Unit 
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173.  That  paragraph  ended  up  with 
another  observation:  “We  were  interested 
to  hear  that  although  no  comprehensive 
agreement  yet  exists  OECD  is  turning  its 
attention  to  the  monitoring  of  aircraft 
sales.”  Since  that  report  have  there  been 
significant  developments  in  that  field,  the 
field  of  a cartel  governing  aircraft  sales? 

(Mr  Taylor.)  There  has  been  a consid- 
erable amount  of  discussion  amongst  con- 
sensus participants.  The  consensus  does  not 
apply  as  such  to  aircraft  sales  at  the 
moment.  My  recollection  is  — and  1 will 
send  a corrective  note  if  this  is  wrong  — 
that  there  has  been  a stand  still  agreement 
amongst  members  that  they  will  not  push 
out  the  terms  any  more  than  they  did  before 
such  and  such  a date  to  prevent  the  credit 
race  escalating.  They  will  stand  fast,  but 
finality  has  not  yet  been  reached  in  agree- 
ment on  a precise  prescription  for  credit 
terms  for  aircraft  but  a lot  of  work  has  been 
put  into  it  and  it  may  come  about  within  the 
next  year,  perhaps. 

174.  Does  “stand  still”  mean  in  abso- 
lute or  in  relative  terms?  Does  “stand  still” 
mean,  for  instance,  not  charging  less  than 
eight  per  cent  — to  invent  a figure  — or 
does  it  mean  not  charging  less  than  a certain 
percentage  below  MLR? 

(Mr  Taylor.)  It  would  not  apply  in  the 
latter  case  at  all.  The  interest ’ rate  is 
regarded  as  being  independent  of  the 
domestic  interest  rates  for  this  purpose.  I 
think  it  will  predominantly  affect  the  length 
of  credit  extended  for  sales  of  aircraft  where 
there  has  been  a tendency  to  go  longer  and 
longer  according  to  the  expected  life  of  the 
aircraft.  It  stopped  any  further  escalation  in 
that  respect. 

175.  To  your  knowledge,  then,  there  is 
or  is  not  at  this  moment  an  OECD  agree- 
ment along  those  lines  in  parallel  with  the 
one  applying  to  ships? 

(Mr  Taylor.)  There  is  not  one  in  parallel 
to  ships,  no. 

176.  Do  you  foresee  one  coming  into 
existence  insofar  as  your  crystal  ball  tells 
anything  at  all? 

(Mr  Taylor.)  It  has  reached  a fairly 
advanced  stage  of  negotiation.  It  takes 
time.  There  are  lots  of  different  aircraft 
types  and  so  on  — many  considerations.  I 
would  think  it  could  be  possible  within  a 
year,  given  the  amount  of  work  that  has 
been  done,  but  of  course  political  will  is  still 
required  to  reach  a final  agreement. 


Chairman 

177.  Could  you  tell  us  if  any  reviews  of 
policy  and  administration  have  recently 
been  carried  out  in  your  Department  or  are 
currently  under  way  within  your  Depart- 
ment — or  any  other  department  affecting 
your  Department? 

(Mr  Smith.)  I believe  that  Sir  Derek  Ray- 
ner  has  been  and  perhaps  still  is  undertak- 
ing a review  of  the  Department  of  Trade's 
export  promotion  services,  but  ECGD  is 
not  involved  in  that. 

178.  So  the  answer  is  none? 

(Mr  Smith.)  The  answer  is  none  and 
essentially  we  are  doing  our  own  thing  in  a 
number  of  ways. 

179.  Then  how  often  do  you  review 
yourselves  the  policy  of  your  Department? 

(Mr  Smith.)  I think  over  the  last  two  or 
three  years  we  have  been  doing  it  quite 
literally  constantly.  It  is  very  much  an 
active,  on-going  matter  for  us. 

180.  Do  you  always  have  in  mind  when 
you  review  it  the  interests  and  welfare  of 
the  British  exporter  or  are  you  more  con- 
cerned with  merely  the  administration  of 
your  Department?  Do  you  for  example, 
seek  to  give  better  cover — I know  not  what 
they  may  be  — better  governmental  cover 
about  other  countries,  political  risks  and  so 
on?  Are  they  reviewed  from  that  angle  of 
the  exporter,  not  of  yours,  not  of  your 
angle? 

(Mr  Taylor.)  Our  clear  statutory  duty  is 
to  encourage  trade.  That  is  the  one  thing 
that  is  set  down  in  the  simplest  of  language 
in  the  Statute.  We  regard  this  as  having  the 
greatest  priority  in  our  thinking,  obviously. 
There  have  been  many  assurances  to  Par- 
liament by  successive  governments  that  in 
doing  this  we  will  pay  our  way.  This  comes 
next. 


Mr  Crowther 

181.  This  question  comes  within  the 
general  field  of  administration.  I am  refer- 
ring to  the  very  useful  document  which  you 
supplied  on  handling  of  claims  and,  in  par- 
agraph 5,  “The  Processing  of  Claims".  We 
are  told  ouite  amazingly  to  me  that  70  per 
cent  of  all  claims  as  lodged  are  deficient  in 
their  supporting  evidence.  Clearly  this  will 
involve  a lot  of  administrative  work.  There 
must  be  a lot  of  unnecessary  work  involved 
in  receiving  all  these  claims  which  are  defi- 
cient in  supporting  evidence.  What  steps 
can  be  taken  to  rectify  that? 
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[Mr  Crowther  Contd .] 

(Mr  Smith.)  It  is  a matter  of  concern  to 
us.  On  a negative  point,  we  have  to  look 
afresh  at  some  of  our  published  literature 
which  is  not  merely  uninformative  but  in 
some  respects  downright  misleading  in  this 
connection.  More  positively,  we  undertake 
through  our  regional  organisation  a regular 
programme  of  visits  to  exporters,  some 
6,000  of  whom  are  visited  each  year  and  a 
number  of  other  meetings  take  place.  We 
speak  at  about  600  meetings  of  export  clubs, 
trade  associations  and  so  forth.  1 think  most 
positively  of  all,  we  are  now  engaged  in 
producing  a much  expanded  operational 
guide  to  the  comprehensive  guarantee 
which  puts  a fair  bit  more  detailed  emphasis 
upon  the  requirements  of  documentary  evi- 
dence for  the  purposes  of  paying  claims. 

Mr  Foster 

182.  I think  there  was  a figure  of  2,060 
for  staff  in  the  estimates  for  1979/80 . How 
does  the  number  currently  in  post  compare 
with  that? 

(Mr  Taylor.)  The  most  recent  figure  I 
have  for  the  1st  February  staff  in  post  is 
1,985. 


183.  Are  you  experiencing  any  difficul- 
ties in  recruiting  staff,  at  the  moment,  of 
the  right  quality? 

(Mr  Taylor.)  In  London  we  have  for 
many,  many  years  had  difficulty  in  recruit- 
ing to  the  full  number  we  would  wish  to 
achieve,  indeed,  that  was  in  our  authorised 
complement.  There  has  always  been  a 
shortfall.  I hope  the  position  will  improve 
now  that  half  our  headquarters  is  moving 
to  Cardiff  where  there  will  be  great  expec- 
tations of  finding  the  right  numbers  of  staff 
of  the  right  quality. 


184.  What  sort  of  grades  of  staff  have 
you  had  the  most  difficulty  in  recruiting? 

(Mr  Taylor .)  I think  it  would  be  clerical 
grades  predominantly.  Quite  a lot  of  our 
work  is  pushed  down  to  the  clerical  level  in 
the  handling  of  claims. 

(Chairman.)  That  concludes  the  ques- 
tions we  would  like  to  ask  you  on  this 
occasion.  1 know  my  colleagues  would  wish 
me  very  much  to  thank  you  for  your  attend- 
ance and  for  the  way  in  which  you  and  your 
colleagues  have  answered  our  questions. 
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WEDNESDAY  5 MARCH  1980 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 


Mr  Kenneth  Carlisle 
Mr  Eric  Cockeram 
Mr  Stan  Crowther 
Mr  Derek  Foster 
Mr  Russell  Kerr 


Mr  Thomas  McNally 
Mr  Robin  Maxwcll-Hyslop 
MrlanMikardo 
Mr  Donald  Thompson 


THE  GENERAL  AGREEMENT  ON  TARIFFS  AND  TRADE  (GATT)  AND  THE 
MULTILATERAL  TRADE  NEGOTIATIONS  (MTNs)  (M26) 

Note  by  the  Department  of  Trade 

1.  The  GATT  has  since  1947  been  the  main  instrument  regulating  the  conduct  of 
international  trade.  It  sets  out  a body  of  rules  — such  as  the  most  favoured  nation  (mfn) 
principle  — and  provides  for  “rounds”  of  supplementary  negotiations  designed  to  promote 
the  removal  of  trade  barriers. 

2.  Until  the  most  recent  "round”  — the  so-called  Tokyo  Round  — the  negotiations 
were  concerned  almost  entirely  with  the  reduction  of  tariffs.  The  Tokyo  Round  (1973/79) 
was  more  comprehensive  in  scope.  Its  successful  conclusion  has  been  important  in  two 
main  ways. 

3.  First,  the  fact  that  the  negotiations  were  successfully  concluded  was  an  important 
expression  of  the  continuing  determination  of  the  member  governments,  despite  the  many 
and  difficult  problems  associated  with  the  general  world  recession,  to  seek  to  maintain  the 
basic  structure  of  the  open  trading  system  and  generally  the  whole  principle  of  conducting 
trade  on  the  basis  of  an  international  law.  It  also  shows  that  GATT  can  be  effective  as  an 
international  trade  negotiating  forum  not  only  in  times  of  rapid  economic  growth,  but  in 
times  of  recession  and  difficulty. 

4.  Secondly,  in  addition  to  a further  reduction  of  tariffs  (which,  as  far  as  developed 
Western  countries  are  concerned,  has  broadly  speaking  reduced  tariffs  to  relatively 
insignificant  levels),  it  led  to  the  evolution  of  a number  of  Codes  designed  to  bring  under 
greater  control  the  so-called  non-tariff  barriers  to  trade.  (As  is  explained  below,  negotia- 
tions on  a Code  to  amplify  the  so-called  safeguard  provisions  of  the  GATT  were  not 
concluded  within  the  general  MTN  framework  and  are  still  continuing.)  A description  of 
these  Codes  which  deal  with  a wide  range  of  measures  is  annexed.  Their  significance  is 
generally  to  update  the  GATT  and  put  it  in  a position  where  the  general  principles  of 
international  co-operation  can  be  applied  more  effectively  than  in  the  past  to  those 
measures  which,  with  the  progressive  removal  of  tariffs,  have  come  to  be  more  important 
obstacles  to  the  international  movement  of  trade.  A particularly  important  Code  from  our 
point  of  view  is  the  Subsidies  and  Countervailing  Duties  Agreement  as  a result  of  which 
the  United  States  will  for  the  first  time  be  bringing  its  countervailing  law  into  line  with  the 
requirements  of  the  GATT  (now  amplified  in  the  Code)  from  which,  because  of  the  basis 
on  which  it  accepted  the  1 947  Agreement,  it  was  previously  exempt. 

5.  The  rules  embodied  in  the  Codes  are  important.  In  the  last  resort  however  their 
effectiveness  will  depend  on  the  extent  of  the  determination  of  national  governments  to 
ensure  that  they  are  applied  effectively,  and  on  the  procedural  arrangements  set  out  to 
that  end.  The  initial  meetings  of  the  Signatories  to  the  Codes  are  now  taking  place  with 
first  attention  being  given  to  procedural  aspects. 
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6.  The  most  important  point  for  the  UK  about  the  Codes  is  that  they  give  us  a greater 
opportunity  than  before  to  take  steps  to  seek  the  removal  through  the  Community  of  the 
remaining  obstacles  to  our  export  trade. 

7.  In  this  last  connection,  however,  it  has  to  be  noted  that  the  developing  countries  are 
in  something  of  a special  position.  In  the  GATT  itself  and  in  the  MTNs  we  had  to  concede 
that  the  special  problems  of  development  these  countries  have  do  not  allow  them  to 
subscribe  at  any  rate  in  full  to  the  disciplines  of  the  GATT  and  the  rules  of  the  new  Codes. 
Thus,  one  of  the  texts  drawn  up  in  the  MTNs  states  that  “the  developed  countries  do  not 
expect  the  developing  countries,  in  the  course  of  trade  negotiations,  to  make  contributions 
which  are  inconsistent  with  their  individual  development,  financial  and  trade  needs. 
Developed  contracting  parties  shall  therefore  not  seek,  neither  shall  less  developed  con- 
tracting parties  be  required  to  make,  concessions  that  are  inconsistent  with  the  latter's 
development,  financial  and  trade  needs."  This  does  not  mean  that  the  developing  countries 
arc  completely  exempt  from  any  disciplines  whatever,  especially  the  more  stronger  among 
them.  Thus,  the  document  already  quoted  goes  on  to  state  that  “less  developed  contracting 
parties  expect  that  their  capacity  to  make  contributions  or  negotiated  concessions  or  take 
other  mutually  agreed  action  . . . would  improve  with  the  progressive  development  of 
their  economies  and  improvement  in  their  trade  situation”. 

8.  This  poses  a difficult  problem  of  balance.  On  the  one  hand  we  could  not  — to  take 
an  extreme  case  — demand  from  the  Indians  that  they  remove  all  the  restrictions  they 
maintain  on  imports  for  general  balance  of  payments  and  developmental  purposes.  On 
the  other  hand  there  arc  certainly  particular  practices  in  some  of  the  stronger  countries 
which  cannot  be  regarded  as  justifiable  or  equitable  and  it  is  our  intention  through  the 
Community  to  bring  continuing  and  increasing  pressure  on  these  countries  to  have  these 
barriers  removed. 

9.  As  has  been  mentioned  above,  the  negotiations  failed  to  reach  a conclusion  on  one 
important  sector,  that  of  the  safeguard  provisions.  Here  there  were  two  objectives.  The 
first  objective  (essentially  an  American  one)  was  for  a more  detailed  Code  on  the  applica- 
tion of  the  safeguard  provisions  (Article  XIX)  of  the  GATT.  The  other  objective  (essen- 
tially an  EEC  one,  and  one  to  which  the  UK  attached  considerable  importance)  was  to 
seek  international  acceptance  that  this  safeguard  action  could  be  used  on  a selective  basis. 
In  fact,  though  the  selectivity  demand  has  been  given  a fair  amount  of  blame  for  the 
failure  of  the  negotiations  there  was  no  agreement  on  any  of  the  difficult  aspects  of  the 
Code.  Negotiations  are  in  the  process  of  restarting  and  the  negotiators  are  due  to  report 
back  to  the  GATT  Contracting  Parties  by  the  end  of  June.  It  is  not  yet  clear  whether  a 
settlement  will  be  reached  this  time. 

10.  In  the  meantime,  on  2/3  April  1979  the  Foreign  Affairs  Council  of  the  European 
Community  took  note  of  a Commission  opinion  that  “The  Commission  considers  that 
under  certain  conditions  the  selective  application  of  safeguard  measures  may  be  appro- 
priate and  may  help  to  minimise  the  effect  on  international  trade  as  a whole  by  meeting 
cases  of  sudden  and  abrupt  market  disturbance.  These  conditions  and  rules  for  the 
selective  application  of  safeguard  measures  have  yet  to  be  determined,  but  it  may  be  noted 
that  there  have  been  instances  of  selective  application  in  the  past.”  The  Council  noted  at 
the  same  time  that  “In  the  meantime,  the  Community  will  continue  to  act  in  the  framework 
of  Article  XIX  and  in  the  light  of  the  foregoing." 

28  February  1980. 


GATT  MTN  AGREEMENTS 

Subsidies  and  Countervailing  Duties  Agreement 
1.  This  Agreement  deals  with  the  application  of  countervailing  duties  (duties  imposed 
by  an  importing  country  to  offset  the  benefit  of  a subsidy  on  imported  goods)  and  the 
effects  of  subsidies  on  trade  more  generally.  On  countervailing  duties,  the  Agreement  sets 
out  the  circumstances  in  which  they  can  be  applied.  All  signatories  (including,  for  the 
first  time,  the  US)  recognise  that  there  must  be  “material  injury”  to  the  domestic  industry 
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and  a causal  link  between  such  injury  and  the  subsidy  itself,  and  undertake  not  to  apply 
countervailing  duties  unless  it  can  be  demonstrated  that  the  subsidised  imports  are 
through  the  effects  of  the  subsidy,  causing  such  injury. 

2.  The  Agreement  recognises  that  subsidies  may  be  used  to  promote  important  objec- 
tives  of  social  and  economic  policy,  but  also  that  subsidies  may  cause  adverse  effects  to 
the  interests  of  other  countries,  and  the  signatories  undertake  to  seek  to  avoid  such  effects 
Under  the  Agreement,  developed  countries  undertake  (in  accordance  with  GATT  rules) 
not  to  grant  export  subsidies  (eg  tax  concessions  for  exporters,  favourable  transport  and 
freight  charges  on  export  shipments)  except  on  primary  products,  in  which  case  the 
export  subsidies  must  not  result  in  the  subsidising  country  gaining  more  than  an  equitable 
share  of  world  export  trade  based  upon  past  performance. 

3.  GATT  Members  are  already  required  to  notify  their  subsidies  to  the  GATT  which 
copies  the  notifications  to  other  GATT  Members.  In  addition,  the  Agreement  stipulates 
that  detailed  information  on  the  nature  and  extent  of  a subsidy  should  be  made  available 
if  requested  by  a signatory.  This  information  will  continue  to  be  made  available  to 
exporters  by  the  Department,  which  will  be  looking  to  industry  for  assistance  in  identifying 
cases  where  breaches  of  the  Agreement  may  have  occurred  or  where  further  information 
could  usefully  be  requested.  But  our  interests  under  this  Agreement  will  often  be  defensive 
and  the  Department  of  Trade  will  also  assist  our  industries  in  ensuring  that  when  we 
cannot  prevent  countervailing  duties  being  applied  by  others,  they  are  at  least  limited  in 
conformity  with  the  Agreement. 

Anti-Dumping  Agreement 

4.  Dumping  is  normally  defined  as  selling  abroad  at  prices  below  those  which  the 
exporter  charges  for  comparable  sales  in  his  own  country.  The  existing  GATT  Anti- 
Dumping  Code,  which  dates  from  1968,  has  been  revised  so  as  to  bring  its  provisions  into 
line  with  those  of  the  Subsidies  and  Countervailing  Duties  Agreement.  The  new  Agree- 
ment contains  revisions  which  clarify  a number  of  areas  of  difficulty  which  have  emerged 
through  experience  of  operating  the  existing  version,  and  an  important  aim  will  be  that 
the  new  Agreement  should  be  implemented  in  a uniform  way  by  all  signatories. 

5.  As  with  the  Subsidies  and  Countervailing  Duties  Agreement,  the  US  now  accepts 
the  “material  injury"  test  and  all  signatories  will  henceforth  apply  Article  VI  of  the  GATT 
according  to  the  same  criteria.  As  far  as  the  UK  is  concerned,  action  to  counter  dumping 
is  taken  on  a Community  basis,  and  the  Community’s  ability  to  take  anti-dumping  action 
will  remain  unimpaired.  The  Department  of  Trade  will  continue  to  maintain  its  own  anti- 
dumping unit  to  give  advice  and  assistance  to  firms  preparing  complaints  to  put  before 
the  European  Commission.  The  Department  will  also  assist  our  industries  in  ensuring 
that  when  anti-dumping  action  is  taken  by  others  it  is  taken  in  conformity  with  the 
provisions  of  the  Agreement. 

Customs  Valuation  Agreement 

6.  This  concerns  the  valuation  of  goods  for  customs  purposes.  It  aims  to  give  greater 
uniformity  and  predictability  to  the  methods  of  establishing  the  value  of  goods  on  which 
ad  valorem  duties  are  based.  The  value  normally  to  be  used  will  be  the  price  paid  or 
payable  for  those  goods,  and  while  a number  of  other  methods  are  specified  in  the  Agree- 
ment (eg  the  value  of  identical  or  similar  goods)  these  can  only  be  applied  in  a strict 
sequence  and  when  the  previous  methods  have  been  shown  to  be  inappropriate.  The 
Agreement  is  to  be  observed  by  its  signatories  from  1 January  1981,  but  the  European 
Economic  Community  and  the  USA  will  implement  it  from  1 July  1980  as  part  of  a deal 
to  end  the  American  Selling  Price  (ASP)  system  of  valuation.  Under  ASP,  the  duly  on 
certain  goods  was  based  not  on  the  landed  value  of  the  goods  but  on  the  (higher)  actual 
selling  price  of  similar  goods  produced  in  the  USA.  The  deal  also  ends  certain  other 
artificial  US  valuation  systems.  Developing  country  signatories  will  be  allowed  some 
derogations,  mainly  time-limited,  in  applying  the  Agreement. 

7.  If  duty  is  charged  on  an  artificially  inflated  value,  the  importer  pays  more  duty  than 
he  should.  The  new  rules  can  be  expected  to  limit  such  occurrences  but  the  Department 
and  the  Commission  will  be  able  to  take  up  breaches  through  the  dispute  settlement 
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provisions  of  the  Agreement.  The  Department  will  need  to  be  kept  informed  by  exporters 
of  doubtful  practices,  perhaps  on  a case  by  case  basis.  They  will  be  dealt  with  by  a 
Technical  Committee  established  under  the  Agreement. 


Government  Procurement  Agreement 

8.  This  Agreement,  which  is  to  come  into  force  on  1 January  1981,  aims  to  make  it 
easier  for  firms  in  signatory  countries  to  compete  for  contracts  to  supply  foreign  govern- 
ments. Over  a period  it  should  lead  to  some  balanced  increase  in  international  trade  in 
goods  for  government  use,  though  progress  is  likely  to  be  slow.  It  covers  the  purchase  of 
products  and  supporting  services  (but  not  the  provision  of  services  alone)  on  contracts  of 
some  £100,000  and  upwards,  awarded  by  ministries,  departments  and  similar  bodies  under 
the  direct  or  substantial  control  of  central  governments.  (Lists  of  the  bodies  included  are 
annexed  to  the  Agreement.)  Exceptions  can  be  made,  for  security  and  other  reasons,  and 
the  Agreement  does  not  apply  to  defence  contracts  for  war-like  stores. 

9.  The  procedures  by  which  governments  invite  and  the  conditions  under  which  com- 
panies must  submit  tenders  are  to  be  published  and  must  be  clear.  There  should  be  no 
discrimination  between  foreign  and  domestic  suppliers.  Most  major  contracts  are  to  be 
advertised  in  advance  in  specified  journals,  and  “single  tendering”  is  permitted  for  certain 
types  of  contract  only.  For  countries  where  language  is  a barrier,  eg  Japan,  a summary 
must  be  published  in  a GATT  language,  ie  English,  French  or  Spanish.  Once  a contract 
has  been  awarded,  there  are  provisions  for  any  eliminated  supplier  to  ask  why  he  was  not 
accepted  or  not  asked  to  submit  a tender,  and  who  was  successful  and  why.  Entities  must 
also  establish  contact  points  to  provide  additional  information  to  unsuccessful  tenderers 
as  required  by  the  Agreement. 

10.  The  Department,  through  FCO  posts  overseas,  will  be  watching  closely  to  ensure 
that  contracts  are  advertised  in  the  specified  publications  in  strict  compliance  with 
tendering  procedures  set  out  in  the  Agreement.  The  Department  will  encourage  UK 
exporters  to  make  use  of  the  disclosure  provisions  in  appropriate  cases  where  they  have 
unsuccessfully  tendered  for  a contract,  and  be  ready  to  make  an  official  approach  on  a 
government  to  government  basis  in  instances  where  the  information  forthcoming  is  judged 
unsatisfactory. 

11.  The  settlement  of  disputes  is  to  be  assisted  by  a GATT  Committee  of  Signatories, 
which,  if  there  are  difficulties  about  the  proper  operation  of  the  Agreement,  will  have  the 
power  to  ensure  that  the  intended  balance  of  rights  and  obligations  is  maintained. 


Import  Licensing  Procedures  Agreement 

12.  The  Agreement  aims  at  ensuring  that  import  licensing  procedures  do  not  in  them- 
selves act  as  restrictions  on  imports.  The  Agreement  recognises  that  the  procedures  can 
have  acceptable  uses,  but  also  that  their  inappropriate  use  may  hamper  international  trade. 

1 3.  The  procedures  covered  arc  clearly  defined  in  the  Agreement.  Rules  and  information 
concerning  import  licensing  procedures  have  to  be  published  by  governments  and  made 
available  to  the  GATT  secretariat.  Application  forms  and  procedures  have  to  be  as  simple 
as  possible,  with  importers  given  reasonable  time  to  submit  their  applications  and  required 
to  approach  only  one  administrative  body  in  nearly  all  instances.  Licence  applications 
should  not  be  refused  because  of  minor  errors  in  documentation,  and  licensed  imports 
cannot  be  refused  because  of  minor  variations  in  value  or  quantity. 

14.  “Automatic”  licensing  procedures  have  to  be  administered  so  as  to  have  no 
restrictive  effects  on  imports,  and  can  be  maintained  only  as  long  as  the  circumstances 
giving  rise  to  their  introduction  prevail,  or  as  long  as  their  underlying  administrative 
purposes  (for  example,  collection  of  statistical  information)  cannot  be  achieved  in  a more 
appropriate  way. 

15.  The  dispute  settlement  procedures  allow  signatories  to  discuss  alleged  breaches  of 
the  Agreement  in  the  Committee  of  Signatories. 
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The  Agreement  on  Technical  Barriers  to  Trade  (“Standards  Code") 

16.  This  aims  to  reduce  obstacles  to  trade  that  result  from  the  preparation,  adoption 
and  application  of  product  standards,  technical  regulations  and  certification  systems  by  its 
signatories.  It  encourages  the  use  of  appropriate  existing  international  standards  in  the 
drafting  or  revision  of  domestic  standards,  ir  existing  international  standards  are  not 
appropriate,  or  do  not  exist,  signatories  must  use  open  procedures  to  formulate  standards 
or  certification  systems.  These  include  publishing  the  proposals,  allowing  other  govern- 
ments to  comment  and  taking  such  comments  into  account.  There  are  accelerated  pro- 
cedures for  standards  to  protect  health,  safety  or  the  environment.  The  Agreement  will 
not  require  any  changes  to  existing  standards,  but  a signatory  may  raise  the  matter  in  the 
Committee  of  Signatories  if  it  believes  that  an  existing  measure  conflicts  with  the 
Agreement. 

17.  Signatories  have  to  set  up  enquiry  points  to  answer  exporters’  reasonable  enquiries 
about  standards  and  technical  regulations.  These  enquiry  points  should  be  useful  to 
British  exporters  and  the  Department  will  be  ready  to  assist  in  cases  where  exporters 
believe  they  are  not  receiving  satisfactory  information  from  the  points.  Similarly  the 
Department  and  the  Commission  will  be  ready  to  take  up,  through  the  Committee  of 
Signatories  established  under  the  Agreement,  cases  where  our  exporters  believe  their 
rights  are  being  infringed.  Possible  examples  are  technical  regulations  that  unreasonably 
specify  design  rather  than  performance,  cases  where  access  to  certification  systems  is 
being  denied,  or  where  new  foreign  standards  have  not  been  notified  through  the  GATT. 

Other  Agreements 

18.  There  are  also  sectoral  Agreements  reached  as  part  of  the  MTNs  affecting  certain 
agricultural  sectors  and  civil  aircraft,  and  the  Department  and  those  Departments  sponsor- 
ing the  various  industries  concerned  will  be  working  closely  with  them  to  use  fully  the 
opportunities  arising  from  the  Agreements. 

Adherents  to  Agreements 

19.  It  is  expected  that  additional  countries  will  sign  various  of  the  Agreements  over  the 
coming  months.  Up-to-date  information  on  which  countries  have  signed  which  Agreements 
is  available  from  the  Department  of  Trade  (ORE  1). 

Department  of  Trade 
January  1980. 


THE  BRUSSELS  DIMENSION  (M23) 

Note  by  the  Department  of  Trade 

1.  Since  the  UK  accession  to  the  European  Community,  the  conduct  of  international 
trade  relations  has  ceased  to  be  a matter  of  national  competence.  As  a Customs  Union, 
with  a common  external  tariff,  the  Community  works,  as  regards  trade  with  third  countries, 
on  the  basis  of  what  is  commonly  called  the  Common  Commercial  Policy. 

2.  The  main  legal  foundation  of  this  lies  in  Articles  1 1 3 and  1 1 6 of  the  Treaty  of  Rome. 
Article  113  deals  with  those  areas  that  have  to  be  the  subject  oT  a common  policy.  Article 
116  deals  with  those  where,  by  implication,  a strictly  common  policy  is  not  required  but 
where  common  action  in  “international  organisations  or  an  economic  character"  is  required 
in  respect  of  matters  “of  particular  interest  to  the  common  market”. 

3.  The  trade  policy  matters  with  which  the  Select  Committee  will,  we  believe,  be 
primarily  concerned  fall  entirely,  or  almost  entirely,  within  the  scope  of  the  Common 
Policy  as  provided  for  in  Article  1 13,  and  the  remainder  of  this  paper  is  confined  to  that 
area  of  activity. 

4.  The  essential  provisions  of  Article  1 13  are  that : 

(I)  the  Commission  has  to  submit  proposals  to  the  Council  for  implementing  the 
common  commercial  policy; 
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(2)  the  decisions  on  the  policy  are  then  for  the  Council; 

(3)  where  agreements  with  third  countries  need  to  be  negotiated  the  Commission  has 
to  make  recommendations  to  the  Council;  the  Council  authorises  the  Com- 
mission to  open  the  negotiations; 

(4)  in  conducting  the  negotiations  the  Commission  has  to  act  in  consultation  with  a 
special  committee  established  by  the  Council  and  within  the  framework  of  such 
directives  as  the  Council  may  issue. 

5.  The  practical  arrangements  fall  into  two  groups. 

6.  First,  although  there  is  no  such  requirement  in  the  Treaty,  the  Commission  does 
normally  in  practice  consult  with  Member  States  before  submitting  “proposals”  or 
“recommendations”  ( (1)  and  (3)  above).  In  the  more  important  cases  they  set  up  informal 
committees  to  this  end,  which  they  chair. 

7.  The  second  group  comprises  those  formal  arrangements  which  are  required  by  the 
Treaty.  Pre-eminent  is  the  so-called  “113  Committee”.  This  Committee  is  comprised  of 
Directors  General  of  Trade  Policy  from  the  respective  Member  States,  chaired  by  the 
Presidency,  and  with  the  Commission  participating.  It  normally  meets  once  a month.  It 
either  agrees  on  a Community  line,  or  prepares  advice  for  discussion  by  the  Council  of 
Ministers  on  all  major  issues  of  trade  policy.  In  particular,  it  played  an  important  role  in 
dealing  with  Community  preparation  for  negotiations  on  the  recent  round  of  multilateral 
trade  negotiations.  Now  that  these  are  over  it  will  be  concentrating  more  on  the  future  of 
the  GATT  and  bilateral  relations  with  other  countries,  such  as  East-West  relations. 

8.  The  113  Committee  is  supported  by  “The  Article  113  Committee  (Deputies)”  which 
has  a similar  function  but  operates  at  a lower  level.  It  meets  more  often  than  the  113 
Committee  proper  — perhaps  once  a week  or  as  often  as  required. 

9.  Other  Committees  advise  the  Commission  and  the  Council  on  specific  matters 
relating  to  the  operation  of  the  Community’s  external  trade  policy,  such  as  anti-dumping 
actions  or  the  imposition  of  import  quotas.  These  Committees  meet  as  necessary  either  to 
advise  the  Commission  on  requests  from  Member  States,  or  to  consider  proposals  from 
the  Commission,  for  action  in  particular  cases. 

10.  There  is  a separate  Committee,  established  under  the  general  umbrella  of  Article 
1 13,  to  manage  the  Community’s  regime  for  the  control  of  imports  of  clothing  and  textiles 
from  low-cost  sources.  It  meets  generally  once  a week.  Its  function  is  strictly  that  of 
management;  overall  policy  in  this  as  in  other  areas  is  the  responsibility  of  the  full  Article 
113  Committee. 

11.  Additionally,  there  is  a range  of  Committees  which  meet  on  an  ad  hoc  basis  to  deal 
with  specific  problems  which  may  arise  under  any  of  the  EEC’s  trade  arrangements  with 
third  countries.  Another  Committee  meets  as  necessary  to  deal  with  the  Community’s 
implementation  of  the  Generalised  System  of  Preferences  (GSP). 

12.  UK  representation  in  these  Committees  comes  partly  from  the  mission  in  Brussels 
and  partly  from  Whitehall  Departments  (in  the  Council  the  UK  is  of  course  represented 
by  Ministers).  The  UK  policy  input  is  settled  in  the  usual  way  through  interdepartmental 
consultation  as  necessary,  with  the  Department  of  Trade  in  the  lead. 

13.  None  of  the  above  applies  to  the  Common  Agricultural  Policy  on  which  MAFF  is 
the  lead  Department  and  which  is  not  covered  in  this  paper. 

28  February  1980 


EXPORT  SUBSIDIES  AND  ASSISTANCE  (M21) 

Note  by  the  Department  of  Trade 

Background 

1.  It  is  not  always  easy  to  draw  distinctions  between  export  assistance,  export  subsidies 
and  domestic  subsidies.  The  principal  international  forum  for  discussing  such  problems 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


58 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


5 March  1980 ] 


[ Continued 


and  drawing  up  international  rules  of  conduct  is  the  General  Agreement  on  Tariffs  and 
Trade  (GATT).  There  are  now  in  the  GATT  framework  three  separate  sets  of  obligations 
in  respect  of  subsidies:  the  substantive  text  of  the  GATT  itself  (Article  XVI);  the  I960 
Export  Subsidies  Declaration;  and  the  Agreement  on  Subsidies  and  Countervailing 
Duties,  which  came  into  force  on  1 January  1980,  reached  in  the  Tokyo  Round  of  Multi- 
lateral  Trade  Negotiations  (MTNs).  (For  a brief  resume  of  the  latter  see  Annex  I.)  The 
UK,  together  with  most  developed  countries,  is  bound  by  all  three,  which  effectively  means 
that  we  have  undertaken  not  to  give  export  subsidies  for  manufactured  goods  and  to  try 
to  minimise  any  damaging  external  effects  of  our  domestic  subsidies.  Developing  countries 
generally  have  not  taken  the  same  obligations  and  most  are  only  committed  to  notify 
their  practices  to  the  GATT  and  discuss  the  possibility  of  limiting  subsidies  which  have 
harmful  effects  on  other  countries.  There  is  therefore  no  single  bench-mark  of  whether  a 
particular  subsidy  practice  is  “legal”  or  “illegal”  as  far  as  GATT  obligations  are  con- 
cerned; it  depends  upon  the  obligations  undertaken  by  the  subsidising  country.  The  MTN 
Agreement  does,  however,  contain  a long-term  obligation  for  developing  country  sig- 
natories to  eliminate  or  reduce  their  export  subsidies. 

2.  Although  many  of  the  export  assistance  schemes  operated  by  signatories  to  the 
latest  GATT  Agreement  (which  is  the  most  restrictive  of  any  of  the  subsidy  obligations  in 
GATT)  involve  some  financial  assistance  to  exporters  (eg  provision  or  stand  space  at 
overseas  trade  fairs  at  advantageous  rates)  such  schemes  arc  not  considered  as  export  sub- 
sidies; only  those  schemes  that  fall  within  the  Illustrative  List  annexed  to  the  Agreement 
are  generally  regarded  as  prohibited.  Banned  practices  appearing  in  the  Illustrative  List 
include  exemption  of  taxes  (but  not  VAT)  or  social  security  contributions  in  respect  of 
exports,  reduced  fees  for  internal  transport  costs  of  exports  and  provisions  of  services  and 
raw  materials  at  special  rates  for  exports.  Interest  rate  support  for  export  credit  purposes 
is  not  a banned  practice,  provided  that  the  rates  offered  remain  within  the  guidelines 
set  by  the  International  Consensus  on  Export  Credits. 

3.  Domestic  subsidies  are  not  "illegal”  under  any  of  the  obligations  in  GATT  although 
they  can  of  course  affect  the  export  price  of  finished  goods  even  though  the  prime  purpose 
of  the  subsidy  may  be  to  promote  social  or  economic  objectives.  If  the  subsidised  exports 
are,  through  the  effects  of  the  subsidy,  causing  material  injury  to  the  domestic  industry  of 
the  importing  country,  that  importing  country  may  impose  countervailing  duties  so  as  to 
offset  the  effects  of  the  subsidy.  For  the  European  Community,  countervailing  duties  are 
imposed  on  a Community  basis  and  administered  by  the  Commission  although  the  Depart- 
ment of  Trade  can  advise  UK  firms. 

UK  Financial  Assistance 

4.  Among  the  most  important  forms  of  Government  assistance  to  exporters  are  the 
facilities  of  the  Export  Credits  Guarantee  Department  (ECGD).  These  facilities  encourage 
export  enterprise, primarily  by  providing  guarantees,  at  no  expense  to  the  taxpayer,  against 
non-payment  to  exporters  and  banks  of  overseas  debts  and  loans.  ECGD  is,  of  course,  a 
separate  Department  within  the  responsibilities  of  the  Secretary  of  State  for  Trade.  The 
Department  of  Trade’s  services  to  exporters  are  provided  under  the  direction  of  the 
British  Overseas  Trade  Board  (BOTB).  Some  arc  subject  to  charges,  and  none  arc  con- 
sidered to  be  export  subsidies  within  the  terms  of  GATT.  It  is  estimated  that  the  gross 
direct  expenditure  on  the  provision  of  services  and  assistance  will  total  approximately  £28 
million  in  1979/80.  Estimated  recoveries  from  charges  and  other  sources  this  financial 
year  will  be  around  £4  million.  The  level  of  charges  is  reviewed  annually  by  the  BOTB 
and  currently  the  range  of  services  provided  by  the  Department  is  being  reviewed  by 
Ministers  with  the  advice  of  both  the  Board  and  Sir  Derek  Raynor. 

5.  The  official  export  services  serve  several  purposes.  They  assist  individual  UK  com- 
panies to  develop  their  overseas  business.  They  stimulate  an  active  interest  in  exporting 
and  demonstrate  the  importance  Government  attaches  to  the  contribution  of  exports  to 
the  national  economy.  Charges  help  to  off-set  the  costs  incurred  by  Government,  but  more 
importantly  they  discourage  wasteful  use  of  the  services.  They  provide  a test  of  their 
effectiveness  and  encourage  firms  to  recognise  that  the  services  cost  money.  When  financial 
assistance  is  provided  by  Government,  it  is  normally  to  groups  of,  and  not  to  individual, 
exporters.  The  main  services  which  entail  expenditure  by  the  Department  are  sum- 
marised in  Annex  II. 
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Foreign  Export  Assistance  Schemes 

6.  Some  individual  foreign  practices  have  from  time  to  time  been  identified  by  the  UK 
as  contrary  to  the  obligations  of  the  country  concerned  and  taken  up  bilaterally,  through 
the  European  Community  (in  respect  of  Member  States)  or  through  the  GATT.  The 
Government  will  continue  to  pursue  this  type  of  problem  where  it  can  be  substantiated. 
But  there  is  no  evidence  that  the  export  subsidy  practices  of  our  international  competitors 
are  a sufficiently  serious  problem  to  justify  a comprehensive  study  of  export  practices 
internationally.  In  fact,  the  amount  of  information  available  about  other  government’s 
export  assistance  schemes,  including  financial  resources  allotted,  is  limited;  the  most 
questionable  schemes  arc  of  course  the  least  publicised  but  there  is  no  clear  indication  that 
our  exporters  are  under  any  substantial  overall  disadvantage  on  this  score.  The  following 
paragraphs  contain  a brief  account  of  certain  features  of  other  governments’  schemes. 

USA 

7.  In  the  United  States  of  America  there  is  a system  under  which  a domestic  manu- 
facturer can  establish  a wholly  owned  subsidiary  for  the  exclusive  purpose  of  exporting 
known  as  a domestic  international  sales  corporation  (DISC).  Such  corporations  enjoy 
deferral  of  corporation  income  tax,  and  the  net  effect  is  to  reduce  tax  on  profits  by  some 
25  per  cent.  In  1978  the  Administration  announced  the  intention  of  phasing  out  the 
DISCs  system,  but  this  was  not  accepted  by  Congress  and,  it  is  understood,  no  further 
action  has  been  taken.  It  has  been  strongly  criticised  in  the  GATT  by  the  Community  and 
others  on  the  grounds  that  it  is  an  export  subsidy  and  a GATT  Panel  has  found  against 
the  US. 

Federal  Republic  of  Germany 

8.  Occasionally  UK  industry  has  agreed  that  competitive  pricing  from  West  Germany 
can  only  result  from  a subsidy  but  there  has  not  been  sufficient  evidence  for  the  matter  to 
be  pursued  as  a breach  of  international  obligations.  Although  some  West  German  export 
assistance  schemes  are  similar  to  our  own,  they  are  generally  on  a lower  level. 

France 

9.  The  best  known  French  export  assistance  scheme  is  Credit  Mixte,  which  is  a system 
of  aid  to  developing  countries.  It  involves  a mixture  of  commercial  credit  from  COFACE 
(Compagnie  Frangaise  d’Assurance  pour  le  Commerce  Exterieur)  at  the  usual  rates  and  a 
Treasury  loan  at  a very  favourable  rate  (usually  3£  per  cent).  Each  agreement,  which 
usually  has  a duration  of  3-4  years,  is  negotiated  separately  between  the  parties  involved 
and  is  tied  to  the  purchase  of  French  goods  or  services.  Another  scheme,  with  similarities 
to  but  more  wide  ranging  than  the  UK’s  Market  Entry  Guarantee  Scheme,  is  Assurance 
Prospection.  The  exporter  is  offered,  in  exchange  for  a premium,  a guarantee  against  a less 
than  adequate  return  from  investment  in  agreed  overseas  marketing  initiatives  such  as 
market  research,  visits  of  prospective  clients  and  agents,  costs  associated  with  submitting 
tenders  etc. 

Netherlands 

10.  Dutch  export  assistance  tends  to  concentrate  on  providing  loans  and  credit. 
Financial  assistance  in  restructuring  the  cotton  and  allied  spinning  sector  resulted  last  year 
in  allegations  from  some  UK  firms  that  the  Dutch  were  competing  unfairly  ; the  restruct- 
uring scheme  had  already  been  accepted,  following  modification,  by  the  European  Com- 
mission as  conforming  with  the  EEC  Treaty. 

Italy 

1 1 . There  have  been  problems  in  the  UK  with  low  priced  imports  from  Italy  parti- 
cularly of  textiles,  baths  and  white  goods.  Cases  are  being  pursued  with  the  European 
Commission  where  sufficient  evidence  can  be  secured. 

Japan 

12.  There  is  no  documented  practice  which  gives  rise  to  complaint.  There  is  a strong 
suspicion  in  Britain  that  Japan  in  some  way  aids  its  industries  in  bids  for  major  con- 
struction contracts  in  third  countries.  Complaints  from  UK  exporters  often  take  the  line 
that  Japanese  companies  are  offering  prices  for  capital  goods  which  would  barely  cover 
British  firms’  costs  of  raw  materials  and  by  implication  that  they  are  subsidised.  Intensive 
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enquiries  by  the  Department  over  a long  period  into  a number  of  cases  have  furnished  no 
proof  of  subsidisation  by  government.  But  Japanese  conglomerates  find  it  easier  to  cany  a 
loss  on  one  activity  with  profits  from  another  than  British  firms  do.  More  generally  many 
Japanese  export  assistance  schemes  (eg  trade  fairs,  market  research)  parallel  our  own. 


13.  Because  India  has  not  signed  the  1960  GATT  Declaration  on  Export  Subsidies  she 
is  not  obliged  to  refrain  from  subsidising  exports.  Even  if  she  signs  the  MTN  Agreement  in 
due  course,  the  special  and  differential  provisions  for  developing  countries  will  allow  her 
to  continue  to  provide  export  subsidies  in  a way  which  would  not  be  permitted  for  devel- 
oped countries  signing  the  Agreement. 

14.  The  main  Indian  export  subsidy  scheme  is  one  which  gives  cash  compensatory 
support  (CCS)  to  exporters  of  a wide  range  of  manufactured  or  processed  goods.  Upon 
proof  of  export  a straight  subsidy  of  5-20  per  cent  (according  to  product)  is  paid  by  the 
Indian  Government  to  the  Indian  exporter.  Apart  from  leather  goods,  the  CCS  scheme 
has  not  attracted  much  criticism  from  UK  industry,  probably  because  Indian  manu- 
facturers do  not  pose  wide  ranging  direct  competition  in  our  domestic  or  third  markets. 

Brazil 

15.  Brazil  has  signed  the  MTN  Agreements  as  a developing  country  and  therefore  may 
maintain  export  subsidies  which  would  not  be  allowed  to  developed  countries  (eg  allowing 
deduction  from  taxable  profits  of  that  proportion  representing  tax  from  exports).  How- 
ever, a package  of  economic  measures  introduced  in  December  1979  largely  abolished  or 
suspended  Brazilian  export  incentives  not  permitted  for  developed  signatories  of  the 
Agreement.  These  changes  have  not  yet  been  formally  notified  to  the  GATT. 

Eastern  Europe 

16.  The  state  trading  countries  of  Eastern  Europe  tend  to  follow  export  pricing  policies 
which  do  not  always  reflect  the  full  cost  of  their  products.  The  main  way  of  dealing  with 
such  exports  which  cause  disruption  is  through  the  application  of  Community  anti- 
dumping procedures,  but  there  are  a number  of  textile  and  other  goods  which  are  subject 
to  quotas.  Such  restrictions,  which  may  be  imposed  on  the  USSR  and  other  non-GATT 
member  state  trading  countries,  allow  for  quotas  to  be  continued  provided  that  these  are 
not  intensified  or  made  more  discriminatory. 

Conclusions 

17.  Export  subsidies  by  foreign  governments  are  not  a major  source  of  complaint  from 
our  exporters.  As  is  to  be  expected,  there  is  little  clear  evidence  available  to  the  Govern- 
ment of  foreign  governments  operating  schemes  contrary  to  their  international  obliga- 
tions. By  their  very  nature  it  is  difficult  to  prove  that  export  subsidies  exist:  a lower  price 
by  a foreign  competitor  can  be  attributed  to  many  factors  (including  better  productivity) 
other  than  government  subsidisation.  The  Government  pursues  any  well-found  complaint 
with  the  EEC  or,  through  the  Commission,  in  the  GATT  as  appropriate. 

18.  International  obligations  under  the  GATT  in  respect  of  subsidies  are  not  uniform 
and  provide  less  demanding  obligations  for  developing  countries.  It  is  the  Government's 
policy  to  press  developing  countries  to  accept  greater  obligations  internationally  as  their 
development  proceeds. 

19.  According  to  the  CPRS  “Review  of  Overseas  Representation”  in  1977  our  own 
export  assistance  programme  was  the  largest  compared  to  most  other  industrialised 
countries.  There  is  no  reason  to  suppose  that  position  has  changed . 

February  1980. 
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ANNEX  I 


SUBSIDIES  AND  COUNTERVAILING  DUTIES  AGREEMENT 

1.  This  Agreement  deals  with  the  application  of  countervailing  duties  (duties  imposed 
by  an  importing  country  to  offset  the  benefit  of  a subsidy  on  imported  goods)  and  the 
effects  of  subsidies  on  trade  more  generally.  On  countervailing  duties,  the  Agreement  sets 
out  the  circumstances  in  which  they  can  be  applied.  All  signatories  (including,  for  the 
first  time,  the  US)  recognise  that  there  musi  be  “material  injury”  to  the  domestic  industry 
and  a causal  link  between  such  injury  and  the  subsidy  itself,  and  undertake  not  to  apply 
countervailing  duties  unless  it  can  be  demonstrated  that  the  subsidised  imports  arc, 
through  the  effects  of  the  subsidy,  causing  such  injury. 

2.  The  Agreement  recognises  that  subsidies  may  be  used  to  promote  important  object- 
ives of  social  and  economic  policy,  but  also  that  subsidies  may  cause  adverse  effects  to  the 
interests  of  other  countries,  and  the  signatories  undertake  to  seek  to  avoid  such  effects. 
Under  the  Agreement,  developed  countries  undertake  (in  accordance  with  GATT  rules) 
not  to  grant  export  subsidies  (eg  tax  concessions  for  exporters,  favourable  transport  and 
freight  charges  on  export  shipments)  except  on  primary  products,  in  which  case  the 
export  subsidies  must  not  result  in  the  subsidising  country  gaining  more  than  an  equitable 
share  of  world  export  trade  based  upon  past  performance. 

3.  GATT  Members  are  already  required  to  notify  their  subsidies  to  the  GATT  which 
copies  the  notifications  to  other  GATT  Members.  In  addition,  the  Agreement  stipulates 
that  detailed  information  on  the  nature  and  extent  of  a subsidy  should  be  made  available 
if  requested  by  a signatory.  This  information  will  continue  to  be  made  available  to 
exporters  by  the  Department,  which  will  be  looking  to  industry  for  assistance  in  identifying 
cases  where  breaches  of  the  Agreement  may  have  occurred  or  where  further  information 
could  usefully  be  requested.  But  our  interests  under  this  Agreement  will  often  be  defensive 
and  the  Department  of  Trade  will  also  assist  our  industries  in  ensuring  that  when  we 
cannot  prevent  countervailing  duties  being  applied  by  others,  they  are  at  least  limited  in 
conformity  with  the  Agreement. 
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ANNEX  II 

MAIN  EXPORT  SERVICES  ENTAILING  EXPENDITURE  BY  THE 
DEPARTMENT  OF  TRADE 


Service 


Overseas  Trade  Fairs 

(Provision  of  space  and  shell  stands  for  group 
displays  at  overseas  trade  fairs.  For  events  outside 
Western  Europe  contribution  towards  cost  of 
travel  and  the  return  to  the  UK  of  unsold  exhibits. 
Participants  arc  charged  on  the  basis  of  the  space 
taken.) 

Outward  Missions 

(Financial  contributions  to  groups  of  businessmen 
visiting  markets  outside  Western  Europe.) 

Overseas  Seminars  and  Symposia 
(Support  for  British  events  abroad  designed  to  bring 
specific  UK  products,  processes  or  services  to  the 
attention  of  equally  specific  buyers,  users  and 
technological  experts.  Participants  are  charged  for 
assistance  provided.) 

Store  Promotions 

(Contribution  towards  the  expenses  of  overseas 
stores  mounting  specific  promotions  expected  to 
result  in  a substantial  volume  of  new  buying  from 
the  UK.) 

0 verseas  Advertising  of  UK  Exhibitions 
(Financial  support  to  encourage  increased  overseas 
advertising  by  UK  exhibition  organisers,  aimed  at 
securing  large  foreign  buyer  attendance.) 

British  Export  Marketing  Centre,  Tokyo 
(Provision  of  a range  of  facilities  to  encourage 
British  firms  to  develop  business  in  the  Japanese 
market.  A charge  is  levied  on  those  exhibiting  their 
goods  at  the  Centre.  The  Centre  is  to  be  moved  in 
1980  to  the  Tokyo  World  Import  Mart;  a develop- 
ment which  is  expected  to  lead  to  reduced  net 
costs.) 

Export  Marketing  Research  Scheme 
(Provision  of  advice  and,  in  approved  cases, 
financial  assistance  in  support  of  export  marketing 
research  overseas.  From  1980/81  onwards  financial 
assistance  will  not  be  available  in  relation  to  EEC 
markets.) 

Inward  Business  Missions 

(Financial  contribution  towards  cost  of  bringing 
groups  of  influential  overseas  buyers  and  others  to 
visit  UK  industry.  The  Department  contributes 
approximately  half  the  costs  of  the  mission.) 

VIP  and  other  Overseas  Visitors 
(Arrangements  for  visits  to  industry  in  UK.) 

Market  Entry  Guarantee  Scheme 
(Financial  guarantee  to  assist  smaller  and  medium 
sized  UK  manufacturers  minimise  the  financial 
risks  and  problems  associated  with  a new  export 
market  entry  venture.) 


Estimated  Estimated 
Gross  Expenditure  Recoveries 
1979/80  1979/80 

(£000  at  1979  Survey  Prices) 
16,750  3,236 


1,260  _ 

250  14 


350 


150  — 

850  60 


600 


424  50 


123  — 

1,739  824 
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QUANTITATIVE  IMPORT  RESTRAINTS  (M22) 

Note  by  the  Department  of  Trade 

Introduction 

1.  This  paper  sets  out  first  the  general  international  position  on  import  restraints  and 
secondly  the  range  of  restraints  which  at  present  operate  on  imports  into  the  UK. 

General  International  Position 

2.  Formally  under  the  GATT  action  to  restrict  imports  (other  than  general  balance  of 
payments  action  and  such  special  measures  as  restrictions  on  health  or  safety  grounds) 
has  to  be  taken  under  Article  XIX.  This  allows  for  ‘‘emergency  action"  when  products 
are  being  “imported  ...  in  such  increased  quantities  and  under  such  conditions  as  to 
cause  or  threaten  serious  injury  to  domestic  producers”.  A country  taking  such  action  is 
required  to  notify  the  GATT  and  if  requested  consult  the  organisation  or  the  exporting 
countries  concerned.  If  the  consultations  with  the  latter  do  not  lead  to  agreement  the 
action  can  be  maintained  but  the  exporting  countries  can  retaliate  to  a “substantially 
equivalent"  extent  provided  the  GATT  collectively  docs  not  disapprove  the  retaliation 
(positive  approval  is  not  required). 

3.  Most  Article  XIX  action  in  recent  years  has  been  taken  by  the  US  and  Canada. 
Thus  the  US  have  since  I960  introduced  restrictions  on  9 occasions  under  the  Article  and 
Canada  on  16  occasions.  By  contrast  the  European  Community  has  operated  in  large 
measure  outside  Article  XIX.  The  recent  restrictions  on  polyester  and  nylon  carpel  yam 
were,  however,  imposed  under  the  Article.  But  most  Community  action  has  laken  the 
form  of  negotiating  “export  restraints”  with  the  exporting  countries  (sometimes  as  an 
alternative  to  anti-dumping  action— see  the  separate  paper  on  Anti-Dumping  and 
Countervailing  Action). 

4.  In  the  case  of  textiles  and  clothing,  virtually  none  of  the  restrictions  operated  by  the 
developed  countries  against  imports  from  low-cost  sources  were  introduced  under  the 
Article  XIX  procedure  but  were  negotiated  in  the  context  of  the  GATT  Multifibre 
Arrangement  (M  FA)  and  allied  arrangements. 

5.  This  bypassing  or  Article  XIX  has  its  origin  in  several  factors,  notably  the  greater 
flexibility  the  export  restraint  route  provides  and  the  problems  of  taking  selective  action 
against  particular  suppliers  only  under  Article  XIX. 

6.  Under  the  Community’s  common  commercial  policy  (see  paper  on  “The  Brussels 
Dimension")  the  general  principle  is  that  Member  States  operate  through  the  Com- 
munity or  with  Community  agreement. 

7.  Agreements  between  the  industries  concerned  — such  as  apply  for  example  to 
Japanese  cars  — are  an  exception  to  this,  since  they  do  not  involve  governmental  action. 

8.  Where  an  urgent  situation  exists,  it  is  possible  for  the  UK  (or  any  other  Member 
State)  to  take  unilateral  action  in  advance  of  seeking  Community  approval  or  endorse- 
ment. In  the  case  of  most  products,  however,  the  action  would  become  invalid  if,  within  a 
cerlain  period,  Community  approval  was  not  forthcoming.  (The  legal  position  is  complica- 
ted.) 

9.  Quotas  applying  to  imports  into  a particular  Member  State  can  be  exceeded  by 
imports  from  other  Member  Stales  of  goods  in  "free  circulation”  originally  exported  from 
the  restricted  source.  Article  115  pruvides  for  the  possibility  of  protective  action  to 
prevent  this  happening,  but  Commission  authority  is  needed.  Such  authority  is  normally 
given  where  the  quantity  or  goods  in  question  represents  a significant  proportion  of  the 
national  quota  and  there  is  evidence  that  this  quota  is  being  fully  used.  It  should  be  noted 
that  Article  115  applies  only  where  there  are  formal  quotas;  it  cannot  be  invoked  to 
defend  informal  or  voluntary  arrangements. 

Low  cost  textiles 

10.  Over  95  per  cent,  of  our  imports  of  clothing  and  textiles  from  low-cost  sources  are 
subject  to  various  forms  of  restraint.  There  are  formal  agreements  under  the  MFA 
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between  the  EEC  and  27  supplying  countries.  In  addition  there  are  voluntary  restraint 
arrangements  with  eight  supplying  countries  with  which  the  EEC  has  a Special  or  prefert®. 
tial  trading  relationship;  and  there  are  autonomous  quotas  on  Taiwan  and  certain  Eastern 
bloc  countries. 

1 1 . These  arrangements  include  provision  for  the  introduction  of  new  restrictions  it 
imports  of  products  not  initially  subject  to  restraint  reach  specified  levels  (the  so-called 
“basket  extractor  mechanism”).  Twentyone  such  new  restrictions  have  been  introduced 
since  the  present  Government  took  office. 

Iron  and  Steel 

12.  In  the  case  of  iron  and  steel  products  covered  by  the  Treaty  of  Paris,  the  Com- 
mission has  since  December  1977  operated  for  a wide  range  of  products  a basic  import  price 
scheme  designed  to  facilitate  rapid  anti-dumping  action  where  prices  fall  below  reference 
prices  in  the  scheme.  This  has,  however,  to  a great  extent  been  complemented  and  replaced 
by  a series  of  voluntary  restraint  arrangements  negotiated  between  the  Commission  and 
the  governments  of  major  third  country  suppliers  whereby  in  return  for  exemption  from 
formal  anti-dumping  action  third  country  exporters  undertake  to  exercise  price  discipline 
and  to  show  restraint  in  the  volume  of  their  exports  to  the  Community.  Quotas  have  also 
been  imposed  on  certain  East  European  countries  which  have  not  negotiated  VRAs. 

Footwear 

13.  There  is  a quota  on  non-leather  footwear  from  Taiwan  and  an  inter-industry 
arrangement  covering  all  footwear  from  South  Korea.  There  are  also  voluntary  restraints 
on  imports  of  leather  footwear  from  some  Eastern  European  countries  and  some  formal 
quantitative  restrictions  on  non-leather  footwear  from  some  Eastern  countries  and  China, 

Japan 

14.  Voluntary  restraint  arrangements  cover  cars,  pottery,  cutlery,  colour  and  portable 
monochrome  television  sets  and  music  centres.  These  account  for  some  one-third  of  our 
imports  from  Japan. 

Eastern  Europe 

15.  There  are  formal  import  restrictions,  of  long  standing,  covering  jute  and  hemp  (and 
its  products),  leather  and  composition  leather  gloves,  headgear,  tablewear,  ceramics, 
aluminium  (and  its  products),  radio  and  television  parts  and  matches.  These  are  additional 
to  other  restrictions  listed  in  specific  product  areas. 

Consumer  electronics 

16.  There  are  various  inter-industry  arrangements  covering  imports  of  a number  of 
products  from  Singapore,  South  Korea  and  Taiwan  (in  addition  to  that  of  Japan). 

Jute 

17.  There  are  long  standing  formal  quantitative  restrictions  on  jute  imports  (due  to  be 
phased  out  over  the  next  4 years)  from  India  and  Bangladesh. 

28  February  1980 


UNFAIR  COMPETITION  FROM  DISRUPTIVE  IMPORTS  WITHIN  THE 
COMMUNITY  (M24) 

A Note  by  the  Department  of  Trade 

1.  UK  firms  sometimes  claim  that  they  are  being  injured  by  unfair  competition  from 
within  the  Community.  The  allegations  frequently  centre  on  imports  into  the  UK  from 
other  Member  States  at  what  appear  to  be  unrealistically  low  prices. 

2.  Since  the  end  of  the  transitional  period  for  UK  membership  of  the  EEC  on  31 
December  1977  anti-dumping  action  by  the  UK  against  other  Member  States  is  no  longer 
possible.  The  unity  of  the  market  is  a fundamental  philosophy  of  the  Treaty  of  Rome  and 
the  concept  of  dumping  within  such  a market  does  not  exist  any  more  than  it  does  within 
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the  markets  of  individual  Member  States.  The  Treaty  does  not  seek  to  provide  any 
alternative  form  of  protection  against  what  might  formerly  have  been  “dumping”  but 
certain  Articles  relating  to  Competition  Policy  may  be  relevant  to  industries  who  consider 
that  they  are  suffering  from  unfair  competition  from  Community  producers.  However,  it 
must  be  stressed  that  as  a general  rule  cheapness  is  not  in  itself  regarded  as  an  indication 
of  unfairness. 

3.  Article  85,  under  certain  conditions,  prohibits  agreements  between  firms  aimed  at  the 
prevention,  restriction  or  distortion  of  competition.  The  essential  feature  of  Article  85  is 
that  its  application  in  any  given  case  depends  mainly  upon  the  economic  aims  or  effects  of 
transactions  entered  into  between  undertakings.  The  Article  appears  to  have  been  drafted 
with  the  consumer  in  mind  and  is  clearly  designed  to  protect  him  against  high  prices  rather 
than  as  a counter  to  dumping.  It  could  conceivably  be  used  against  “predatory  pricing 
cartels”,  though  it  has  not  so  far  been  successfully  used  as  such.  The  Article  is  also  relevant 
in  an  opposing  sense  in  that  inter-industry  agreements  to  solve  problems  caused  by  cheap 
imports  could  well  fall  foul  of  its  provisions. 

4.  Article  86  is  essentially  directed  against  anti-competitive  behaviour  based  on  a 
dominant  market  position.  “Dominant  market  position”  is  not  defined  in  the  Article  but 
the  Commission  have  termed  it  in  one  case  “the  power  to  behave  independently  without 
taking  into  account,  to  any  substantial  extent,  competitors,  purchasers  and  suppliers  in 
determing  the  price  or  controlling  production  or  distribution  of  a significant  part  of  the 
relevant  goods.” 

5.  This  Article  is  also  aimed  primarily  at  protecting  the  consumer  but  since  the  list  of 
abuses  in  it  is  illustrative  rather  than  limiting  it  is  possible  that  “predatory  pricing”  attacks 
by  a powerful  segment  of  Community  industry  on  selected  Community  markets  might  be 
classified  as  an  abuse.  The  Commission  have  the  power  to  mount  on-the-spot  investi- 
gations into  complaints  but  the  procedures  may  be  lengthy  and  particularly  so  if  there  is  an 
appeal  to  the  European  Court  of  Justice. 

6.  Article  92  defines  what  categories  of  state  aids  are  and  are  not  compatible  with  the 
Common  Market.  It  states  that  “any  aid  granted  by  a Member  State  which  distorts  or 
threatens  to  distort  competition  by  favouring  certain  undertakings  or  the  production  of 
certain  goods  shall,  in  so  far  as  it  effects  trade  between  Member  States,  be  incompatible 
with  the  Common  Market.”  A list  of  aids  which  are,  or  may  be,  compatible  is  provided. 
Article  93  deals  with  the  procedures  for  controlling  such  aids. 

7.  There  are  some  difficulties  in  making  successful  use  of  Articles  92  and  93.  The  Com- 
mission have  no  power  to  carry  out  an  on-the-spot  investigation  to  identify  either  the 
existence  or  the  effect  of  state  aids  but  can  only  make  enquiries  of  the  national  authorities 
concerned.  Therefore  potential  complainants  need  to  provide  pretty  hard  evidence  to 
support  their  case.  Also,  it  is  frequently  not  easy  to  establish  precisely  what  aids  have  been 
received  over  a period  of  time  and  what  effect  these  have  on  the  price  of  an  individual 
product  in  a given  market  situation.  Furthermore,  the  Commission  have  indicated  that  in 
reaching  their  decision  they  will  have  to  take  into  account  the  extent  of  state  aids  received 
by  the  complainant  producers  from  their  own  national  authorities.  If  a positive  finding  is 
made  the  Commission  has  the  power  to  instruct  the  Member  States  concerned  to  cease 
the  subsidisation  and  if  necessary  to  refer  the  matter  to  the  European  Court  of  Justice. 
Obviously,  again,  it  would  take  some  time  for  the  effect  of  any  action  here  to  work  its 
way  through  to  prices. 

8.  As  far  as  use  of  these  competition  Articles  is  concerned  each  case  has  to  be  examined 
individually  to  see  which  line  of  approach  might  best  be  adopted.  The  Department  of 
Trade  and  sponsoring  departments  will  give  advice  to  firms  and  to  trade  associations  on 
this.  Since  January  1978  a number  of  complaints  have  been  submitted  by  the  UK  to  the 
Commission  for  investigation  either  under  specific  Articles  of  the  Treaty  or  simply  on  the 
basis  that  the  imports  appear  to  be  unrealistically  priced.  Some  of  the  complaints  have  been 
rejected  by  the  Commission  while  a few  are  still  being  pursued.  It  is  fair  to  say  that  we 
have  not  been  entirely  satisfied  with  the  outcome  of  any  of  these  cases  and  we  are  still 
pressing  the  Commission  on  the  importance  of  devising  a means  of  dealing  with  the 
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problem.  However,  it  must  be  recognised  that  there  are  other  factors  involved;  the 
strength  of  sterling;  the  excellent  distribution  networks  in  this  country  which  are  not 
matched  in  some  other  parts  of  the  Community;  and  the  relative  lack  of  competitiveness 
of  some  sectors  of  British  industry,  all  of  which  tend  to  make  this  country  an  attractive 
market  for  Community  producers. 

28  February  1980 


ANTI  DUMPING  AND  COUNTERVAILING  ACTION  (M25) 

Note  by  the  Department  of  Trade 

Introduction 

1.  The  purpose  of  this  note  is  briefly  to  explain  the  legal  basis  for  anti-dumping  and 
countervailing  action,  to  set  out  what  action  has  been  taken  since  the  United  Kingdom 
became  a full  member  of  the  Community,  to  compare  Community  practice  with  that  of 
other  countries  and  to  put  in  context  the  respective  roles  of  the  Commission  and  the 
Department  of  Trade. 

Anti-Dumping  and  Countervailing:  the  legal  framework 

2.  Dumping  is  normally  defined  as  selling  abroad  at  prices  below  those  which  the 
exporter  charges  for  comparable  sales  in  his  own  country.  The  basic  international  agree- 
ment on  what  constitutes  dumping  and  what  measures  may  be  taken  to  counter  dumping 
is  Article  VI  of  the  General  Agreement  on  Tariffs  and  Trade.  The  provisions  of  this 
Article  were  first  elaborated  in  the  1968  Agreement  on  Implementation  of  Article  VI  (the 
Anti-Dumping  Code)  and  have  now  been  further  refined  by  a new  Agreement  on  Implemen- 
tation of  Article  VI  negotiated  in  the  recent  Multilateral  Trade  Negotiations.  The  imple- 
menting legislation  for  the  European  Communities  is  Council  Regulation  (EEC)  No. 
3017/79  of  20  December  1 979  for  the  European  Economic  Community  and  Commission 
Recommendation  No.  3018/79/ECSC  of  21  December  1979  for  the  European  Coal  and 
Steel  Community. 

3.  Countervailing  is  action  against  subsidies  granted  by  the  Government  of  a third 
country  (i.e.  a country  not  a member  of  the  Community)  on  its  exports  to  the  Community. 
The  relevant  GATT  Articles  are  VI,  XVI  and  XXIII:  in  the  recent  MTNs  an  Agreement 
on  Subsidies  and  Countervailing  Measures  was  negotiated  for  the  first  lime.  The  Com- 
munity legislation  on  anti-dumping  also  deals  with  countervailing.  Neither  anti-dumping 
nor  countervailing  measures  may  be  directed  against  other  Member  States : they  apply  only 
to  suppliers  from  third  countries. 

European  Economic  Community:  action  taken 

(a)  Scope  of  cases 

4.  Since  the  end  of  the  transitional  period  power  to  take  countervailing/anti-dumping 
action  has  passed  to  the  Commission.  A summary  of  the  Commission's  anti-dumping 
activity  from  that  time  is  set  out  in  Annex  1.  From  this  it  will  be  seen  that  there  have  been 
37  cases  accepted  for  investigation  and,  on  the  assumption  that  each  exporting  country 
named  in  a complaint  requires  investigation,  there  have  been  90  investigations.  As  a 
result  of  these  cases,  there  are  in  force  4 definitive  duties  and  I provisional  duty  imposed 
by  the  Community  and  26  price  undertakings:  17  of  the  cases  arc  still  under  investigation. 
The  cases  cover  a wide  range  of  products  (chemical:  metal:  mechanical:  electrical:  elec- 
tronic) and  arc  directed  against  a variety  of  countries  (market  economy  and  state  trading, 
developed  and  developing). 

(b ) Speed  of  action 

5.  The  speed  with  which  a case  can  be  investigated  and  concluded  clearly  depends  on  a 
range  of  factors  (e.g.  complexity  of  the  case,  ability  and  willingness  of  those  concerned  to 
provide  necessary  information)  and  there  is  thus  no  “standard  time”  for  completion. 
Certain  complex  cases  may  take  a year  to  complete  (e.g.  no.  13  styrene  butadiene  rubber 
and  no.  16  sodium  carbonate):  others  may  take  only  a few  months  (e.g.  no.  6 chipboard 
from  Sweden  and  Spain  and  no.  7 rosin  from  Sweden).  An  analysis  of  anti-dumping  and 
countervailing  cases  completed  by  the  Commission  in  1978  and  1979  suggests  that  in 
normal  circumstances  cases  are  concluded  in  around  six  months  from  the  date  of  formal 
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application  to  the  Commission  for  action  and  in  around  four  months  from  the  date  the 
investigation  is  formally  announced  in  the  Official  Journal  of  the  European  Community. 
(Exceptionally  1979  saw  the  conclusion  of  four  unusually  complicated  cases,  each  of  which 
took  over  a year  from  receipt  of  application  to  completion.)  This  timescale  compared 
favourably  with  the  time  taken  by  the  UK.  when  it  was  responsible  for  dealing  with  its 
own  cases  (the  comparable  times  in  1976  were  nine  months  from  receipt  of  application 
and  six  months  from  formal  opening  to  final  closure  of  a case.)  The  comparison  is  even 
more  favourable  when  account  is  taken  of  the  Commission’s  need  to  carry  out  e.g.  injury 
investigations  in  more  than  one  Member  State.  It  also  compares  favourably  with  US 
practice  whereby  the  authorities,  after  30  days  for  a preliminary  dumping  investigation, 
could  take  under  their  old  legislation  as  much  as  9 -12  months  for  full  investigation.  On 
the  basis  of  the  available  information  the  Canadian  authorities  also  appear  to  have  taken 
longer  (about  48  weeks). 

The  European  Coal  and  Steel  Community 

6.  A summary  of  the  Commission’s  anti-dumping  actions  taken  to  protect  the  Commun- 
ity market  from  unfair  competition  from  third  country  suppliers  is  given  at  Annex  II. 
Although  the  Commission  has  formally  based  itself  on  conventional  anti-dumping  pro- 
cedures these  have,  to  a great  extent,  now  been  replaced  by  a system  of  voluntary  restraint 
arrangements  (VR As)  negotiated  between  the  Commission  and  the  Governments  of  major 
suppliers  to  the  Community.  The  basic  principle  of  the  VRAs  is  that,  in  return  for  exemp- 
tion from  formal  anti-dumping  action  by  the  Community,  third  country  suppliers  agree  to 
observe  certain  price  disciplines  and  to  show  restraint  in  the  volume  of  their  exports  to 
the  Community.  Most  anti-dumping  duties  have  thus  been  suspended  or  rescinded  in 
return  for  undertakings  given  in  the  form  of  VRAs:  those  that  remain  are  either  against 
imports  from  countries  without  VRAs  (e.g.  the  German  Democratic  Republic)  or  indirect 
imports  (i.e.  imports  routed  through  a third  country)  from  VRA  countries  such  as  Spain 
where  the  exporting  country  is  unable  fully  to  control  the  ultimate  destination  of  its  export. 

Role  of  the  Department  of  Trade 

7.  Although  formal  responsibility  for  anti-dumping  action  now  rests  with  the  Com- 
mission, the  Department  of  Trade  has  retained  its  Anti-Dumping  Unit  to  advise  and  help 
potential  applicants  for  such  action.  The  functions  of  the  Unit  include  initial  discussion 
with  a potential  applicant  on  the  possibility  of  anti-dumping  action:  help  in  formulating  a 
case  for  submission  to  the  Commission:  participation  in  discussions  between  the  applicant 
and  the  Commission : attendance  aL  the  meetings  held  under  Commission  auspices  between 
the  applicant  and  the  exporters  of  the  product  subject  to  complaint:  and  in  some  cases 
participation  in  the  Commission’s  investigation  into  dumping  by  exporters  and  into  the 
extent  and  nature  of  the  injury  sulTcrcd  by  the  applicant  industry. 

8.  The  functions  listed  above  bring  the  Department  into  frequent  contact  with  the 
Commission  but  in  addition  the  EEC  legislation  establishes  an  Advisory  Committee  with 
membership  from  both  Member  States  and  Commission  and  requires  the  Committee  to  be 
consulted  about  all  proposals  for  investigation  and  the  outcome.  The  UK  representation 
on  this  Committee,  which  meets  approximately  monthly,  is  drawn  from  the  Department 
of  Trade.  There  are  also,  of  course,  many  less  formal  contacts  between  the  Commission 
and  the  Department  and  two  members  of  the  Department’s  Anti-Dumping  Unit  are  on 
temporary  secondment  to  the  Commission’s  staff  as  governmental  “experts”. 

28  February  1 980 
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ANNEX  I 

ANTI-DUMPING/COUNTERVAILING  INVESTIGATIONS  INITIATED 
BY  THE  EUROPEAN  COMMISSION  SINCE  JULY  1977 


EEC  Products 

Commodity  and  Country  Date  Date  Result 

of  Origin  Investigation  Investigation 

Opened  Closed 


1.  Housed  bearings 
Japan 

26.10.77 

2.  Piezo  electric  quartz 
crystals * 

Japan 

12.11.77 

3.  Kraft  liner 
USA 
Sweden 
Finland 
Portugal 
Austria 
Canada 
USSR 

17.12.77 

3.3.78 

3.3.78 

3.3.78 

3.3.78 

3.3.78 

3.5.78 

4.  Wrought  titanium 
Japan 

17.12.77 

5.  Hole  punching  machines 
Japan 

31.12.77 

6.  Chipboard 
Sweden 
Spain 

7.2.78 

7.2.78 

7.  Rosin 

Sweden 

11.3.78 

8.  Ferrochrome 
Sweden 
South  Africa 

13.4.78 

13.4.78 

9.  Enamelled  winding  wire 
Spain 

25.4.78 

10.  Polyamide  and  polyester 
yam 

USA 

17.5.78 

11.  Chemical  wood  pulp 
USA 

3.6.78 

Canada 

3.6.78 

Finland 

3.6.78 

Sweden 

3.6.78 

12.  Plywood * 

South  Korea 

3.8.78 

•denotes no  UK  interest  in  this  case. 


3.6.78 

Undertaking 

11.2.78 

Undertaking 

9.9.78 

10.3.78 
10.3.78 
10.3.78 

10.3.78 

18.3.78 

21.7.78 

Definitive  duty 

Undertaking 

Undertaking 

Undertaking 

Undertaking 

Undertaking 

Undertaking 

17.8.79 

No  action  taken  after 
full  investigation 

13.5.78 

Undertaking 

29.3.78 

29.3.78 

Undertaking 

Undertaking 

13.5.78 

Undertaking 

30.9.78 

30.9.78 

Undertaking 

Undertaking 

2.3.79 

Undertaking 

28.4.79 

Undertaking 

19.12.78 

19.12.78 

19.12.78 

19.12.78 

No  action  taken  after 
full  investigation 
No  action  taken  after 
full  investigation 
No  action  taken  after 
full  investigation 
No  action  taken  after 
full  investigation 

19.2.78 

No  action  taken  after 
full  investigation 
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Commodity  and  Country 

Date 

Date 

Result 

Origin 

Investigation 

Opened 

Investigation 

Closed 

1 3.  Styrene  butadiene  rubber 

GDR 

17.8.78 

10.5.79 

No  action  taken  after 
full  investigation 

Poland 

17.8.78 

10.5.79 

No  action  taken  after 
full  investigation 

Romania 

17.8.78 

10.5.79 

No  action  taken  after 
full  investigation 

14.  Vinylacetate 

USA 

22.8.78 

2.5.79 

No  action  taken  after 
full  investigation 

15.  CS  light  bulbs 

GDR 

5.9.78 

Still  under  investigation 

Hungary 

5.9.78 

Still  under  investigation 

Poland 

5.9.78 

Still  under  investigation 

Czechoslovakia 

5.9.78 

Still  under  investigation 

16.  Sodium  carbonate 

Bulgaria 

21.11.78 

4.12.79 

Undertaking 

GDR 

21.11.78 

4.12.79 

Undertaking 

Poland 

21.11.78 

4.12.79 

Undertaking 

Romania 

21.11.78 

4.12.79 

Undertaking 

USSR 

21.11.78 

22.2.80 

Definitive  duty 

1 7.  Fibre  building  board 

USSR 

30.11.78 

Still  under  investigation 

Romania 

30.11.78 

Still  under  investigation 

Poland 

30.11.78 

Still  under  investigation 

Czechoslavakia 

30.11.78 

Still  under  investigation 

Spain 

9.5.79 

Still  under  investigation 

Sweden 

9.5.79 

Still  under  investigation 

Norway 

9.5.79 

Still  under  investigation 

Finland 

9.5.79 

Still  under  investigation 

18.  Herbicide 

Romania 

29.12.78 

17.5.79 

Definitive  duty 

19.  Gas  tubes 

Spain 

24.1.79 

2.5.79 

Undertaking 

Romania 

24.1.79 

Still  under  investigation 

20.  Dressed  bovine  leather 

Brazil 

23.2.79 

19.6.79 

Undertaking 

21 . Polyamide  sheet  netting 
for  fishing* 

Norway 

20.4.79 

28.6.79 

Undertaking 

22.  Integral  horsepower 
electric  motors 

Czechoslovakia 

25.4.79 

27.2.80 

Undertaking 

GDR 

25.4.79 

27.2.80 

Undertaking 

Hungary 

25.4.79 

27.2.80 

Undertaking 

Poland 

25.4.79 

27.2.80 

Undertaking 

USSR 

25.4.79 

27.2.80 

Provisional  duty 

Bulgaria 

25.4.79 

27.2.80 

Undertaking 

Romania 

lenotes  no  UK  interest  in  this 

25.4.79 

case. 

27.2.80 

Undertaking 
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Commodity  and  Country 

Date 

Date 

Result 

of  Origin 

Investigation 

Opened 

Investigation 

Closed 

23.  Steelflanges 

Spain 

25.4.79 

10.8.79 

Undertaking 

24.  Motor  car  tyres 

Czechoslovakia 

28.4.79 

Still  under  investigation 

GDR 

28.4.79 

Still  under  investigation 

Romania 

28.4.79 

Still  under  investigation 

Yugoslavia 

28.4.79 

Still  under  investigation 

25.  Lithium  hydroxide * 

USA 

19.5.79 

31.1.80 

Undertaking  from  one 
US  company,  definitive 
duty  against  the  other 

USSR 

19.5.79 

31.1.80 

Definitive  duty 

26.  Acrylic  fibre 

USA 

12.6.79 

31.1.80 

Provisional  duty 

Japan 

12.6.79 

Still  under  investigation 

Spain 

12.6.79 

4.1 .80 

Undertaking 

Turkey 

12.6.79 

4.12.79 

No  action  taken  after 
full  investigation 

Greece 

12.6.79 

4.12.79 

No  action  taken  after 
full  investigation 

27.  Cold  formed  steel  sections* 

Romania 

12.6.79 

29.2.80 

Undertaking 

28.  Cotton  yarn 

Turkey 

3.8.79 

Still  under  investigation 

29.  Stereo  cassette  player 
heads  for  car  stereo  units 

Japan 

17.8.79 

14.3.80 

No  action  taken  after 
full  investigation 

30.  Saccharin 

Japan 

17.8.79 

Still  under  investigation 

China 

17.8.79 

Still  under  investigation 

USA 

17.8.79 

Still  under  investigation 

31.  M echanical  alarm  clocks 

GDR 

24.8.79 

Still  under  investigation 

Hong  Kong 

24.8.79 

Still  under  investigation 

Czechoslovakia 

24.8.79 

Still  under  investigation 

China 

24.8.79 

Still  under  investigation 

USSR 

24.8.79 

Still  under  investigation 

32.  Canned  peaches* 

Greece 

24.8.79 

Still  under  investigation 

33.  Quartz  crystals* 

Japan 

29.8.79 

Still  under  investigation 

USA 

29.8.79 

Still  under  investigation 

South  Korea 

29.8.79 

Still  under  investigation 

34.  Ballbearings 

Japan 

18.9.79 

Still  under  investigation 

USSR 

18.9.79 

Still  under  investigation 

Poland 

18.9.79 

Still  under  investigation 

Romania  18.9.79 

'denotes  no  UK  interest  in  this  case. 

Still  under  investigation 
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Commodity  and  Country 

Date 

of  Origin 

Investigation 

Opened 

35.  Seamless  steel  tubes 

Spain 

19.10.79 

36.  Anchor  chains 

Sweden 

14.12.79 

Spain 

14.12.79 

37.  Stainless  steel  bar 

Brazil 

18.12.79 

38.  Fertiliser  ( Ammonium  nitrate ) 

USA  26.2.80 


Date  Result 

Investigation 

Closed 


Still  under  investigation 


Still  under  investigation 
Still  under  investigation 


Still  under  investigation 


Still  under  investigation 


Note:  The  information  in  this  table  has  been  updated  to  26  March  1 980. 
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ANNEX n 
ECSC  Products 


Commodity  and  Country 

Date 

Date 

Result 

of  Origin 

Investigation 

Opened 

Investigation 

Closed 

Wire  Rod 
Australia 

24.1. 7S 

2.8.78 

Undertaking 

Czechoslovakia 

24.1.78 

23.4.78  Undertaking 

-effectively 
8.1.80-formally 

Hungary 

24.1.78 

2.8.78 

Undertaking 

Japan 

24.1.78 

22.4.78 

Undertaking 

Poland 

24.1.78 

2.8.78 

Undertaking 

Spain 

Angles  shapes  and  sections 

24.1.78 

11.5.78 

Undertaking 

Czechoslovakia 

9.2.78 

11.5.78 

Undertaking 

Hungary 

9.2.78 

2.8.78 

Undertaking 

Japan 

9.2.78 

8.4.78 

-effectively 

19.1.80 

-formally 

Undertaking 

South  Africa 

9.2.78 

22.4.78 

Undertaking 

Spain 

9.2.78 

27.7.78 

Undertaking 

Spain  (renewed) 

24.3.79 

20.4.79 

12.5.79 

Undertaking  on  direct 
imports 

Definitive  duty  on 
indirect  imports 

Hot  rolled  coil 

Australia 

24.1.78 

14.7.78 

-effectively 

8.1.80 

-formally 

Undertaking 

Bulgaria 

24.1.78 

31.1.79 

Undertaking 

Czechoslovakia 

24.1.78 

12.4.78 

-effectively 

8.1.80 

-formally 

Undertaking 

Hungary 

24.1.78 

2.8.78 

Undertaking 

Japan 

24.1.78 

18.3.78 

-effectively 

8.1.80 

-formally 

Undertaking 

Poland 

24.1.78 

2.8.78 

Undertaking 

South  Korea 

24.1 .78 

25.11.78 

Undertaking 

USSR 

24.1.78 

8.1.80 

No  case  found  for  action 

Greece 

29.12.78 

Continuing 

Heavy  and  medium  plate 

Australia 

24.1.78 

2.8.78 

Undertaking 

Bulgaria 

24.1.78 

31.1.79 

Undertaking 

Czechoslovakia 

24.1.78 

20.7.78 

Undertaking 

GDR 

24.1.78 

22.4.78 

Definitive  duty 

Hungary 

24.1.78 

2.8.78 

Undertaking 

Japan 

24.1.78 

20.7.78 

Undertaking 

Poland 

24.1.78 

20.7.78 

Undertaking 

Romania 

24.1.78 

9.6.78 

Undertaking 

Spain 

24.1.78 

20.7.78 

Undertaking 

Spain  (renewed) 

3.3.79 

21.4.79 

1.6.79 

Undertaking  on  direct 
imports 

Definitive  duty  on 

indirect  imports 
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Commodity  and  Country 

Date 

Date 

Result 

Origin 

Investigation 

Opened 

Investigation 

Closed 

Galvanised  sheets  and  plates 

Australia 

24.1.78 

2.8.78 

Undertaking 

Bulgaria 

24.1.78 

9.2.79 

Undertaking 

Canada 

24.1.78 

29.8.79 

No  ease  found  for  action 

Czechoslovakia 

24.1.78 

11.5.78 

Undertaking 

GDR 

24.1.78 

19.5.78 

Definitive  duty 

Japan 

24.1.78 

22.7.78 

Undertaking 

Poland 

24.1.78 

17.7.78 

Undertaking 

-effectively 

8.1.80 

Austria 

18.2.78 

-formally 

22.4.78 

Undertaking 

Finland 

2.2.78 

22.4.78 

Undertaking 

Spain 

24.1.78 

4.5.78 

Undertaking 

-effectively 

8.1.80 

-formally 

Cold  reduced  sheets  and 

plates 

Czechoslovakia 

24.1.78 

8.4.78 

Undertaking 

-effectively 

8.1.80 

-formally 

Japan 

24.1.78 

8.4.78 

Undertaking 

-effectively 

8.1.80 

-formally 

South  Korea 

24.1.78 

28.9.78 

Undertaking 

Spain 

24.1.78 

11.5.78 

Undertaking 

A lloy  bars  and  rods 

Japan 

8.3.78 

22.4.78 

Undertaking 

Spain 

8.3.78 

11.5.78 

Undertaking 

Alloy  wire-rod 

Spain 

22.2.79 

25.4.79 

Undertaking 

Haematite  pig  iron 

Canada 

24.1.78 

25.4.78 

Undertaking 

Canada  (renewed) 

20.2.79 

19.1.80 

No  case  found  for  action 

Haematite  pig  iron 

Brazil 

5.8.77 

31.12.77 

Undertaking 

Brazil  (renewed) 

8.2.79 

11.4.79 

Undertaking  on  direct 
imports 

16.5.79 

Definitive  duty  on 
indirect  imports 

GDR 

8.2.79 

19.1.80 

No  case  found  for  action 

USSR 

8.2.79 

19.1.80 

No  case  found  for  action 

Graphite  spheroidal  pig 

iron 

Brazil 

29.12.78 

18.4.79 

Undertaking 
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Examination  of  witnesses 

Mr  R W Gray,  cb.  Deputy  Secretary,  Mr  S Abramson,  cmg,  Under  Secretary,  Com- 
mercial Relations  and  Exports  Division  1,  Mr  R J Meadway,  Assistant  Secretary,  CRE 1, 
Mr  J W Preston,  Assistant  Secretary,  General  Division,  Department  of  Trade  and 
Mr  X.  H.  Lightman,  Under  Secretary,  Industrial  and  Commercial  Policy  Division, 
Department  of  Industry,  called  in  and  examined. 


Chairman 

185.  May  I welcome  you  to  this  public 
sitting  of  the  Select  Committee  on  Trade 
and  Industry.  We  are  indebted  to  you  for 
the  supply  to  us  of  quite  a large  number  of 
papers  dealing  with  the  matters  we  are 
seeking  to  ask  questions  upon  this  morning 
and  I think  it  would  be  easier  if  I told  you 
that  the  Committee  have  decided  upon  a 
batting  order  for  the  papers  as  follows: 
first,  to  deal  with  M26,  GATT  and  the 
Multilateral  Trade  Negotiations,  then  M23, 
The  Brussels  Dimension,  then  M21,  Export 
Subsidies  and  Assistance,  then  M22, 
Quantitative  Import  Restraints,  next  M24, 
Unfair  Competition  from  Disruptive  Im- 
ports within  the  Community  and  lastly, 
M25,  Anti-Dumping  and  Countervailing 
Action.  As  often  happens  in  any  innings  we 
may  alter  the  order  of  going  in,  whether  we 
will  get  to  the  order  of  coming  out  I am 
never  quite  sure,  but  we  will  start  off  in  that 
order.  As  you  know,  broadly  we  want  to  get 
the  background  on  a lot  of  factual  matters 
which  relate  to  the  possibility  of  greater 
exports  from  this  country  and  fewer  imports 
into  this  country.  Dealingwith  M26,  dealing 
with  GATT  — there  are  other  papers  that 
relate  to  it,  but  primarily  M26 — could  you 
describe  to  us  the  United  Kingdom  partici- 
pation in  GATT,  the  UK  representation  at 
GATT  headquarters  and  the  official 
arrangements  at  1,  Victoria  Street  to 
monitor  the  implementation  of  GATT 
codes? 

(Mr  Gray.)  Our  representation  in 
GATT,  as  a consequence  of  our  member- 
ship of  the  European  Community,  is  of 
course  normally  carried  out  by  the 
European  Commission.  We  do  in  GATT 
speak  on  the  budget  matters  because  it  so 
happens  that  the  UK  still  pays  its  con- 
tribution to  the  GATT  budget,  but  on  ail 
major  commercial  policy  points  it  is  the 
Commission  who  represent  the  United 
iingdom  and  the  other  eight  members  of 
le  Community.  That  of  course  does  not 
lean  to  say  that  the  Commission  just  says 
'hat  it  thinks;  there  is  an  elaborate 
irrangement,  described  up  to  a point  in  the 


paper  on  the  Brussels  Dimension,  not  only 
for  full  consultation  with  Member  States  on 
a regular  basis,  but  on  almost  every  occa- 
sion when  there  is  a GATT  meeting  in 
Geneva  there  is  also  a Community  co- 
ordinating meeting  held  before  that  meet- 
ing. That  is  the  first  procedural  point.  1 am 
sorry,  I missed  your  second  question  ? 

186.  What  arrangements  have  you  at 
your  headquarters  to  monitor  the  imple- 
mentation of  GATT  codes  ? 

(Mr  Gray.)  We  have  principally  Com- 
mercial Relations  and  Exports  Division  I, 
which  is  headed  by  Mr  Abramson  on  my 
right  and  also  a General  Division  represen- 
ted partly  by  Mr  Preston  here.  The  CRE  1 
Division  is  the  division  mainly  responsible 
for  monitoring  the  GATT  codes  and 
provides  a good  deal  of  our  representation 
in  Brussels  and  Geneva  for  purposes  of 
GATT  meetings.  In  fact  the  CRE  1 
Division  has  traditionally,  over  a long 
period  of  time,  been  intimately  involved  in 
GATT.  It  does  include  a number  of 
members  of  the  staff  who  have  a special 
knowledge  of  this  area  because  GATT  is 
not  just  one  document  but  a whole  series 
of  codes,  a whole  series  of  background, 
interpretative  notes  and  procedures  and  is 
almost  a subject  on  its  own;  a specialist 
study  in  many  ways. 

1 87.  Paragraph  4 of  your  memorandum 
stresses  the  importance  of  the  application 
of  the  Subsidies  and  the  Countervailing 
Duties  Agreement  to  the  USA.  How 
rapidly  do  you  expect  this  to  become 
effective  and  what  will  be  its  impact  on  UK 
industries? 

(Mr  Gray.)  The  United  States  has 
implemented  the  subsidies  and  counter- 
vailing duties  code.  There  is  a lot  of  sub- 
stantial work  to  be  done  there  and  the  main 
point  that  we  are  all  waiting  to  see  is  how  in 
practice  the  United  States  authorities  and 
United  States  industry  will  use  that  code.  I 
think  it  would  be  unrealistic  to  think  we 
shall  have  a very  clear  idea  about  that  over 
the  next  2 or  3 weeks.  1 think  it  will  take 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTBE 


75 


5 March  1980]  Mr  R W Gray,  cb,  Mr  S Abramson,  cmg,  [Continued 

Mr  R J Meadway,  Mr  J W Preston  and  Mr  I H Lightman 


[Chairman  Contd.] 


perhaps  2 or  3 years  to  see  exactly  how  the 
United  States  operates  under  this  provision. 
We  are  very  much  relieved  that,  as  part  of 
the  MTN  settlement,  the  United  States  did 
adopt  the  material  injury  criterion— that  is 
to  say  they  have  to  find  material  injury 
before  they  can  impose  a countervailing 
duty.  How  it  will  come  out  in  particular 
cases  is  not  something  one  can  make 
generalisations  on  at  this  stage;  it  will 
depend  on  die  climate  in  the  United  States. 
What  we  are  worried  about,  not  only  for 
the  United  States  but  for  the  UK.  as  well, 
is  that  they  will  be  in  a rush;  that  on  the 
whole  with  a slower  growth  of  output  in 
world  trade,  the  pressures  for  all  industrial 
countries  to  take  protective  measures  will 
undoubtedly  become  stronger.  There  is  no 
doubt  about  that.  The  last  point  I make  is 
that  the  United  States  administration  itself 
sees  the  dangers  of  too  great  a dash  into 
protectionism,  of  too  great  an  invocation 
of  the  GATT  rules.  1 think  that  one  could 
say  that  all  administrations,  including  ours 
in  the  United  Kingdom,  the  Commission 
in  Brussels  and  the  United  States  adminis- 
tration itself,  will  be  concerned  to  make 
sure  if  they  possibly  can  that  the  danger 
done  to  world  trade  by  the  use  of  these 
various  devices  to  afford  some  kind  of 
relief  is  kept  at  a minimum. 

Mr  McNally 

188.  You  say  that  the  codes  are  designed 
to  bring  under  greater  control  the  so-called 
non-tariff  barriers  to  trade,  but  is  this  a 
growing  problem?  Are  there  more  non- 
tariff barriers  cropping  up,  or  are  you 
getting  this  under  control  ? 

(Mr  Gray.)  What  I was  talking  about  a 
moment  ago  was  the  subsidies  and  counter- 
vailing code.  No,  I do  not  think  there  really 
are  more  non-tariff  barriers.  1 think  that 
what  has  happened  in  the  world  during  the 
lifetime  of  the  GATT  has  been  that  the 
GATT  has  tackled  the  tariff  problem  in  a 
series  of  tariff  negotiations.  As  a result,  I 
would  say  — and  1 am  talking  about  the 
developed  industrial  world  now  — that  the 
average  level  of  tariff  is  much  less  than  half 
what  it  was  at  the  end  of  the  war.  There  has 
been  an  enormous  reduction  in  tariffs  in  the 
developed  world.  It  is  not  the  same  in 
the  developing  world  which  we  might  have 
to  deal  with  in  a moment.  As  these  tariff 
barriers  have  been  removed  — and  in  many 
cases  now  the  level  of  tariff  is  really  less  than 
the  effect  of  variations  that  can  occur  as  a 
result  of  exchange  rate  movements,  for 
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example  — so  people  have  begun  to  notice 
rather  more  the  non-tariff  barrier  aspect. 
Although  there  are  undoubtedly  a range 
of  non-tariff  barriers,  including  in  the 
United  Kingdom  (though  we  are  not  any 
different  from  other  countries),  I think 
these  non-tariff  barriers  have  been  noticed 
more,  and  it  really  was  a fundamental 
purpose  of  the  MTN  arrangements  to  deal 
with  those  problems.  Here  I would  like  to 
make  one  point.  You  can  deal  with  a tariff, 
you  can  say  that  that  tariff  will  be  cut  by 
X per  cent  over  a certain  period.  A non- 
tariff barrier  is,  by  its  nature,  rather 
different.  You  cannot  abolish  non-tar  iff 
barriers  in  quite  the  same  way.  Certain  of 
them  have  been  dealt  with  in  the  MTN, 
such  as  the  US  wine  gallon  assessment : the 
Americans  have  promised  to  remove  their 
discriminatory  treatment  in  taxing  Scotch 
whisky.  Generally  speaking,  however,  non- 
tariff barriers  take  the  form  of  whole 
processes  or  whole  attitudes,  for  example, 
in  standards  and  that  kind  of  thing  (I  think 
that  is  probably  the  best  case),  import 
licensing,  methods  of  import  licensing.  One 
can  do  something  there.  In  methods  of 
customs  valuation  one  can  also  do  some- 
thing there.  The  point  I am  trying  to  make  is 
that  this  will  take  place  over  time  in  most 
cases,  and  the  GATT  provides  not  only 
some  kind  of  rule  on  these  things,  but  it 
provides  procedures  under  which  the 
various  non-tariff  barriers  can  be  isolated 
and  perhaps  dealt  with. 

Mr  Mikardo 

189.  Are  the  most  common  non-tariff 
barriers  quotas  and  voluntary  restriction 
agreements?  Are  they  not  as  readily 
quantifiable,  and  moveable  up  and  down,  as 
tariffs  ? 

(Mr  Gray.)  They  are,  yes.  The  point  is 
that  they  arc  not  that  easy  to  deal  with.  In 
our  own  case  we  have  a range  of  quotas  (for 
example,  on  textiles,  under  the  Multi-Fibre 
Arrangement),  and  1 think  I could  say  that 
it  is  not  our  purpose  to  remove  those  quotas. 
This  is  a very  large  subject  in  international 
trade.  There  you  have  a range  of  quotas  of 
long  standing,  of  ever-increasing  sophistica- 
tion against  the  low-cost  world.  So  that  is 
one  non-tariff  barrier  that  is  not  dealt  with 
by  the  MTN,  but  will  be  dealt  with,  which- 
ever way,  in  a renegotiation  of  the  Multi- 
Fibre  Arrangement,  and  that  is  certain  next 
year  or  the  year  after.  Then  other  countries 
maintain  a range  of  quota  controls.  1 am 
talking  about  developed  countries  at  the 
moment.  Those  are  quota  controls  main- 
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tained  particularly,  I think,  by  France  and 
Italy  in  the  Community.  They  parallel  the 
voluntary  restraint  arrangements  that  the 
United  Kingdom  maintains,  particularly 
against  Japan,  and  also  our  restrictions 
against  Eastern  European  countries.  There 
again,  I would  not  say  that  it  is  our  urgent 
desire  to  remove  those  particular  barriers, 
for  obvious  reasons.  The  problems  that 
those  quotas  or  voluntary  restraint  arrange- 
ments raise  are  well  known;  they  affect 
steel,  cars,  pottery,  footwear — all  the  kinds 
of  industries  in  this  country  whose  prob- 
lems are  perhaps  added  to  by  imports 
(although  I do  not  think  they  are  always 
entirely  caused  by  them). 

Chairman 

190.  Will  any  public  report  be  made 
about  the  discussions  taking  place  with 
regard  to  the  procedural  aspects  of  the 
implementation  of  the  codes? 

(Mr  Gray.)  I do  not  know.  We  did,  of 
course,  make  a public  report  in  a number  of 
Command  Papers  and,  I think,  two  debates 
in  Parliament,  on  the  actual  outcome  of 
MTNs.  I would  imagine  that  in  the  normal 
course  of  parliamentary  business,  either  in 
debate  or  in  questions,  further  reports 
would  be  made.  It  may  also  be  — I do  not 
know  — that  there  might  have  to  be  some 
new  legislation,  but  1 think  we  have  done 
the  major  part  of  that. 

191.  What  arrangements  will  be  made 
in  the  Department  of  Trade  to  ensure  the 
adoption  in  the  United  Kingdom  of  the 
codes,  and  what  arrangements  will  be  made 
to  monitor  or  supervise  competitors' 
adoption  of  the  codes  ? 

(Mr  Gray.)  I think  Mr  Abramson  can 
deal  with  the  first  point.  On  the  second 
point,  the  monitoring  of  the  codes  will  be 
undertaken  particularly  by  the  Commission, 
with  our  own  input  there.  Perhaps  I may 
just  explain  that  the  Commission  regularly 
consult  the  Article  113  Committee,  where 
we  pool  our  experience  which  is  based  on 
what  our  own  traders  tell  us,  what  our 
embassies  — for  example,  in  Wash  ington  — 
tell  us.  So  that  the  monitoring  process  takes 
place  as  part  of  a combined  Community 
operation.  On  legislation,  1 was  not  sure 
whether  we  have  legislated  as  much  as  we 
needed  to; I thought  we  had. 

(Mr  Abramson.)  I think  we  have  legis- 
lated as  much  as  we  need  to.  On  United 
Kingdom  implementation  of  the  agree- 
ments, there  is  more  to  it  than  just  legisla- 
tion, of  course.  There  is  a question  of 


practices  in  various  areas.  In  those  areas  the 
Department  will  be  keeping  a watch 
together  with  other  Departments,  to  make 
sure  that  the  practices  we  follow  are 
consistent  with  the  new  obligations  set  out 
in  these  codes. 

Mr  Thompson 

192.  Will  they  also  be  monitoring  them 
to  make  sure  that  British  industry  can  use 
the  new  GATT  arrangements  for  their 
benefit,  to  use  every  rule  and  subsection 
part  of  it  for  the  benefit  of  their  industry, 
to  maximise  what  they  can  get  out  of  it? 

(Mr  Gray.)  Certainly.  If  an  industry 
comes  to  us  (as  they  frequently  do),  or  the 
Department  of  Industry  in  its  sponsorship 
role,  then  it  is  a duty  and  function  of  the 
Department  of  Trade  to  examine  with  care 
— and  we  do  — all  the  provisions  of  the 
GATT,  of  the  codes  and  sometimes  of  the 
EEC  Treaty  itself.  We  do  not  just  sit  there 
looking  for  problems,  let  us  be  frank  aboul 
this.  We  have  enough  problems  put  to  us 
directly  by  industry  itself.  We  certainly 
would  undertake  — for  example,  as  in  anti- 
dumping or  in  countervail  — to  advise  our 
industries,  and  to  do  what  we  can. 

193.  The  GATT  arrangement  and  the 
Commission  have  no  ultimate  authority; 
there  are  no  sanctions  they  can  take  against 
people  who  persistently,  or  accidentally,  or 
on  purpose,  break  the  GATT  arrangements 
in  any  way  ? 

(Mr  Gray.)  No.  There  is  often  a con- 
fusion about  this,  about  what  GATT  is  all 
about  and  it  contrasts  for  example  with  the 
EEC  Treaty  where  one  has  sometimes 
fairly  precise  legal  obligations  and  a Euro- 
pean Court  of  Justice  and  the  judgements 
of  that  court  are  almost  always,  but  not 
always,  adhered  to.  The  GATT  has  no 
court,  there  is  no  international  law  enforced 
in  that  sense;  the  GATT  is  really  enforced 
by  its  Contracting  Parties  to  the  extent  that 
they  wish  to  do  this.  1 do  not  mean  that 
each  country  can  make  its  own  judgement 
on  this  but  what  I mean  is  that  the  GATT 
provides  some  rules  and  they  are  not  always 
adhered  to.  For  example  the  United  King- 
dom — 1 would  not  want  this  particularly 
recorded  — has  breached  the  GATT  on  a 
number  of  occasions.  Other  countries  do 
not  always  follow  the  obligations,  they  arc 
not  always  entirely  clear,  but  the  central 
point  about  GATT,  if  it  is  to  be  successful 
— and  the  significance  or  the  new  arrange- 
ments which  have  been  made,  the  new  codes 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


77 


5 March  1980]  Mr  R W Gray  cb,  Mr  S Abramson,  cmo,  [Continued 

Mr  R J Meadway,  Mr  J W Preston  and  Mr  X H Lightman 


[Mr  Thompson  Contd.] 


should  revitalise  it,  re-establish  its  authority 
— it  is  a body  of  rules  that  ought  to  be 
obeyed  by  most  people  most  of  the  lime.  I 
think  that  is  how  I would  put  it. 

Chairman 

194.  Could  I just  remind  you  about  the 
evidence?  I did  introduce  you  to  a public 
sitting  of  this  Committee  and  everything 
which  the  witnesses  say  can  be  recorded.  If 
you  want  to  pass  something  on  to  us  in 
private  session  afterwards  we  could  make 
arrangements. 

(Mr  Gray.)  On  what  I have  just  said  if 
the  press  could  refrain  from  reporting  it. 
It  is  up  to  them  to  say  ir  we  did  breach 
GATT.  Ho  disaster  would  occur  if  they  did. 

195.  I am  sure  you  understand  the 
difference  between  the  public  and  private 
sittings.  May  I go  on  to  make  a point  which 
you  say  is  an  important  one.  In  paragraph  6 
you  stress  the  importance  for  the  UK  of 
the  opportunity  provided  to  remove, 
through  the  Community,  “the  remaining 
obstacles  to  our  export  trade”.  How  do  you 
officials  rank  those  obstacles  in  order  of 
importance?  I would  ask  you  to  put  it 
simply  in  the  form  of  a list,  if  a list  is 
necessary. 

(Mr  Gray.)  The  first  item  is  the  tariffs, 
the  tariffs  in  the  industrial  world,  and  there 
is  a programme  set  out  over  8 years  for  the 
reduction  of  the  tariff.  That  happens  auto- 
matically unless  there  is  some  hideous 
interruption  in  that  process,  which  I do  not 
at  the  moment  foresee.  The  second  big 
thing  — and  this  is  a subject  of  very  great 
difficulty  for  us  — is  what  is  to  be  done  by 
the  developing  world.  I would  like  to  make 
a few  remarks  about  that.  There  has  of 
course  been  in  GATT  and  in  UNCTAD 
and  indeed  in  the  United  Nations  for  a long 
time  a recognition  of  the  special  problems 
of  the  developing  world,  and  they  have  been 
excluded  in  many  ways  from  the  rigours  of 
GATT.  It  has  been  a term  of  their  member- 
ship that  they  are  not  expected  to  apply 
GATT  fully.  Moreover  the  developing 
world  has  been  accorded  a number  of 
privileges  — that  is  to  say,  not  only  do  they 
not  have  to  apply  GATT  in  full  but  they 
have  been  given  preferential  tariff  agree- 
ments, notably  under  the  generalised  system 
or  scheme  of  preferences.  That  situation 
has_  persisted  without  too  much  doubt  or 
difficulty,  I would  say,  until  recent  years 
when  two  important  things  have  happened. 
First,  the  outlook  for  growth  and  the 
confidence  of  the  western  world  is  now  less 


than  it  was  — a result  of  the  oil  crisis  and 
perhaps  other  factors.  Secondly,  there  has 
been  a growing  realisation  that  a number 
of  countries  called  developing  countries  — 1 
do  not  know  how  you  define  them  — a 
number  of  these  advanced  countries  have 
moved  into  the  position  that  Hong  Kong 
has  been  in  for  a time,  that  is  to  say 
relatively  wealthy  and  relatively  industrial- 
ised, no  longer  struggling  to  create  the 
basis  for  an  industrialism  but  fully  fledged 
in  relatively  narrow  areas.  If  I may  just  say 
this:  Hong  Kong  has  never  had  any  tariff's 
or  quotas,  so  anything  I say  does  not  relate 
to  Hong  Kong.  Hong  Kong  is  an  open 
market  but  there  are  other  countries  — 
commonly  people  talk  about  South  Korea 
and  some  of  the  Latin  American  countries 
— who  have  maintained,  against  our 
exports,  high  tariffs  or,  in  case  they  do  not 
work,  quotas.  They  have  done  this  under  a 
variety  of  provisions  and  for  a variety  of 
reasons  but  for  two  principal  reasons.  First 
to  encourage  their  own  industrialization 
and  secondly  because  they  do  have  in  many 
cases,  or  they  had,  serious  balance  of  pay- 
ments problems.  What  happened  in  the 
MTNs  was,  and  it  was  a delicate  process, 
that  the  advanced  countries  said  — and  the 
Community  was  in  this  and  the  Americans 
were  in  this  — that  these  arrangements  had 
got  to  change  and  there  was  evolved  the 
principle  of  graduation.  That  is  to  say,  and 
we  have  mentioned  it  in  our  paper,  that 
countries  as  they  became  more  developed 
would  begin  to  apply  the  GATT  to  a greater 
degree.  On  that  I want  to  make  two  points. 
First,  it  will  not  happen  quickly,  there  is  no 
doubt  that  we  are  in  for  a long  process 
there.  Secondly,  it  is  a very  delicate  thing 
because  for  political  reasons  the  appear- 
ance of  dividing  the  developing  world  is  not 
something  we  would  wish  to  create,  nor 
something  that  they  could  easily  accept.  I 
think  it  will  involve  a process  of  rather 
patient  negotiation  on  particular  items  with 
particular  countries.  Brazil  will  not  sud- 
denly apply  GATT  fully,  or  as  fully  as  any  of 
us  do,  tomorrow,  but  in  certain  areas  Brazil, 
and  I just  use  her  as  an  example,  will  begin 
to  alter  some  of  her  practices  and  give  us  a 
greater  opportunity  to  sell  one  thing  or 
another  in  her  market.  I would  like  to  say  that 
is  a relatively  young  process,  a new  thought 
and  it  will  take  a good  deal  of  time. 


Mr  Maxwell-Hyslop 

196.  Who  decides  whether  country  A is 
or  is  not  a developing  country?  Is  this 
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decided  unilaterally  by  the  GATT  secre- 
tariat or  who? 

(Mr  Gray.)  I could  probably  just  list  the 
developed  countries  in  the  world  — every- 
body else  is  developing.  I think  it  is  as 
simple  as  that. 

197.  Who  decides  which  are  the  deve- 
loped countries? 

(Mr  Gray.)  It  was  decided  — I do  not 
know  if  it  was  decided  formally.  There  are 
certain  lists  which  exist  of  certain  less 
developed  countries  or  developing  coun- 
tries. Everybody  knows  if  you  take  western 
Europe  and  knock  off  Spain,  Greece  and 
Portugal  and  add  the  United  States  of 
America  and  Canada  and  add  Australia, 
New  Zealand  and  Japan  everybody  else  is 
a developing  country. 

198.  Taiwan  is  a developing  country? 

( Mr  Gray  ) Certainly. 

Mr  Carlisle 

199.  Who  decides  when  Taiwan  ceases 
to  be  a developing  country  and  is  a major 
threat  to  us? 

(Mr  Gray.)  Nobody  decides,  the  first 
point  there  is  no  process  under  which  any- 
body decides  that  Hong  Kong  is  not  a 
developing  country.  There  is  a growing 
concept  in  the  world  that  there  are  more 
developed  countries  and  less  developed 
countries  and  newly  industrialised  coun- 
tries — and  one  is  building  up  this  process 
of  negotiating  with  them  to  come  into  the 
system  more  fully.  There  arc  cases  where 
the  view  is  taken  that,  for  example,  some 
of  the  more  advanced  developing  countries 
do  not  need  the  same  degree  of  tariff 
preference  under  the  GSP.  Both  the 
Americans  and  ourselves,  ourselves  being 
the  Community,  have  systems  under  which 
the  benefits  of  the  GSP  are  not  accorded 
de  facto  to  a number  of  the  more  advanced 
developing  countries  in  full  measure. 

Mr  Maxwell-Hyslop 

200.  Take  another  example,  Iraq,  with 
its  immense  oil  revenues.  Is  that  regarded 
as  a developed  country  or  a developing 
country? 

( Mr  Gray.)  It  is  not  a developed  country 
for  our  purposes,  therefore  it  is  a develop- 
ing country.  I cannot  remember  if  it  is  a 
GATT  contracting  party.1 

Mr  Foster 

201.  There  is  a belief  among  certain 
industrialists  that  Japan  has  made  herself 

1 Note  by  witness:  It  is  not. 


very  difficult  to  sell  to  in  certain  respects 
and  these  were  laid  much  more  to  pro 
cedures,  regulations,  perhaps  safety  regula. 
lions,  than  anything  else.  Would  you  cate 
to  comment  and  give  us  your  view  on  that? 

(Mr  Gray.)  Japan  is  a difficult  market, 
and  it  is  a market  with  its  own  language  and 
its  own  structures.  People  often  talk  about 
its  distribution  system  as  being  particularly 
difficult.  In  the  Department  we  have  special 
systems  for  assisting  exports  to  Japan.  We 
have  an  "exports  to  Japan”  unit,  and  we 
have  a British  Export  Marketing  Centre  in 
Tokyo,  on  which  I am  sure  my  colleagues 
will  enlarge  when  you  sec  them  next 
week.  The  Japanese  really  are  in  many 
ways  much  more  overt  about  their  pro. 
tection  than  is  sometimes  said.  It  is  very 
difficult.  I think  we  often  confuse  the 
difficulty  of  the  market  with  oriental 
wiliness.  In  the  MTN  they  certainly  were 
very  difficult  with  us  on,  for  example, 
reducing  tariffs  on  some  of  the  processed 
foods  that  we  want  to  sell.  On  the  other 
hand,  they  did  help  us  to  overcome  some 
of  the  problems  they  created  for  us  in 
selling  cigarettes.  Also  I am  rather  hopeful 
— I do  not  think  they  have  taken  a final 
decision  yet  — that  they  will  reduce  the 
incidence  of  the  domestic  tax  they  charge  on 
whisky,  in  so  far  as  that  affects  the  United 
Kingdom.  Frankly,  I think  it  is  easy  to 
exaggerate  the  wiliness  of  the  Japanese,  if 
I can  put  it  that  way,  rather  than  just  the 
inherent  difficulty  of  the  market.  For 
example,  in  motor  car  emissions  I think 
their  standards  are  very  high  indeed,  i do 
not  think  that  there  is  anything  particularly 
reprehensi  ble  about  those  standards,  though 
undoubtedly  they  create  problems  for  us, 

Chairman 

202.  Is  the  Government  satisfied  with 
the  outcome  of  the  MTNs?  Can  you  tell 
us  whether  any  important  objective  of 
United  Kingdom  policy  is  not  fulfilled,  and 
whether  any  important  objectives  were 
conceded  to  the  possible  detriment  of  the 
United  Kingdom? 

(Mir  Gray.)  You  will  realise  that  the 
MTN  was  negotiated  by  the  previous 
Government,  and  endorsed  by  the  present 
one.  Broadly,  we  arc  satisfied  with  the 
outcome  of  the  MTN,  because  it  provides 
at  any  rate  a much  more  assured  body  of 
rules  adapted  to  the  1 980s.  With  such  a 
large  dependence  on  international  trading, 
including  exports,  I think  that  we  could 
stand  to  lose  if  that  international  system 
became  substantially  weakened.  Therefore, 
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on  the  whole,  we  got  our  mam  objective  of 
an  updated  GATT.  On  particular  items  we 
secured  some  things  that  we  wanted.  We 
got  rid  of  American  selling  price.  We  got 
the  Americans  to  alter  the  wine  gallon 
assessment  on  whisky.  We  got  out  of  Japan 
some  quite  useful  tariff  concessions.  There 
were  some  objectives  on  particular  things, 
that  we  did  not  get.  As  I have  already  said, 
we  did  not  get,  for  example,  on  Japanese 
processed  foods,  the  degree  of  tariff  reduc- 
tion that  we  wanted.  Therefore,  we  had  our 
successes  and  our  failures.  That  is  on  the 
positive  side.  On  the  negative  side,  on 
tariffs  we  were  rather  successful,  through 
the  Community,  in  getting  excluded  from 
the  tariff  cuts  those  areas  that  wc  wanted 
excluded.  Cars  was  one  of  those,  either  in 
whole  or  in  part.  Footwear  and  some  other 
products  were  also  excluded.  We  were  not 
successful  in  absolutely  every  area.  1 think 
it  would  be  fair  to  say  we  conceded  on  the 
Community  paper  tariff,  particularly  on 
kraft  liner,  rather  more  than  we  hoped. 

Mr  Crowther 

203.  There  are  two  questions  I would 
like  to  put  on  the  codes,  if  I may.  One  of 
those  questions  is  on  the  agreement  on 
technical  barriers  to  trade,  concerning 
standards.  Is  there  any  provision  in  the 
code  that,  in  the  case  where  a certification 
is  required  from  an  inspector,  the  inspector 
appointed  by  the  government  of  the  impor- 
ting country  must  be  made  available  in  the 
exporting  country,  to  carry  out  the  certi- 
fication? Otherwise  we  may  find  ourselves 
unable  to  implement  this  code.  I can,  if 
necessary,  quote  examples  particularly 
effective  in  the  United  States,  where  they 
require  a certified  standard  from  a British 
product  and  find  it  impossible  to  send  their 
inspector  over  for  a couple  of  years  in  order 
to  certify  it.  The  other  question  I wish  to 
ask  is  on  import  quotas.  The  import 
licensing  procedures  agreement  specifically, 
apparently,  is  intended  not  to  provide  any 
kind  of  quota.  Is  there  some  provision 
anywhere  in  the  codes  on  import  quotas,  or 
can  we  possibly  expect  the  United  States 
Government  (which  is  very  fond  of  import 
quotas)  to  be  even  stronger  on  that 
particular  type  of  protection,  as  it  reduces 
its  protection  as  a result  of  accepting  the 
countervailing  duties  agreement  ? 

(Mr  Gray.)  I think  it  would  be  best,  if  l 
cannot  answer  a question,  to  say  so.  There 
is  probably  somebody  behind  me  who  might 
be  able  to  answer  your  question,  but  I 
cannot  answer  the  precise  question  you 
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asked  on  inspectors  and  certification. 

Chairman 

204.  If  I could  help  you,  we  do  hope  to 
cover  technical  barriers  to  inter-Community 
trade  next  week,  so  there  will  be  an 
opportunity  to  get  a detailed  answer  then. 

(Mr  Gray.)  On  import  quotas  and  import 
licensing,  the  answer  is  that  the  import 
licensing  code  is  simply  dealing  with  how 
you  run  import  licensing,  if  you  have  it  at 
all.  That  is  to  say,  if  you  have  quotas, 
you  have  to  publish  them;  if  you  have  a 
licence  form,  the  form  must  be  simple,  and 
everybody  must  know  where  they  stand.  So 
that  in  itself  has  nothing  to  do  with  the 
question  “Do  you  have  quotas?”.  There  is 
no  code  dealing  with  quotas  themselves. 
As  the  Committee  will  know,  there  have 
been,  and  still  are,  discussions  on  a possible 
safeguards  code.  A safeguards  code,  under 
Article  XIX  of  the  GATT,  is  essentially, 
though  not  uniquely,  about  quotas.  In  the 
meantime  Article  XIX  remains,  and  the 
facilities  for  imposing  quotas  under  that 
article,  or  under  the  Multi-Fibre  Arrange- 
ment, or  under  the  balance  of  payments 
provisions  of  the  GATT,  remain. 

Mr  Thompson 

205.  There  is  one  point  we  have  not 
mentioned.  We  have  mentioned  the  Third 
World,  and  we  have  mentioned  the  indus- 
trialised world.  How  can  the  Eastern  bloc 
relate  to  GATT?  It  seems  that  they  have 
got  the  power  to  wreck  it  completely,  if  they 
set  their  mind  to  it. 

( Mr  Gray.)  Yes,  I suppose  that  is  true. 
The  GATT  is  not  really  very  well  adapted  to 
dealing  with  trade  with  the  Eastern  bloc, 
because  the  GATT  is  essentially  a statement 
of  what  governments  may  do,  or  may  not 
do,  or  should  not  do,  to  regulate  trade 
between  free-enterprise  economies.  This  is 
perhaps  the  point  you  are  making.  There- 
fore, with  a state-trading  country  where 
purchasing  decisions  are  taken  as  a matter 
of  government  policy,  or  certainly  not  in  an 
open  competitive  situation,  the  GATT  is 
not  well  adapted.  On  the  other  hand,  there 
were  — and,  I think,  still  are  — some 
political  arguments  for  associating  at  least 
some  of  those  countries,  in  the  best  way 
possible,  with  the  GATT,  and  devices  have 
been  used  to  try  to  evolve  some  equality  of 
treatment.  Those  devices  have  worked  both 
ways.  Many  of  the  industrial  countries  do 
have  quotas  which  are  sometimes  des- 
cribed as  illegal,  on  imports  from  East 
Europe  and  some  countries,  including  our- 
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selves,  have  a number  of  voluntary  restraint 
arrangements  with  those  countries.  They  do 
get  MFN  tariff  treatment  and  sometimes 
GSP  treatment.  On  the  other  hand  it  is  very 
difficult  just  to  leave  them  with  theoretical 
obligations  on  tariffs,  which  are  probably 
not  very  important,  or  on  government 
procurement  where  the  GATT  has  not  been 
particularly  well  developed,  so  the  device 
which  has  been  used  is  to  invite  those 
countries,  or  ask  them  as  part  of  the  deal,  to 
increase  their  imports  from  western  coun- 
tries by  a certain  percentage.  1 do  not 
say  it  has  worked  very  well  but  that  sort  of 
deal  has  been  struck.  I agree  with  the  central 
point  of  the  question.  GATT  is  not  designed 
to  attack  the  problem  of  state  trading 
countries  and  if  they  were  more  important, 
and  they  are  not  very  significant  in  our 
international  trade,  or  if  larger  state  trading 
countries  sought  to  join  GATT  rather 
larger  problems  could  arise. 

Mr  McNally 

206.  Could  I come  back  to  this  problem 
of  the  definition  of  developing  countries? 
Surely  an  increasing  problem  for  us  is  that 
perhaps  basically  subsistence  economies 
increasingly  find  perhaps  one  or  two 
sophisticated  industries  — sophisticated  as 
in  the  developed  world.  Do  you  think  that 
the  GATT  can  handle  this  problem  or  is  it 
not  basically  a weakness  that  the  real  threat 
to  the  industrialised  world  is  going  to  come 
not  from  general  industrialisation  of  the 
developing  world  but  of  particular  countries 
coming  forward  with  a specialisation  which 
is  as  big  a threat  to  any  industrialised 
competitor? 

(Mr  Gray.)  I agree  with  the  general 
thrust  of  what  you  are  saying.  I suppose  20 
years  ago  Japan  looked  like  South  Korea. 
I think  Japan,  being  Japan,  is  a colossus, 
not  only  in  terms  of  numbers  of  people  but 
in  terms  of  sheer  technological  inventiveness 
and  skill;  she  is  a colossus.  The  GATT  of 
the  1980s  has  got  to  deal  with  the  problem 
you  are  talking  about.  You  have  picked  a 
problem  which  is  really  a matter  of 
speculation,  it  is  not  a matter  of  fact.  The 
quantity  of  imports,  even  allowing  for  the 
restraints  we  have  from  those  newly 
industrialised  countries,  is  relatively  small, 
but  as  you  point  out  has  been  concentrated 
notably  in  textiles  where  the  GATT  has  had 
to  deal  with  that  through,  once  again,  the 
Multi-Fibre  Arrangements.  There  have 
been  pressures  to  create  some  sort  of 
arrangement  like  that  on  footwear  but 
those  pressures  so  far  have  not  fructified. 


We  do  have  some  restraints  on  imports  of 
footwear  — we  have  quotas  on  Taiwan  and 
voluntary  restraint  on  South  Korea.  The 
GATT  therefore  does  permit  some  way  o[ 
handling  this  problem.  That  vehicle  already 
exists  under  Article  XIX  of  the  GATT  but 
we  have  been  arguing,  as  I think  is  fairly 
well  known,  that  Article  XIX  ought  to  be 
recognised  and  developed  rather  more  than 
it  has  as  being  capable  of  being  used  in  a 
selective  way.  That  is  to  say  if  you  have  a 
sudden  surge  of  imports  you  can  deal  with 
that  surge  and  moderate  it  without  inter- 
rupting the  whole  flow  of  trade  in  the  same 
goods  from  other  countries.  Unfortunately 
this  interpretation  which  we  had,  and  some 
other  countries  had,  has  not  been  univer- 
sally applauded  by  the  developing  world 
and  particularly  not  by  those  countries  who 
hope  to  specialise  and  develop  their  exports 
in  particular  lines.  That  is  a problem  which 
we  arc  seeking  to  deal  with,  whether  we 
have  a new  safeguards  code  or  not.  I do  not 
think,  if  1 could  say  so,  it  is  of  vital  impor- 
tance because  some  of  the  worst  problems 
have  already  been  contained  by  the  vehicle 
of  voluntary  arrangements  of  one  kind  or 
another.  On  the  second  point  (while  Taiwan 
is  not  a member  of  GATT  South  Korea  is) 
graduation  is  relevant.  The  recognition  in 
the  MTN  statement  that  those  countries 
ought  to  come  into  the  system  progressively 
is  important.  When  the  Secretary  of  Stale 
was  out  in  Korea  he  made  this  point,  and 
we  made  the  point  to  the  Koreans  and 
certainly  heavy  bilateral  pressures  are  being 
and  will  be  brought  on  those  countries  to 
moderate  the  worst  of  their  restrictive 
systems.  1 think  GATT  is  helpful  on  that. 

(Chairman.)  1 propose  we  turn  our 
attention  to  your  paper  M23  — the  Brussels 
Dimension. 

Mr  Kerr 

207.  On  what  issues  has  the  Commission 
currently  consulted  other  Member  States? 

(Mr  Gray.)  US  synthetic  textiles  would 
be  one.  The  next  is  textiles,  textiles  and 
textiles  constantly.  A third  one  is  the 
treatment  of  east-west  trade,  the  kind  of 
agreements  the  GATT  should  make  with 
Hungary  and  thru  sort  of  thing.  Also  the 
whole  handling  of  the  problem  which  has 
already  come  up  here  more  than  once  in  this 
morning’s  session,  the  whole  question  of  the 
relationship  with  the  developing  world, 
bringing  them  into  GATT,  how  we  handle 
the  major  developments,  particularly  is 
Asiatic  competitiveness.  Those  are  four 
good  things  that  take  a lot  of  time. 
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Mr  Mikardo 

208.  Is  anything  being  done  about  the 
effect  of  the  Federal  Republic  of  Germany 
trading  with  the  Democratic  Republic  as  an 
internal  market  and  therefore  ducking  out 
of  the  international  trade  obligations  in 
relation  to  it,  so  that  the  Federal  Republic 
is  in  a much  better  position  than  the  other 
eight  countries,  or  indeed  anyone  else?  This 
is  not  only  in  respect  of  their  trade  with  the 
other  part  of  Germany  but  in  respect  of 
trade  with  other  Comccon  countries 
through  East  Germany.  Is  anything  being 
done  about  this? 

(Mr  Gray.)  Nothing  is  being  done  about 
the  special  and  sensitive  problems  of  the 
relationship  between  the  Federal  Republic 
and  the  Democratic  Republic;  it  is  a 
delicate  problem.1  We  ourselves  are  a bit 
worried,  yes,  about  some  aspects  of  that 
trade  — I think  it  has  probably  arisen  most 
on  things  like  suits  from  East  Germany  and 
once  again  on  textiles.  We  arc  looking  and 
have  been  looking  at  some  of  those 
problems.  I think  they  have  been  made  to 
be  perhaps  larger  than  they  are  but  I think 
there  is  a problem  here. 

209.  I know  we  are  not  on  this  point 
this  morning  but  it  has  affected  our  export 
trade  to  East  Europe. 

(Mr  Gray.)  No  doubt. 

Mr  Kerr 

210.  Is  not  the  implication  of  Mr 
Mikardo’s  question  very  serious  indeed? 
If  in  fact  there  is  this  major  leakage  — if  I 
can  use  that  word  — in  regard  to  our  trade 
arrangements  with  this  whole  block  of 
countries,  not  just  with  West  Germany  or 
East  Germany,  this  could  be  very  serious 
and  should  it  not  therefore  be  a matter  of 
major  concern  to  you  and  your  colleagues 
in  the  Department  ? 

(Mr  Gray.)  1 will  not  accept,  if  I may, 
the  words  “major  leakage”.  1 think  there 
is  a leakage  here  and  it  is  one  which  has 
been  mentioned  a great  deal  to  us.  We  have 

1 Nolo  by  witness:  Bust  Gcrmim  goods  enter  the  Federal 
German  Republic  freely,  and,  so  long  us  they  rcmiiin 
within  the  Fcdcrul  Republic,  arc  treated  as  domestic 
products.  However,  any  such  goods  which  urc  re-exported, 
whether  to  other  Community  countries  or  elsewhere,  lose 
this  treatment  ut  the  point  of  re-export,  and  at  that  point 
sre  ohl'U«d  to  pay  the  Community  common  cxlcrnnl 
larifT.  ir goods  from  other  Eastern  hfoc  countries  entered 
West  Germany  under  this  provision,  purporting  to  be  or 
E«st  German  origin,  n fraud  on  the  rules  of  origin  would 
nave  been  committed.  This  obligation  Is  enforced,  und  the 
duty  charged,  by  the  FRG  authorities.  East  German 
goods,  therefore,  muy  move  front  West  Germany  into 
0(her  Community  countries:  but  they  do  so  on  exactly  the 
same  basis  ns  would  imports  from  uny  other  non- 
community country — i.e.  they  will  have  paid  the  Com- 
mumly  tarflT. 


in  fact  just  started  a study  of  what  is 
involved  in  this  operation  — theoretically 
our  system  ought,  subject  to  one  point,  to 
pick  up  any  leakage.  I do  want  myself  to 
have  a look  at  how  vigorously,  shall  I put 
it,  the  various  documents  that  are  declared 
are  scrutinised.  I think  one  thing  I must 
consider  — although  it  is  a bit  early,  it  is 
not  Government  policy  — is  whether  we 
ought  to  make  a rather  more  detailed  check. 

I do  not  think  it  is  major,  I think  it  could 
become  more  important  and  I think  it  is 
important  that  we,  in  the  Department,  do 
studies  to  make  sure  it  is  checked  as  far  as 
we  can.  The  other  thing  that  I think  is  a bit 
more  difficult  — and  it  is  best  to  be  frank 
with  the  Committee  — is  that  if  people  do 
make  false  declarations,  there  is  no  way 
that  we  in  the  Civil  Service  can  walk  around 
saying  “That’s  false”.  It  is  rather  like  your 
tax  return;  you  have  to  have  some  infor- 
mation, and  you  have  to  make  a very 
careful  sample  check.  However,  sheer  mis- 
descriptions of  where  goods  come  from  are 
much  more  difficult  to  deal  with. 

211.  I accept  that,  but  it  is  more  the 
overall  problem  that  concerns  me  (and,  I am 
sure,  Mr  Mikardo  too),  that  there  is  a 
device  being  employed  here  on  a very  wide- 
spread scale,  which  not  only  appears  to  be 
giving  a preferential  situation  to  West 
Germany  vis-a-vis  East  Germany  (which 
you  could  argue  is  understandable,  since 
they  were  formerly  the  same  country),  but 
also  is  providing  a gateway  into  a very 
much  wider  market  starting  with  the 
Comecon  countries,  and  I am  sure  not 
ending  there.  I would  have  thought  that 
certainly  those  considerations  should  be 
exercising  the  mind  of  the  Minister  or  the 
Department? 

(Mr  Gray.)  As  I have  said,  they  are 
indeed  exercising  them. 

Mr  Mikardo 

212.  But  this  has  been  going  on  for 
more  than  20 years,  has  it  not? 

(Mr  Gray.)  Yes. 

2 1 3.  The  Department  cannot  say  that  it 
did  not  know  about  this,  because  chambers 
of  commerce,  trade  associations  and  other 
organisations,  and  individual  companies 
who  have  been  affected,  have  been  saying 
this  to  the  Department  for  more  than  20 
years.  Is  not  this  concern  a bit  belated? 

(Mr  Gray.)  No,  1 do  not  think  so.  I am 
sure  it  has  been  mentioned  for  20  years,  but 
1 think  it  is  really  only  since  the  rather 
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savage  controls  on  imports  (I  am  talking 
about  imports  particularly)  of  a range  of 
textiles  was  imposed  at  the  end  of  1 977  that 
the  real  incentive  to  see  if  some  evasion 
could  be  found  through  that  route  has  been 
created.  So  although  Mr  Mikardo  may  be 
right  in  saying  that  it  has  been  around  for 
20  years,  we  have  really  only  been  getting 
loud  and  clear  messages  on  particular 
problems,  I would  say,  for  about  the  last 
6 months,  or  perhaps  a little  more. 

Mr  Thompson 

214.  When  you  were  asked  about 
current  consulations,  you  said  “US  syn- 
thetic textiles,  and  textiles  and  textiles  and 
textiles  and  textiles”.  If  I asked  you  indivi- 
dually about  each  one,  you  would  say  “It’s 
not  a very  large  problem,  it’s  only  a small 
point,  and  you  can  draw  a small  dimension 
to  it”.  However,  surely  the  fact  that  you 
said  “textiles”  four  times  means  that  those 
four  little  leaks  must  lead  to  a major  flood? 

( Mr  Gray.)  I know  this  is  often  said,  and 
I know  the  textile  industry  say  it.  They  have 
some  points,  of  course.  I would  like  to  talk 
about  this,  if  I may,  because  it  is  so  peren- 
nial. We  must  all  remember  that  our 
imports  of  textiles  are  such  — and  I am 
going  to  use  value  figures,  very  rough  ones 
— that  about  two-thirds  of  our  imports  of 
textiles  come  from  the  developed  world. 
Apart  from  our  recent  heroic  action  against 
the  United  States,  we  have  really  no  controls 
on  imports  from  the  developed  world, 
except  the  odd  anti-dumping  duty,  and 
that  kind  of  thing.  With  the  developing 
world  we  have  a much  intensified  system 
of  control,  introduced  at  the  end  of  1977, 
through  the  Community.  At  the  end  of 
1977  the  Government,  the  Department  and 
the  Commission  all  thought  that  they  had 
got  almost  a brick  wall  round  the  develop- 
ing world,  or  at  any  rate  there  were  certain 
elements  of  that  thinking  (certainly  the 
textile  industry  believed  that).  It  definitely 
had  got  itself  a much  bettei  deal.  It  had  got 
very  large  cut-backs  on  imports  from  Hong 
Kong  and  some  other  places.  It  had  got  a 
system  of  control  whereby,  instead  of 
having  50  basic  quotas  or  50  basic  headings, 
it  had  over  120.  It  had  nearly  30  bilateral 
agreements  with  what  we  call  the  MFA 
countries.  It  had  a thing  called  the  “basket 
extractor"  which  was  such  that,  if  any 
imports  from  any  country  where  there  was 
not  a quota  were  to  rise  beyond  a certain 
trigger  point,  action  would  be  taken. 


Mr  Maxwell-Hyslop 

215.  On  that  point,  what  happened  on 

polyester  cloth  which  surely  must  fall  into 
that  category  from  America,  as  opposed  to 
polyester  yarn? 

(Mr  Gray.)  You  have  asked  me  a 
question  which  is  different  from  the  subject 
I am  dealing  with  at  the  moment,  but  arc 
you  asking  me  why  we  did  not  cover 
polyester  cloth? 

216.  Yes. 

(Mr  Gray .)  We  did  not  cover  it,  because 
the  import  penetration  was  not  high  enough 
to  justify  an  injury  finding.  If  I could  go 
back  to  what  I was  saying,  the  small  leaks 
which  sometimes  arc  liable  to  add  up  to  a 
flood,  that  occurred  on  the  1977  settlement, 
were  really  as  follows.  First  of  all,  the 
indicative  figures  for  the  Mediterranean 
countries  have  been  exceeded.  This  could, 
and  should,  have  been  foreseen  and  made 
clear,  frankly.  However,  wc  have  had  to 
negotiate  a series  of  agreements  subsequent 
to  1977,  with  countries  like  Cyprus  and 
Malta,  to  put  voluntary  arrangements  of 
one  kind  or  another  on  them,  it  being 
remembered  that  they  have  special  arrange- 
ments (that  is,  contractual  arrangements) 
with  the  Community.  So  yes,  the  imports 
in  the  Mediterranean  countries  have  gone 
above  the  levels  foreseen.  On  the  other 
hand,  although  they  are  a significant 
volume  of  imports  the  actual  effect  on  the 
global  ceilings  (as  we  call  them)  is  such  that, 
as  regards  the  indicative  figures,  the  worst 
excess  is  probably  less  than  6 per  cent,  and 
for  the  most  part  the  excesses  are  only 
about  1 or  perhaps  2 per  cent.  So  basically, 
although  some  of  the  figures  look  very  large 
(we  have  also  got  the  problem  of  Spain, 
Greece  and  Portugal),  the  excess  is  not  such 
as  to  drive  a coach  and  horses  through  the 
system.  Then  wc  have  the  basket  extractor 
which,  let  us  be  frank  about  it,  never 
operated  exactly  as  a piece  of  arithmetic, 
because  neither  the  Commission  — perhaps 
not  even  ourselves  — felt  that  if  the  arith- 
metic said  that  you  had  got  to  put  a quota 
of  ten  shirts  on  somebody,  it  could  work  out 
that  way,  and  that  was  a sensible  thing  to  do. 
It  is  true  that  normally,  before  the  Com- 
mission has  been  prepared  to  use  the  basket 
extractor,  some  excess  over  the  notional 
level  has  occurred,  there  is  no  question  on 
that.  I was  just  asking  about  this  this 
morning.  We  have  had  nearly  thirty  basket 
extractor  cases  since  the  present  Govern- 
ment came  in,  let  alone  what  happened 
under  the  last  Government.  However,  the 
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basket  extractor  is  not  operated  as  it  should 
be  and  you  could  always  get  more.  The 
third  problem  is  what  is  called  Article  115. 

If  you  do  not  mind,  1 would  like  to  go 
through  this,  as  it  is  rather  important.  Here 
again,  the  Commission  has  not  always, 
where  we  have  a quota,  authorised  us  to 
stop  imports  through  another  Community 
country  as  quickly  as  the  textile  industry 
would  want.  That  is  a fact.  The  point  I want 
to  make  is  that  substantially  those  MFA 
bilatcrals  are  intact;  and  that  even  if  you 
add  up  these  leaks  — the  Mediterraneans, 
the  Article  1 1 5,  the  basket  extractor  — the 
actual  levels  and  the  detail  of  quota  arc  still 
very  close  to  the  kind  of  fix  given  at  the  end 
of  1977,  allowing  for  the  growth.  The 
operation  is  a pretty  successful  one.  It  is  a 
system  of  total  control  almost  against  a 
whole  system  of  developing  countries,  and 
its  success  from  the  point  of  view  of  the 
industry  is  not  always  significantly  acknow- 
ledged. Certainly  we  have  worked  from  that 
in  the  Department  to  fulfil  what  we  under- 
took to  do. 

Mr  Kerr 

217.  Can  I direct  your  attention  now  to 
three  or  four  whal  we  call  in  the  Com- 
mittee “quickies”  — items  where  we  want 
a short  sharp  answer.  What  informal  com- 
mittees have  recently  been  set  up  as  far  as 
the  Commission  is  concerned  ? 

( Mr  Gray.)  Informal  committees  ? 

218.  Informal  committees.  Under  the 
consultative  process  ? 

(Mr  Gray.)  I am  not  sure  it  was  an 
informal  committee  — one  which  was  set 
up  two  or  three  weeks  ago  was  one  to 
examine  our  case  on  US  synthetic  textiles; 
that  is  an  ad  hoc  committee. 

219.  Any  others  that  come  to  mind? 

(Mr  Gray.)  I cannot  think  or  any  new 

ones.  There  are  committees  which  meet 
regularly,  anti-dumping,  GSP  textiles,  steel, 
the  steel  liaison  committee  and  so  on. 

220.  The  “113  Committee”  consists  of 
Directors  General  of  Trade  Policy  from 
the  Member  States.  Who  is  the  British 
Director  General  ? 

(Mr  Gray.)  I am  sorry  about  that.  I am. 

It  is  a term  of  art  used  in  Europe  and  my 
own  colleagues  were  as  astonished  to  know 
that  I am  a Director  General.  I am  not,  it 
is  a European  word  for  my  equivalents. 

221.  How  do  issues  get  on  the  agenda 
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of  this  ‘113  Committee”? 

(Mr  Gray.)  In  practice  the  Commission 
and  the  Presidency  get  together  and  supply 
art  agenda.  In  practice  what  needs  to  be 
discussed  is  well  known  by  the  Commission 
and  the  Presidency  and  if  we  want  some- 
thing added  to  the  agenda,  which  we  usually 
gel  a week  before,  we  add  it.  Very  often 
what  we  want  covered  is  there  because  of 
the  informal  relationship  we  have  with  the 
Commission. 

222.  What  are  the  particular  issues  on 
GATT  on  which  it  is  currently  con- 
centrating? 

( Mr  Gray.)  On  GATT  ? 

223.  Yes. 

( Mr  Gray.)  I think  two  things.  First,  the 
handling  of  the  developing  countries  — 
how  we  can  induce  rather  more  of  them  to 
come  into  the  system,  signing  the  codes  and 
we  have  had  a number  of  signatories 
recently.  The  whole  relationship  with  the 
developing  countries  and  their  involvement 
with  the  system.  Secondly,  really  getting  the 
new  GATT  and  the  new  codes  and  com- 
mittees set  up  and  working  out  the  thing 
properly.  Those  are  the  two  fundamental 
points. 

Mr  Cockeram 

224.  Could  you  tell  us  which  countries 
have  recently  signed  an  agreement  with 
GATT  which  formerly  were  outside  ? 

(Mr  Gray.)  The  developing  countries 
which  have  signed  MTN  agreements  are 
the  Argentine,  Brazil,  Chile,  Hungary  — I 
cannot  think  of  any  more. 

225.  Did  they  come  in  as  a result  of 
your  pressure  to  bring  them  in  or  their 
desire  to  join  the  club  7 

(Mr  Gray.)  I do  not  think  there  is  any 
doubt  in  some  cases  some  developing 
countries  are  going  to  come  into  the  GATT 
because  of  pressure  put  upon  them,  not 
only  by  the  Community  but  by  the  United 
States.  1 do  not  mean  we  are  saying,  “Come 
in  or  else”,  I think  they  themselves  recog- 
nise that  their  participation  is  in  their 
interests  because  it  is  in  their  interests  if 
they  arc  seen  to  be  involved  and  if  we  are 
not  in  that  position  and  have  to  say  they 
have  no  involvement  it  is  unfair. 

Chairman 

226.  What  are  the  particular  issues  on 
east-west  relations  which  the  Committee  is 
currently  considering  ? 
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(Mr  Gray.)  One  is  Poland’s  economic 
difficulties  and  the  obligation  that  she  took 
to  increase  her  imports  by  a certain  pro- 
portion and  I think  the  Poles  have  some 
problems,  which  I would  rather  not  elabor- 
ate on.  Secondly,  the  terms  on  which  some 
of  these  countries  might  accede  to  the 
GATT;  that  is  a current  issue.  I would  not 
want  to  say  it  takes  up  an  enormous  amount 
of  time  but  it  is  there. 

Mr  Mikardo 

227.  Is  the  growth  of  pressure  from 
East  European  countries  for  countervailing 
purchases  and  buy-back  agreements  and 
that  sort  of  thing  an  issue  within  the  frame- 
work of  what  you  have  just  been  describing? 

(Mr  Gray.)  Not  particularly,  it  is  an 
issue.  I do  not  deal  with  it.  The  buy-back 
problem  does  concern  the  British  rather 
more  than  some  other  countries,  or  worried 
us  more.  1 do  not  think,  as  far  as  I know,  it 
has  been  the  subject  of  anything  more  than 
passing  discussions  in  the  Community.  I 
may  be  wrong  on  that. 

Mr  Kerr 

228.  The  “Article  113  Committee 
(Deputies)"  operates  at  a lower  level. 
Again,  who  are  the  UK  representatives  ? 

( Mr  Gray.)  Who  are  they  ? 

229.  Yes. 

(Mr  Gray.)  Our  chief  deputy  is  a man 
named  Mr  Meadway  who  is  here  with  us. 

Chairman 

230.  How  low  is  the  level  ? 

(Mr  Gray.)  It  is  as  high  as  assistant 
secretary. 

231.  Does  the  special  committee  dealing 
with  clothing  and  textiles  respond  to 
individual  industry  complaints?  Can  you 
tell  us  how  it  does  operate?  Does  it  merely 
check  that  already  agreed  arrangements  are 
enforced?  If  that  be  the  case  how  does  it 
monitor  existing  arrangements?  1 have  to 
tell  you  before  you  answer  that  I have  a 
number  of  constituents  who  are  members 
of  the  wholesale  clothing  industry  and  they 
do  not  think  much  about  Brussels,  the 
Department  of  Trade  or  anyone. 

(Mr  Gray.)  The  way  it  works  is  this:  the 
industries,  whether  they  are  wholesalers  or 
retailers  or  manufacturers,  do  not  hesitate 
to  express  their  dissatisfaction  with  every- 
thing that  we  do  and  would  almost  believe 
we  are  incompetent.  In  fact  we  have, 
in  the  Department  of  Industry,  a textiles 


division  which,  in  collaboration  with  the 
statistics  part  of  the  Department  of  Trade 
monitors  the  whole  of  imports  and  the 
use  of  import  licensing.  So  that  on  actual 
levels  on  the  basket  extractor  cases  on 
Article  1 15  and  on  any  other  problem,  like 
East  German  suits,  that  is  put  to  us’  our 
Department  of  Industry  discusses  the  thing 
fully  with  the  industry  committees  and  very 
often  the  industry  comes  to  the  Department 
of  Trade  as  well;  that  is  perhaps  on  major 
matters.  Our  delegates  to  the  textile 
committee,  who  do  not  include  Mr 
Meadway,  then  take  those  mailers  up.  They 
are  taken  up,  there  is  no  doubt  they  are 
taken  up.  The  dissatisfaction  — I am  ncu 
going  to  repeat  myself  — is  about  the  three 
or  four  areas  that  I have  mentioned,  the 
Mediterraneans,  the  basket  extractor  and 
Article  115,  and  this  comes  I think  from, 
sometimes,  the  fact  that  we  do  not  auto- 
matically do  a basket  extractor,  sometimes 
Article  115  is  difficult  to  use  or  the  excess  is 
not  enough.  The  second  point  is  that 
discussions  about  outward  processing, 
where  we  have  taken  a firm  line,  and  that 
kind  of  thing  is  also  dealt  with  in  the  textile 
committee.  In  short  1 do  not  accept  those 
who  do  not  think  much  of  the  Department 
of  Trade  or  Industry  are  justified.  I am  not 
being  a defensive  civil  servant,  I think  we 
have  covered  the  operation  adequately 
given  the  lack  of  complete  arithmetic  and 
automaticity.  1 think  those  things  have  been 
exaggerated  by  the  textile  industry  includ- 
ing, I suspect,  your  own  constituents, 
Chairman. 

232.  Who  always  complain  they  are 
sent  away  to  provide  more  information  and 
the  more  information  they  supply  the 
quicker  they  arc  sent  away  to  get  some 
more. 

( Mr  Gray.)  That  is  not  true  on  basket 
extractor  and  the  kind  of  things  1 am 
talking  about  because  the  information 
comes  csscntiully  from  the  Government 
itself.  Sometimes  the  industry  picks  up 
what  is  a large  import  from  this  or  that 
place.  The  areas  I have  in  mind  are  where 
we  arc  told  Romanian  suits  are  coming  in 
described  as  German  where,  I am  afraid, 
the  Department  docs  sometimes  say  If  you 
are  so  sure  of  this  can  you  give  us  some 
information  ? We  have  been  a bit  short  or 
that  information. 

Mr  Mikardo 

233.  It  is  not  altogether  surprising  that 
companies  are  critical  of  the  Department 
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and  it  is  even  less  surprising  that  the 
Department  is  satisfied  with  its  own 
performance,  or  at  least  rejects  criticism  as 
being  unfair.  I ani  bound  to  say  1 nearly 
leapt  out  of  my  seat  when  I read  the 
confession  by  the  Department  that  the 
anti-dumping  procedures  arc  moving  faster 
and  more  effectively  now  they  are  being 
handled  in  Brussels  than  in  I,  Victoria 
Street.  Over  the  years  I have  known  all  sorts 
of  people,  companies,  groups  of  companies 
and  trading  associations  coming  away,  like 
the  Chairman’s  constituents,  and  saying 
"Those  chaps  are  dragging  their  feet”  either 
through  inertia  or  enmity,  and  wc  were  told 
there  was  no  justification  for  this  criticism. 
Now  we  have  proof  of  the  pudding  in  the 
eating.  If  that  highly-condemned  bureau- 
cracy in  Brussels  can  move  faster  than  the 
Department  of  Trade  in  this  matter,  does  it 
not  give  one  some  cause  for  thought  ? 

(Mr  Gray.)  First  of  all,  of  course  l am 
not  satisfied  with  the  Department’s  per- 
formance, and  I have  acknowledged  that  we 
want  to  have  a further  look  at  the  East 
German  suits  problem.  What  I did  say  was 
that  the  Department’s  performance  on 
textiles  was  not  anything  like  as  bad,  or  the 
excesses  were  not  anything  like  as  great,  as 
we  were  sometimes  led  to  suppose.  That  is 
all  I claimed.  On  anti-dumping,  we  put  in  a 
separate  paper  on  that.  I am  going  to  make 
two  points,  if  I may.  First  of  all,  it  is 
statistically  true  that  the  Commission  are 
getting  through  cases  rather  more  quickly 
than  we  did.  We  have  given  some  figures  on 
that,  because  we  thought  the  Committee 
would  like  to  know  that.  Partly,  of  course, 
the  average  time  you  take  depends  on  the 
kind  of  cases  you  have  got;  some  are  much 
more  complicated  than  others.  For  what  it 
is  worth,  and  because  people  say  that  the 
Commission  is  a bureaucracy  and  is  very 
slow,  wesimply  pointed  out  that  on  average, 
and  on  the  cases  it  has  had,  it  has  been  a 
little  bit  quicker.  The  second  reason  why  it 
has  been  quicker  or  has  speeded  up  a bit  is 
that  we  asked  it  to  do  so.  Successive 
ministers  of  both  Governments  have  had 
full  discussions  with  the  Commissioners 
concerned,  as  a result  of  which  the  Com- 
mission have  speeded  up  their  procedures 
and  tried  to  make  them  more  intelligible, 
and  we  have  even  lent  them  a couple  of  our 
experts. 

Mr  Thompson 

234.  Sir  Donald's  constituents  and  mine 
— and,  1 think,  you  — all  say  that  the 
troubles  in  the  textile  industry  have 


developed  since  the  middle  of  last  year,  or 
have  become  more  acute  since  the  middle 
of  last  year.  Did  I hear  you  say  that  ? 

(Mr  Gray.)  I said  that  the  complaints 
about  East  Germany  and  Eastern  Europe 
had  become  more  noticeable.  However,  I 
would  say  that  the  problems  of  the  textile 
industry  have  become  rather  more  difficult 
anyway  since  the  middle  of  last  year,  not,  I 
think,  principally  because  of  any  alteration 
or  leakage  in  our  import  control,  but  for 
much  wider  reasons  which  1 think  arc  pretty 
well  understood,  and  which  affect  many 
industries  in  this  country. 

Mr  Cockeram 

235.  Could  the  greater  success  of 
Brussels  in  handling  these  matters,  and  the 
greater  speed  with  which  they  handle  them, 
be  due  in  any  way  to  the  fact  that  Brussels 
might  be  deemed  to  carry  more  “clout” 
than  we  do,  since  it  speaks  for  nine 
countries  rather  than  one?  In  that  respect, 
secondly,  could  it  be  said  that  perhaps  in 
negotiating  with  GATT,  or  within  GATT, 
we  are  now  better  off  than  before  we  were 
in  the  Community,  or  would  you  think  that 
that  is  not  correct? 

(Mr  Gray.)  I think  that  certainly  the 
United  Kingdom  is  better  off  in  the 
Community,  from  the  point  of  view  of 
general  commercial  policy  “clout”,  than  it 
would  be  outside  it.  Our  importance  in 
world  trade,  for  reasons  that  are  well 
known,  is  much  less.  I doubt  very  much 
whether  the  Multi-Fibre  Arrangement 
would  have  been  negotiated  and  renegotia- 
ted on  such  favourable  terms  for  us,  if  we 
had  not  had  the  full  backing  of  the  Com- 
munity. I also  think  the  Community’s 
policy  might  have  been  rather  different  if 
wc  had  not  been  in.  In  other  words,  we  have 
a very  big  influence,  particularly  on  the 
Mult-Fibre  Arrangement  with  France,  on 
the  final  Community  position.  I do  not 
doubt  that  we  shall  have  a very  big 
influence  — though  not  such  a big  influence 
— on  the  future  of  that  arrangement.  On 
anti-dumping,  I do  not  think  I would 
make  that  claim.  1 do  not  think  that  too 
much  should  be  made  of  the  fact  that 
wc  ourselves  have  said  that  the  Commis- 
sion is  a bit  quicker.  I only  did  these 
average  figures  to  bring  out  the  fact 
that  at  any  rate  there  is  not  much  difference. 
I am  not  going  back  on  it;  1 am  just  saying 
that  there  is  not  much  difference,  whereas 
the  conventional  wisdom  is  that  nothing 
much  ever  happens.  In  the  Commission, 
or  the  United  Kingdom,  or  the  United 
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States,  anti-dumping  cases  do  take  a long 
time.  It  is  the  curious  nature  of  the  animal, 
but  that  is  the  fact.  One  is  always  talking 
about  a period  of  months,  and  sometimes 
longer. 

Mr  McNally 

236.  You  will  have  gathered  that  the 
textile  industry  is  quite  well  represented 
round  this  table.  One  criticism  is  that  you 
are  being  over-coy  about  what  you  want  to 
follow  the  MFA,  and  that  is  causing 
unnecessary  uncertainty  within  the  indus- 
try. Would  you  say  that  that  is  a fair 
comment? 

(Mr  Gray.)  Yes,  I can  see  — and  I do  see 
— that  a modern  industry  which  is  making 
its  plans  over  a long  period  and  does  not 
invest  today  for  tomorrow,  does  need,  and 
reasonably  claims  that  it  needs,  to  know 
what  is  going  to  happen  after  1982.  The 
Secretary  of  State  has  said  already  that 
there  will  have  to  be  an  orderly  system  (1 
think  those  were  the  words  he  used).  One 
way  or  another,  I do  think  there  will  be 
a Multi-Fibre  Arrangement  and  some 
bilateral  agreements  underneath  it.  What 
more  can  one  say  on  that  ? First  of  all,  it 
will  not  be  until  later  this  year  that  inter- 
national discussions  start  in  the  GATT  on 
the  future  of  the  Multi-Fibre  Arrangement. 
If  it  were  just  a question  of  the  British 
Government  announcing  what  sort  of 
Multi-Fibre  Arrangement  and  bilateral 
agreements  it  wanted,  or  would  get,  there 
would  be  no  problem.  Unfortunately,  things 
do  have  to  be  negotiated  not  only  inside  the 
Community  (where  there  would  certainly 
be  different  nuances),  but  secondly  with  the 
developing  world.  A further  and  very 
important  development  in  all  this  would  be 
what  is  going  to  be  the  position  of  the 
United  States.  So  that  I myself  doubt 
whether  one  can  give  a firm  assurance  on 
this.  Bearing  in  mind  that  the  bilaterals 
have  still  got  3 years  to  run — 1980,  1981 
and  1982  — while  I can  see  that  the  indus- 
try does  want  to  know  where  it  stands,  and 
while  I would  say  that  I would  be  very 
surprised  if,  in  the  event,  the  kind  of 
system  we  have  got  was  very  greatly 
altered,  it  is  very  difficult  for  any  Govern- 
ment, with  the  best  will  in  the  world,  to  give 
a very  clear,  specific  and  firm  assurance  on 
exactly  what  will  happen  after  1982.  That  is 
a fair  and  honest  answer,  and  it  is  the  most 
fair  and  honest  answer  I can  give  to  your 
question. 


Mr  Kert- 

237.  In  their  22nd  Report  the  European 
Communities  Committee  in  the  Houseof 
Lords  said  that  it  was  important  to  realist 
that  the  GSP  quotas,  even  if  fully  taken  un 
would  only  cover  about  5 per  cent  of  totai 
imports  into  the  Community.  Between  1974 

and  1978  the  quotas  were  never  taken  up  bv 

more  than  two-thirds  of  this.  The  GSP 
scheme  is  complex.  Do  you  think  that  it  is 
over-complex  in  relation  to  its  overall 
importance? 

(Mr  Gray.)  1 would  like  to  ask  Mr 
Abramson  to  deal  with  that,  as  he  is  rather 
a specialist  on  that. 

(Mr  Abramson.)  Perhaps  1 could  deal 
first  with  the  question  of  take-up.  There  is 
a big  difference,  as  regards  take-up, 
between  the  position  of  the  majority  of  the 
developing  countries  with  virtually  no 
industrial  base  on  the  one  hand,  and,  or.  the 
other,  the  few  developing  countries  who 
have  established  important  industrial  export 
industries.  As  far  as  the  first  group  is 
concerned  they  have  not  made  much  use  of 
the  advantages  open  to  them  under  the 
GSP  because  they  do  not,  at  the  moment, 
have  the  export  industries  to  take  thst 
advantage.  One  purpose  of  the  GSP  is  to 
help  them  to  build  up  those  industries  but 
that  is  going  to  take  a long  time.  As  far  as 
the  second  group  is  concerned,  that  is  the 
countries  which  are  already  heavily  indus- 
trialised on  many  products,  many  of  their 
exports  in  any  one  year  rapidly  hit  the  limits 
for  which  preferential  access  is  allowed 
under  the  GSPs  so  that  the  majority  of  their 
trade  in  fact  takes  place  outside  the  GSP, 
that  is  past  the  tariff.  On  the  question  of 
complexity,  yes,  we  would  very  much  agree 
with  the  criticism  of  the  scheme  as  being  too 
complex;  it  is  a highly  involved  and 
complicated  scheme.  The  Community 
scheme  started  out  when  it  was  first 
instituted  as  something  fairly  complicated 
but  in  the  course  of  trying  to  introduce  new 
policy  objectives  into  it  it  has  become  more 
and  more  complicated  every  lime.  One  ot 
the  things  wo  hope  will  come  out  of  the 
review  of  the  schemes  to  operate  from  the 
beginning  of  next  year  is  that  something  a 
good  deal  simpler  will  be  established  in 
place  of  the  present  arrangements.  We  are 
also  looking  for  one  or  two  other  things, 
for  example  — to  go  back  to  the  first  point 
about  take  up  — we  would  like  to  see  the 
scheme  made  more  attractive  for  the 
ordinary  developing  country  so  that  it  is  in 
fact  able  to  lake  up  more.  We  would  also 
like  to  see  a progressive  tightening  up  of  the 
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arrangements  against  what  are  in  the  GSP 
context  called  the  super-competitive  coun- 
tries or  the  newly  industrialised  countries. 

238.  When  you  say  “made  more  attrac- 
tive” you  mean  in  terms  of  terms  and 
conditions  and  the  general  rules  of  the 
game?  Is  that  what  you  had  in  mind? 

(Mr  Abramson.)  In  the  main  just  made 
simpler,  because  one  of  the  problems  at  the 
moment  is  that  it  is  such  a complicated 
scheme  that  a lot  of  the  exporters  in  those 
countries  do  not  know  how  to  operate 
under  it. 

239.  Having  coped  with  the  Brussels 
dimension  for  several  years  now,  are  there 
particular  areas  of  administration  in  which 
UK  officials  would  like  to  see  improvements 
or  would  you  say  that  arrangements  are  as 
effective  as  reasonably  possible? 

(Mr  Gray.)  On  that  it  is  team  work, 
mainly  with  Directorates  General  I and  III, 
DGI  and  DGIII.  I am  bound  to  say  on  the 
whole  we  are  very  satisfied  with  the  Com- 
mission's staff,  it  is  small  and  it  is,  on  the 
whole,  a very  able  bunch  of  people.  We 
have  not  got  any  real  complaints  there.  The 
Committee  will  be  aware  there  is  a report  of 
the  three  wise  men,  of  which  Mr  Edmund 
Dell  was  a member,  and  there  is  also  a 
thing  called  the  Spierenberg  report  and  I 
think  probably  — lam  just  speaking  very 
broadly  — there  is  a feeling  in  the  UK 
that  sometimes  there  are  areas  of  work 
done  by  the  Commission  which  stay  down 
among  experts  for  year  after  year  while  they 
argue  about  the  detail,  with  no  expectation 
of  coming  to  an  agreement  and  rather  more 
time  is  spent  on  the  thing  — on  something 
like  whether  you  should  have  a directive  on 
lawnmowers.  Coming  back  to  international 
trade  there  is  not  the  time  for  that  when  we 
are  dealing  with  an  anti-dumping  case  or  an 
agreement  with  a country  and  that  general 
problem  does  not  arise.  The  answer  is  that 
we  are  remarkably  satisfied  with  the 
Commission. 

(Chairman.)  May  we  turn  our  attention 
to  your  paper  M21  and  its  two  annexes  on 
export  subsidies  and  assistance  ? 

(Mr  Maxwell-Hyslop.)  Mr  Gray,  1 would 
like  to  start  with  as  tight  a definition  on 
how  you  recognise  material  injury  as  you 
can  give  us. 


Chairman 

240.  This  is  annex,  paragraph  1 . 

(Mr  Gray.)  Mr  Meadway  can  deal  with 
this,  I think. 

(Mr  Meadway.)  There  is  a long  history  of 
difficulty  in  defining  the  concept  of  material 
injury  sharply.  It  is  in  the  GATT  in  those 
terms.  The  work  of  trying  to  define  it  in 
sharper  terms  than  that  has  chiefly  been 
done  in  the  United  States  where  these 
questions  are  of  considerable  legal  import- 
ance and  there  has  been  a good  deal  of 
discussion  on  the  size  of  an  injury  which 
decides  the  imposition  of  countervailing 
duties  and  this  has  been  litigated  quite 
heavily.  It  has  been  less  pursued  elsewhere 
because  the  Community  has  not,  to  any 
great  degree,  operated  by  putting  on 
countervailing  duties.  I think  the  answer  to 
this  is  that  there  is  no  clear  or  sharp 
definition.  If  there  could  have  been  one, 
which  could  have  been  agreed  upon,  I am 
sure  it  would  have  been  incorporated  into 
this  agreement  but  it  was  known  to  be  an 
issue  which  would  have  been  extremely 
contentious  and  it  was  not  possible  for 
the  Community  and  the  US  to  reach  an 
agreement  on  the  definition  of  material. 
Eventually  the  US  Congress  tried  to  define 
this  in  its  own  domestic  legislation, 

Mr  Maxwell-Hyslop 

241 . Coming  back  to  your  own  Depart- 
ment, Mr  Gray  said  earlier  that  the 
penetration  into  our  market  of  polyester 
cloth  had  been  subjective  and  had  not 
passed  the  material  injury  test.  What  is  the 
material  injury  test  it  did  not  pass? 

(Mr  Meadway.)  I think  this  agreement, 
the  annex  we  are  talking  about,  is  based  on 
Article  VI  of  the  GATT  which  speaks  of 
material  injuty.  The  case  Mr  Gray  was 
referring  to  was  dealt  with  under  Article 
XIX  of  the  GATT  which  is  a question  of  a 
different  phrase  in  the  GATT,  “serious 
injury".  There  the  GATT  has  developed 
over  a considerable  period  quite  well 
developed  case  law  as  to  how  sharp  the 
increase  in  imports  has  to  be. 

242.  How  sharp  does  it  have  to  be? 

(Mr  Gray.)  The  case  law  is  not  as  well 

developed  as  that. 

243.  You  do  not  seem  to  be  in  agree- 
ment, if  I may  say  so.  Which  of  you  is 
speaking  for  the  Department  ? 

(Mr  Gray.)  Both  of  us.  I am  sorry,  I put 
Mr  Meadway  in  on  material  injury  because 
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he  thought  when  you  asked  your  question  the  imports  from  the  United  Slates  and 

you  were  talking  about  countervailing.  Canada  had  only  reached  roughly  8 j per 

cent  of  our  consumption  by  the  end  of  last 
244.  Material  injury  is  the  phrase  you  year.  Secondly,  there  were  a great  many 

used,  not  me  and  now  Mr  Meadway  says  countries  round  the  table  — and  since  you 

you  did  not  mean  it  but  something  else?  have  asked  me  the  question,  I will  answer  it 

quite  frankly  — who  did  not  believe  that 
(Mr  Gray.)  The  Article  XIX  injury  is  this  American  penetration,  such  as  it  was, 
called  serious.  I do  not  know  what  the  was  the  principal  cause  of  the  difficulty  of 
difference  is.  If  I can  be  frank  on  serious  the  tufted  carpet  industry.  There  were 
injury  and  Article  XIX  it  is  not  a judgement  pointed  out,  in  no  uncertain  terms,  the 

we  reached  absolutely  in  the  present  great  difficulties  that  important  companies 

situation  and  I do  not  believe  anyone  else  in  that  industry  had  had  long  before  there 

reaches  the  judgement  objectively.  We  do  was  any  large  mention  of  American 
in  fact  take  into  account  the  definition  or  imports.  It  was  also  pointed  out  that  the 
the  view  of  serious  injury  which  not  only  the  American  imports  were  not  just  competing 
Commission  but  our  Community  partners  products  at  extremely  low  prices,  but  that 
would  take  as  well.  These  things  are  they  involved  in  some  cases  a new  tech- 
essentially  matters  of  dealing  with  the  nology,  a technology  not  available  here, 
particular  cases.  We  all  remember  the  which  had  not  been  installed  fully  here,  and 
man-made  fibre  tufted  carpet  case  was  often  at  higher  prices.  In  otherwords,  taking 
turned  down  by  the  Commission  yet  other  the  thing  as  a whole,  putting  in  the  elements 
cases  on  polyester  yam  and  nylon  carpet  that  I have  tried  to  describe  — price, 
yarn  were  accepted.  The  reason  why  penetration,  type  of  goods  — the  Com- 
the  Commission  was  willing  to  find  serious  mission,  and  I think,  ail  Member  States 
injury  in  those  two  cases  was  a mixture  were  not  prepared  to  agree  that  there  was 
of  two  essential  points,  first  that  the  serious  injury.  May  I anticipate  the 
penetration,  that  is  to  say  the  proportion  question  ? If  you  ask  me  what  is  the  actual 
of  our  consumption  met  by  the  United  figure  of  penetration  where  you  can  have 
States  and  Canada  taken  together  had  serious  injury,  I do  not  know, 
risen  from  a very  low  percentage  in 

1977/78  to  approaching  30  per  cent  by  Mr  Mikardo 

the  end  of  last  year.  They  took  the  view  245.  Was  it  thought  that  there  was  no 
(though  there  were  some  dissenting  voices  serious  injury  — certainly  no  action  was 
around  the  table  in  Brussels)  that  that  taken  — when  British  factories  making 
kind  of  acceleration,  with  what  might  television  tubes  were  closing  down  one 
follow,  was  indeed  serious  injury  to  after  the  other,  until  they  all  closed  down? 
domestic  producers.  They  were  influenced  (Mr  Gray.)  That  is  a different  question, 
in  that,  because  it  was  quite  clear  that  the  but  I would  just  like  to  say  that  we  have 
prices  of  American  goods,  for  whatever  made  certain  arrangements  to  restrain  the 
reason,  were  substantially  lower,  and  for  volume  of  our  imports. 

Article  XIX  you  do  need  not  only  an 

increase  in  imports,  but  I think  the  words  246.  After  all,  our  industry  has  shut 

“under  such  conditions"  which  is  com-  down. 

monly  interpreted  to  mean  “price”.  There-  (Mr  Gray.)  Not  all  of  it. 

fore,  we  had  a very  large  surge  of  imports 

at  low  prices.  They  were  clear  that  it  was  247.  A great  deal  of  it  has. 

damaging  polyester  yarn  and  nylon  carpet  (Mr  Gray.)  A great  deal  of  it,  yes. 

yarn,  and  I think  there  were,  as  I say,  voices 

round  the  table  that  felt  that  the  nylon  Mr  Maxwell-Hyslop 

carpet  yam  problem  might  not  arise  in  such  248.  You  said  that  there  were  two 

a major  way  from  the  development  of  criteria.  You  gave  one,  which  was  penetra- 

penetration.  Let  me  go  back  to  the  case  tion.  What  is  the  second  one? 
which  they  did  not  accept.  They  were  not 

prepared  to  accept  that  there  was  serious  (Mr  Gray.)  The  price  disruption  element 
injury  on  carpets,  for  two  reasons.  First  of  would  be  a second  very  important  element 
all,  overall  penetration  in  these  tufted 

carpets  is  very  low  by  general  standards,  Chairman 

although  not  low  by  the  standards  to  which  249.  Could  you  tell  me,  in  a very  simple 

thecarpetindustryisaccustomed.  However,  “Yes”  or  “No"  answer,  or  nearly  like  that, 
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how  easy  it  is  to  establish  that  material 
injury  has  taken  place  in  any  particular 
case? 

(Mr  Gray.)  It  is  easy.  If  you  have  really 
got  serious  injury  from  imports,  I would 
say  it  is  pretty  easy  to  do  so. 

Mr  Maxwell-Hyslop 

250.  But  you  will  not  tell  us  what 
"serious  injury”  is. 

(Mr  Gray.)  It  is  loss  of  jobs,  factory 
closures.  I think  everybody  knows  what 
“serious  injury”  is.  That  is  the  easy  bit.  The 
difficult  bit  is  where  the  industry  is  in 
trouble,  and  the  imports  are  no  more  than 
a contributory  factor.  This  is  the  problem, 
because  the  international  community,  in- 
cluding the  Brussels  Commission,  takes  the 
view  that  if  every  problem  of  every  industry 
is  attributed  to  imports,  then  they  will  have 
quotas  on  everything. 

251.  Let  us  come  to  this  simple  question 
on  which  you  purported  to  give  a simple 
answer,  but  then  rather  withdrew  from  it. 
It  is  accepted  that  there  should  be  a restric- 
tion on  polyester  yam,  because  of  the 
artificially  low  oil  price,  oil  being  the  raw 
material  from  which  it  is  made  in  America. 

(Mr  Gray.)  That  was  not  the  basis  of  the 
decision. 

252.  Then  what  was  the  basis  of  the 
decision? 

(Mr  Gray.)  The  sharp  rise  in  imports. 

253.  But  why  was  there  the  sharp  rise  in 
imports? 

(Mr  Gray.)  Because,  I suspect,  of  the  low 
level  of  the  dollar. 

254.  Is  your  Department  unaware  of  the 
artificially  low  raw  material  price  going 
into  that  ? 

(Mr  Gray.)  No,  we  are  not  unaware  of 
that;  it  is  certainly  an  element  in  American 
pricing.  Wc  identified  three  reasons  for  low 
American  prices.  One  is  the  whole  thing 
called  scale  and  efficiency;  the  second  is  the 
level  of  the  dollar;  and  the  third  is  the 
energy  advantage.  Although  everyone 
quotes  his  own  figure,  we  were  really  quite 
unable  to  give  any  very  clear  weight  to 
those  factors,  or  any  precise  measure.  I 
would  say  that  it  probably  would  be 
generally  agreed  that  the  most  important 
factor  was  the  low  dollar.  The  second  most 
important  factor  was  the  advantage  from 


the  energy  price,  running  fairly  even  with 
the  scale  and  efficiency  of  US  industry.  I 
am  sorry,  I would  like  to  say  a little  bit 
more,  otherwise  I shall  mislead  you  on 
this.  It  is  perfectly  true  that  the  basis  of  the 
textile  industry  argument  for  saying  that 
American  competition  was  going  to  increase 
was  put  on  the  energy  feedstock  differential. 
It  is  perfectly  true  that  we  officially,  and 
ministers  at  the  Council,  made  something  of 
that  point,  but  it  is  fundamental  to  under- 
stand that  the  basis  of  our  action  was  not 
that  energy  differential,  for,  had  we  pro- 
ceeded on  that  basis,  we  would  only  per- 
haps have  put  a countervailing  duty  on, 
which  would  have  been  relatively  small  in 
relation  to  the  problem.  So  the  route  we 
have  taken  is  the  Article  XIX  route  which 
does  not  ask  whether  competition  is  fair  or 
unfair,  but  merely  whether  imports  are 
coming  in  so  quickly  and  so  cheaply  that 
they  are  causing  serious  injury.  We  have 
done  it,  wc  have  said,  in  those  cases  that  the 
imports  of  those  two  types  of  yarns  were 
growing  so  quickly,  and  at  such  prices,  as  to 
cause  serious  injury  to  our  industry. 

255.  Taking  you  up  on  that  specific  test 
which  you  have  applied,  what  was  the 
difference  between  the  rate  of  increase  in 
import  penetration  of  polyester  yarn  on 
the  one  hand,  and  of  polyester  yam  made 
up  into  undyed  cloth  on  the  other  hand, 
where  you  have  said  that  there  was  no 
evidence  of  material  injury,  although  it' 
must  be  to  your  knowledge  that  factory 
after  factory  ceased  to  produce  it  here? 

(Mr  Gray.)  Was  your  second  question  on 
polyester? 

256.  On  polyester  yam.  That  has  the 
restriction  on,  but  you  have  stated  that 
when  the  polyester  yarn  is  made  up  into 
undyed  cloth  it  does  not  meet  the  material 
injury  criterion.  You  stated  that  earlier  on, 
did  you  not? 

( Mr  Gray.)  Yes.  1 am  afraid  I must  con- 
fess that  I cannot  exactly  remember  what 
were  the  figures  on  polyester  cloth,  for 
American  imports.  I just  cannot  remember 
them.  I cannot  remember  everything.  But 
my  recollection  is  that  the  import  penetra- 
tion was  not  very  much  greater  than  in  the 
carpets. 

257.  Can  Mr  Mcadway  remember,  by  any 
chance? 

(Mr  Gray.)  He  does  not  deal  with  that. 

(Mr  Meadway .)  I am  afraid  not,  no. 
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258.  Will  you  put  in  a written  compari- 
sion  between  the  two  ? 

(Mr  Gray.)  Yes,  of  course.1 

259.  Can  you  indicate  to  us  — because 
your  memorandum  is  not  meaningful  unless 
the  terms  in  it  are  meaningful  — the  bottom 
level  at  which  injury  is  material,  what 
percentage? 

(Mr  Gray.)  No,  I cannot. 

(Mr  Maxwell-Hyslop.)  Arc  you  talking 
about  a 10  per  cent  loss  of  capacity,  a 20 
per  cent  loss  of  capacity,  a 30  per  cent  loss 
of  capacity,  or  what? 

Mr  Thompson 

260.  Are  you  talking  about  definition  of 
injury  as  defined  in  Command  Paper  7658? 

(Mr  Gray.)  1 do  not  think  so  because  that 
would  be  subsidies. 

261.  Yes. 

(Mr  Gray.)  That  is  “material”,  1 am 
dealing  with  “serious”.  The  definition  I am 
talking  about  is  in  Article  XIX  of  the 
GATT.  T can  read  it  out  but  it  is  rather 
boring. 

262.  It  is  written  down  as  carefully  as 
that  one  is? 

(Mr  Gray.)  No.  There  has  been  a part  of 
the  work  on  the  safeguard  code  which  has 
not  been  brought  to  fruition,  it  did  include 
some  elaboration  on  the  line  of  the  subsidy 
code  for  injury  in  relation  to  Article  XIX. 
Article  XIX  at  the  moment  stands  at  10  or 
a dozen  lines  where  injury  is  mentioned. 

263.  Could  you  read  those  10  or  dozen 
lines  so  we  could  have  them  on  the  record  ? 

(Mr  Gray.)  Yes.  “If,  as  a result  of 
unforeseen  developments  and  of  the  effect 
of  the  obligations  incurred  by  a contracting 
party  under  this  Agreement,  including 
tariff  concessions,  any  product  is  being 
imported  into  the  territory  of  that  contract- 
ing party  in  such  increased  quantities  and 
under  such  conditions  as  to  cause  or 
threaten  serious  injury  to  domestic  pro- 
ducers ...”  then  I can  leave  out  some 
bumph, u ...  the  contracting  party  shall  be 
free,  in  respect  of  such  product,  and  to  the 
extent  and  for  such  time  as  may  be  neces- 
sary to  prevent  or  remedy  such  injury,  to 
suspend  the  obligation  in  whole  or  in  part 
or  to  withdraw  or  modify  the  concession.” 


Note  bv  witness:  Estimated  US  import  penetration  in 
polyester  filament  yurn  (excluding  high  tenacity)  in  1979 
was  17.4%;  the  compurabie  figure  for  woven  synthetic 
fabrics  was  4.1%. 


The  clement  here  is  “increased  quantity" 
and  “under  such  conditions”  and,  again 
“for  such  time  as  may  be  necessary”  t0' 
deal  with  the  injury. 

Mr  Maxwell-Hyslop 

264 . In  your  annex  1 , which  is  what  1 am 
questioning  you  about,  paragraph  1,  you 
say:  “All  signatories  (including,  for  the  first 
time,  the  US)  recognise  that  there  must 
be  ‘material  injury’  to  the  domestic 
industry  and  a causal  link  between  such 
injury  and  the  subsidy  itself, . . . 

(Mr  Gray.)  You  are  on  subsidies  here. 

265.  I am  asking  you  how  one  recognises 
material  injury.  The  answer  is  not  that  it  is 
very  difficult,  which  it  may  well  be,  where 
it  is  entirely  subjective  to  Mr  Gray  — if  it 
is  not  what  percentage  increase  would  you 
regard  as  a threshold?  You  gave  us  an 
example  of  over  30  per  cent  in  one  case. 

(Mr  Gray.)  Up  to  30  per  cent. 

266.  Or  from  some  undefined  small 
percentage  to  30  per  cent,  which  did  pass 
the  test.  You  gave  us  another  example  of  8 
per  cent  which  did  not  pass  the  test.  You 
must  have  some  mental  sluice  gate,  what  is 
it? 

(Mr  Gray.)  1 do  not  have  a mental  sluice 
gate  and  it  would  be  quite  misleading  if  I 
tried  to  give  you  one.  I would  like  to 
mention  three  points.  First,  I do  not  actually 
decide  this  although  I take  a view  about 
what  the  Commission  would  think.  Of 
course  my  Ministers  have  to  decide  this. 
That  is  the  procedural  point.  If  you  address 
me  on  what  the  level  of  penetration  is  for 
serious  injury  1 have  to  say  it  depends 
where  you  begin  from.  There  arc  industries 
in  this  country  where  the  level  of  penetra- 
tion is  for  very  many  areas  in  excess  of  30 
percent  and  there  arc  some  industries  where 
it  is  moving  above  that.  The  actual  level  of 
import  penetration  is  not  in  itself  deter- 
mined by  injury.  If  it  was  I should  be  acting 
under  Article  XIX  on  half  of  our  imports. 
What  docs  matter  is  the  speed  with  which 
it  is  going  and  the  shock  to  the  domestic 
industry  and  the  acceptability  of  the  adjust- 
ment, say  in  loss  of  jobs  which  is  involved 
over  a short  period  of  time.  That  is  the 
essence  of  the  matter.  It  is  also  extremely 
important  if  you  take  action  because  it  is 
quite  a serious  matter  to  take  action  to 
suspend  imports.  You  have  to  be  pretty 
well  satisfied  that  there  is  a serious  injury 
and  that  taking  that  action  has  a reasonable 
chance  of  remedying  the  injury. 
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(Mr  Maxwell-Hyslop.)  That  is  going  on 
to  my  next  question.  My  question  is  how 
you  recognise  serious  — we  cross  the  other 
bridges  when  we  come  to  them.  You  have 
not  given  the  Committee  any  satisfactory 
answer  as  to  how  you  recognise  serious 
injury.  What  rate  of  acceleration  is  the 
minimum  which  would  be  required? 

Chairman 

267.  May  I conclude  this  part  in  this 
way:  I gather  you  are  not  the  Tribunal 
which  decides  upon  material  injury.  Do  you 
put  the  case  forward  to  another  committee  ? 

(Mr  Gray.)  Within  Whitehall,  particu- 
larly in  the  Department  of  Trade  working 
with  the  Department  oflndustry,  we  take  a 
view  on  whether  there  is  a case  for  serious 
injury  here.  Then  we  have  to  clear  that  with 
other  departments  and  with  our  Ministers. 
That  is  the  Whitehall  dimension  but  it  is 
essentially,  I think,  done  by  Ministers  in  the 
Department  of  Trade.  In  that  we  have  to 
take  into  account  the  view  which  the 
Commission  will  take. 

268.  I am  going  to  accept  your  judge- 
ments, I am  asking  you  about  the  pro- 
cedure. 

(Mr  Gray.)  The  procedure  is  that  we 
work  out  the  case,  and  that  is  exactly  what 
we  did  on  the  cases  we  are  talking  about. 

269.  Who  make  the  final  decision  ? 

(Mr  Gray.)  The  final  decision  at  a 
certain  point  is  made  by  the  Commission 
after  consulting  other  Member  States. 

270.  In  presenting  the  British  case,  as  it 
were,  do  you  lean  towards  the  injury 
Britain  is  suffering? 

(Mr  Gray.)  Yes. 

271.  Or  do  you  make  a judgment  and 
say  “No,  we  shall  not  be  putting  it 
forward”  ? 

(Mr  Gray.)  We  put  forward  three  cases 
where  we  felt  that  the  whole  nexus  gave  us  a 
justification  — as  it  turned  out  we  only 
got  two  of  them  through.  I have  given  a 
clear  explanation  of  why  two  got  through 
and  why  one  did  not. 

272.  I think  it  would  help  us,  so  we  can 
make  progress  now,  if  you  would  give  us  a 
full  paper  on  this  point  of  what  is  material 
injury,  the  procedure  involved  in  helping  a 
British  manufacturer  deal  with  the  point  if 
he  feels  he  is  materially  injured.  Could  you 
let  us  have  a paper  ? 


(Mr  Gray.)  Yes,  of  course. 

Mr  Maxwell-Hyslop 

273.  What  progress,  if  any,  has  been 
made  in  dismantling  the  DISCs  in  America  ? 

(Mr  Gray.)  None,  Mr  Chairman.  It  is  one 
of  the  examples  where  the  GATT  panel 
really  condemned  the  United  States. 
Although  President  Carter  said  he  was 
going  to  remove  the  DISC  in  fact  no  action 
has  been  taken. 

274.  Has  there  been  serious  complaint 
about  the  subsidy  to  which  you  refer  in 
paragraph  14  of  your  paper,  "Indian  level 
of  exports  to  this  country”?  Or  is  it  that 
you  have  noted  the  existence  of  the  subsidy 
but  you  have  not  had  major  complaints 
from  manufacturers  in  this  country? 

(Mr  Meadway.)  There  has  been  a certain 
amount  of  complaint  from  particular 
people  who  have  lost  because  of  this  type  of 
Indian  export,  subsidy  scheme  but  I 
certainly  would  not  have  described  that  as 
what  is  regarded  as  a serious  problem. 

275.  It  has  not,  in  other  words,  met  the 
criteria  of  serious  injury? 

(Mr  Meadway .)  The  point  here  is  that 
India,  being  a developing  country,  has  not 
actually  undertaken  any  of  the  obligations 
that  would  make  that  test  particularly 
relevant.1 

276.  Mr  Gray,  something  which  is  of 
concern  to  us  is  to  what  extent  you  are 
purely  passive  in  examining  complaints 
and,  if  you  think  they  are  well  founded, 
passing  them  to  the  Commission?  Or,  to 
what  extent  do  you  do  your  own  research 
to  identify  breaches  of  GATT  and  thus 
initiate  the  procedure  yourself  rather  than 
relying  on  firms  to  complain  to  you  to 
initiate  the  procedure? 

(Mr  Gray.)  I would  say  the  answer  is  this: 
what  with  the  complaints,  such  as  they  are 
made  to  us  by  firms,  and  such  is  the  sharing 
of  knowledge  and  experience  which  we 
have  with  our  other  Community  partners 
and  our  embassies  all  over  the  world,  I do 
not  really  need  to  have  a separate  CID 
going  around  looking  for  breaches  of  the 
GATT.  I am  not  sure  what  aspect  of  the 
GATT  you  are  talking  about. 


1 Note  by  witness:  It  would  b«  theoretically  possible  to 
impose  countervail  in»{  duties  on  subsidised  Indian  exports 
if  they  were  causing  “material”  injury  (GATT  Article  VI), 
but  developed  countries  have  undertaken  to  avoid  to  the 
fullest  extent  possible  imposing  new  duties  on  products  of 
export  interest  to  developing  countries  (GATT  Article 
XXXVII). 
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277.  I am  talking  really  about  export 
subsidies  or  forms  of  assistance,  which 
other  countries  give  to  their  manufacturers 
or  exporters,  which  result  in  unfair  com- 
petition in  our  market. 

(Mr  Gray.)  On  the  whole,  we  are  reactive. 
Supposing  we  know  that  Brazil  has  an 
export  subsidy  (let  me  take  that  as  an 
example);  we  do  not  do  anything  about 
that,  because  that  would  mean  that  we 
would  have  to  deal  with  the  whole  of 
Brazil’s  export  trade,  and  we  would  be  very 
reluctant,  even  if  we  could  do  it,  to  operate 
that  way.  So  what  happens  if  somebody 
complains  about  Brazil's  export  subsidy 
(and  I think  they  have  just  removed  a lot 
of  them,  but  I am  taking  it  as  an  example)  ? 
We  then  take  action,  if  we  think  we  have 
got  a case,  getting  back  to  “material  injury” 
as  well.  We  did,  in  one  case,  countervail 
some  Brazilian  footwear  2 or  3 years  ago. 
So  let  us  be  fair  about  it.  In  the  Department 
we  do  not  sit  there  doing  nothing.  The 
number  of  matters  put  to  us  is,  of  course, 
very  large,  both  directly  and  through  the 
House,  so  we  have  really  got  quite  enough 
to  do,  without  going  out  to  look  for  trouble. 

278.  I must  return  to  one  earlier  point. 
To  what  extent,  when  you  get  a complaint 
from  a producer  in  Britain,  do  you  place 
the  onus  on  him  to  discover  facts  which 
cannot  reasonably  be  within  his  knowledge, 
as  opposed  to  regarding  that  as  the  duty  of 
Government,  using  the  resources  of  Govern- 
ment? In  other  words,  if  a producer  says 
“Here  is  the  price  at  which  a product  is 
being  imported  into  Britain.  Here  is  a 
breakdown  of  my  costs,  which  you  may 
think  reasonable  or  unreasonable.  A priori 
these  goods  could  not  be  reaching  here  at 
the  price  they  are  reaching  here,  without  a 
subsidy”,  rather  than  saying  that  the  firm 
itself  has  got  to  find  out  at  what  price  those 
goods  are  being  sold  in  Japan  by  the 
Japanese  producer,  to  what  extent  do  you 
show  that  they  are  being  sold  in  Britain  at 
a price  less  than  they  are  being  sold  in 
their  own  home  market? 

(Mr  Gray.)  Perhaps  1 could  relate  this, 
for  example,  to  anti-dumping.  I think  it 
would  be  quite  true  to  say  that  up  to  a 
decade  ago  the  old  Board  of  Trade  was 
fairly  reluctant  to  give  all  that  much  assist- 
ance to  complainants.  1 think  it  felt  that  so 
delicate  was  the  balance  in  world  trade  that 
if  a complainant  felt  that  much  about  it,  he 
should  provide  the  evidence.  That  has  now 
completely  changed,  although  I think  that 
some  of  this  old  myth  is  still  around.  What 
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has  happened  over  me  last  decade,  I would 
say,  is  that  we  have  had  an  anti-dumping 
unit  — we  have  still  got  it  — and  we  so° 
with  a firm,  help  it,  first  of  all  by  telling  it 
tile  kind  of  information  that  we  need.  Very 
often  they  do  not  exactly  know  what  price 
is  paid.  Then  we  use  the  diplomatic  service, 
or  trade  associations,  or  sometimes,  for 
example,  allied  trade  associations  in  other 
countries,  to  get  that  information,  if  we 
can.  We  do  what  we  can.  Then,  of  course 
under  the  dumping  procedure,  it  was  per- 
fectly possible  for  us,  when  we  ourselves 
were  responsible,  to  go  out  to  the  other 
country  and  open  the  other  country's  books. 
So  once  we  have  started  a case,  or  arc 
starting  to  build  it  up,  we  do  what  we  can 
to  help  the  firm  make  the  case.  Sometimes 
we  get  criticised.  However,  the  problem 
is  not  always  dumping.  Dumping  is  a 
rather  technical  thing.  Sometimes  the  com- 
plaint is  about  cheapness,  where  it  is  very 
much  more  difficult  just  to  deal  with  that. 

Mr  Thompson 

279.  That  is  what  most  of  the  complains 
are  about,  surely,  at  present? 

(Mr  Gray.)  Yes,  but  the  most  common 
statement  is  “This  must  be  dumped,  it’s  so 
cheap”. 

280.  The  Wool  Textile  Action  Commit- 
tee in  Bradford,  of  which  I am  a member, 
has  been  asking  recently  for  assistance, 
through  Government,  to  set  up  a special 
monitoring  unit  to  give  a ready  reckoner  on 
the  cost  of  manufacturing  various  articles 
in  this  country  and  elsewhere.  Would  you 
consider  that  sort  of  thing  to  be  useful?  It 
is  going  to  cost  them  £75,000,  for  instance. 
Do  you  think  that  that  £75,000  could  be 
better  spent  i n some  other  way  ? 

(Mr  Gray.)  I suspect  — though  you  will 
correct  me  if  I am  wrong  — that  the 
competition  that  the  wool  textile  industry 
is  most  worried  about  is  from  the  EEC, 
frankly. 

281.  I am  coming  on  to  that  later. 

(Mr  Gray.)  I do  not  know  whether  the* 
have  any  other  serious  import  competition 
from  wool  suppliers  in  the  Third  World.  If 
they  have,  I do  not  know  whether  it  would 
be  worth  while,  because  I have  seen  cases 
where  people  say  “You  can’t  make  it  for 
this”,  on  the  basis  of  a ready  reckoner,  and 
very  often  this  really  proves  to  be  untrue. 
One  must  not  be  too  starry-eyed  about 
some  of  these  things.  If  you  get  other 
countries  in  this  textile  business,  with  their 
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factories  working  three  shifts,  with  low 
wage  labour,  and  also,  if  I may  say  so,  often 
with  very  efficient  labour,  sometimes  the 
costs  of  production  can  prove  to  be 
remarkably  low. 

(Chairman.)  Now  I propose  to  move  over 
to  your  paper  M22  entitled  “Quantitative 
Import  Restraints”,  because  we  seem  to  be 
overlapping  a bit  between  these  two  papers, 

[ think  you  have  answered  questions  al- 
ready on  paragraphs  2 and  3,  but  there  is  a 
point  under  paragraph  7 that  wants 
clearing  up. 

Mr  Cockeram 

282.  Can  you  tell  us  to  what  extent 
Government  is  involved,  and  how  the 
agreement,  for  example,  on  the  quantitative 
control  on  the  import  of  Japanese  cars 
came  to  be  negotiated?  What  is  the  pro- 
cedure for  initiating  that  type  of  inter- 
national agreement  ? 

(Mr  Cray.)  I think  that  that  particular 
arrangement  began  because  the  British 
Government  indicated  to  the  Japanese 
Government  that  it  was  worried  about 
imports  of  Japanese  cars,  and  it  was 
mutually  agreed  between  the  two  govern- 
ments, I think  it  would  be  fair  to  say,  that 
the  two  industries  ought  to  get  together  and 
reach  an  arrangement,  if  they  could.  That 
is  what  happened.  Although  the  arrange- 
ment has  taken  a variety  of  forms,  over  the 
years,  in  the  precise  words  used,  and  I do 
not  think  there  are  many  figures  used  in  it, 
that  arrangement  is  essentially  a deal 
between  the  two  industries,  ft  sticks  in  my 
mind  that  a couple  of  years  ago  the 
Japanese  shipments  seemed  to  be  rather 
high,  and  the  Government  did  intervene 
with  the  Japanese  Government,  which  led 
to  what  1 am  going  to  call  the  clarification 
of  Japanese  intentions  and  the  rather  sharp 
decline,  for  the  item  being,  in  their  ship- 
ments. Secondly,  I think  the  United 
Kingdom  Government  would  certainly  be 
willing  — again,  if  it  were  necessary  — to 
talk  once  more  to  the  Japanese  Govern- 
ment. 

283.  Could  I ask  you  at  what  point  such 
an  agreement  or  such  negotiations,  hope- 
fully leading  to  an  agreement,  are  triggered 
off?  Who  take  the  initiative  on  this?  Is  it 
the  belly-aching  of  the  industry,  or  political 
pressure,  or  what  ? 

(Mr  Gray.)  The  belly-aching  of  the 
industry  and  political  pressure  are  not,  in 
my  experience,  separable! 
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284.  So  the  initiative  comes  basically 
from  the  industry  ? 

(Mr  Gray.)  Yes. 

285.  To  what  extent,  therefore,  did  the 
industry  negotiate  this  agreement  with 
their  industrial  competitors  in  Japan  and 
to  what  extent  was  the  Government  a 
catalyst? 

(Mr  Gray.)  I explained  the  Government 
was  the  catalyst.  The  industry,  through  the 
SMMT,  has  negotiated  each  year  an  agree- 
ment or  understanding  with  JAMA. 

286.  Is  it  possible,  for  example,  for 
imports  of  Japanese  cars  to  come  into  this 
country  from  another  EEC  country  and 
thus  circumnavigate  that  agreement? 

(Mr  Gray.)  Yes,  in  theory.  Given  the 
practice  of  dealer  networks  I should  think 
in  that  particular  industry  it  would  not 
happen. 

287.  Have  you  any  negotiations  going 
on  at  the  moment  with  other  industries  with 
a view  to  quantitative  import  controls  ? 

(Mr  Gray.)  With  Japan? 

288.  With  any  country. 

(Mr  Gray.)  So  far  as  we  know  we  have 
no  outstanding  candidates  at  the  moment. 
We  have  done  a great  deal  over  the  years. 
There  will  be  a question  of  renewing 
arrangements  coming  up.  I cannot  think 
we  are  in  the  process  of  doing  anything  at 
the  moment,  except  with  textiles,  with  the 
basket  extractor. 

289.  Could  you  give  us  examples  of  how 
the  oddly-named  "basket  extractor”  works ? 
f am  not  too  sure  about  this.  Can  you  give 
us  some  examples  of  recent  cases? 

(Mr  Gray.)  We  have  taken  action  against 
Philippine  trousers  and  babywear  from  the 
Philippines. 

Chairman 

290.  You  could  put  these  cases  into  us. 

(Mr  Gray.)  There  are  22  cases  since  last 
May. 

Mr  Cockeram 

291.  How  do  you  establish  that  imports 
have  gone  over  the  required  specific  level  ? 

(Mr.  Gray)  Because  we  have  a monitor- 
ing system  watching  all  these  imports; 
people  busily  adding  them  up.  Although  1 
cannot  remember  the  trigger  point  someone 
says  “That  import  has  reached  the  trigger 
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point”.  The  Civil  Service  struggles  with  the 
figures  to  add  them  up. 

292.  On  what  basis  were  quotas  imposed 
on  imports  of  iron  and  steel  from  Eastern 
Europe? 

(Mr  Gray.)  We  do  have  a rather  wide 
range  of  controls  on  imports  from  Eastern 
Europe,  in  some  cases  as  a result  of  anti- 
dumping action  where  wc  often  have  a 
quantity  price  understanding,  but  it  was  all 
part  of  the  structural  surplus  of  steel  pro- 
duction in  the  world  and  the  enormous 
development  of  steel  capacity  not  only  in 
Eastern  Europe  but  in  a range  of  other 
developing  countries.  It  is  all  part  and 
parcel  of  that. 

Mr  Crowther 

293.  Can  you  pursue  that  in  relation  to 
other  European  countries,  notably  Sweden, 
Spain  and  Austria?  Is  there  any  other 
arrangement? 

(Mr  Gray.)  Not  so  comprehensive.  We 
have  some  understandings  with,  I think, 
Sweden  and  Austria  on  some  kind  of 
special  steel  but  not  on  any  bulk  steel.' 

294.  I was  really  thinking  of  special  steel. 

(Mr  Gray.)  Yes,  we  have.  I cannot 

remember  the  details. 

Chairman 

295.  Can  you  tell  us  what  the  volume  of 
any  imports  from  Eastern  Europe  is  at  the 
present  time?  If  not  give  us  a paper  on  it. 

(Mr  Gray.)  Do  you  mean  steel  or  in 
total? 

296.  Steel. 

(Mr  Lighlman.)  From  Eastern  Europe  in 
the  first  three-quarters  of  1979,  which  is  all 
we  have  the  figures  for,  the  percentages  of 
total  imports  were  2,  6 and  6 per  cent,  that 
is  1 5,000  tonnes,  59,000  tonnes  and  60,000 
tonnes. 

Mr  Crowther 

297.  Could  I ask  further  about  that. 
Have  you  any  evidence  to  suggest  there  are 
certain  imports  of  special  steels  from  third 


1 Note  by  witness:  During  the  transitional  period  before 
full  membership  of  the  Community  HMG  imposed  anti- 
dumping duties  on  stainless  steel  bars  from  Spain, 
terminated  on  investigation  into  tool  steel  bars  from 
Sweden  in  the  light  or  market  developments,  and  termina- 
ted a further  investigation  on  high  speed  and  tool  steel 
from  Austria  following  the  receipt  or  satisfactory  assur- 
ances. These  national  measures  have  now  been  overtaken 
by  the  negotiation  between  the  Community  and  its  major 
suppliers  (including  these  three  countries)  of  voluntary 
restraint  arrangements  which  cover  both  bulk  und  special 
steels  subject  to  the  Treaty  of  Paris. 


countries  at  below  the  basic  import  price 
scheme  level  into  West  Germany  and  being 
re-exported  into  Britain  ? 

(Mr  Gray.)  1 do  not  know  myself,  [t 
sounds  the  sort  of  thing  that  can  be  said  I 
do  not  happen  to  have  heard  of  that  one. 

298.  Strong  suspicions  have  been  ex- 
pressed and  I wondered  if  there  was  any 
evidence? 

(Mr  Gray.)  I do  not  know. 

Mr  Cockeram 

299.  Your  paper  advises  that  approxi- 
mately one-third  of  imports  from  Japan  are 
subject  to  voluntary  restraint  arrange- 
ments. Turning  to  the  other  two-thirds, 
what  do  they  consist  of  and  do  you 
contemplate  perhaps  having  to  negotiate 
some  form  of  restraint  for  those  particular 
imports,  and  could  you  give  us  examples  if 
that  be  so? 

(Mr  Gray.)  The  Japanese  economy  is 
constantly  changing.  We  used  to  have 
controls  on  Japanese  textiles,  wc  do  not 
have  controls  there,  although  I do  not 
doubt  there  are  some  textiles.  There  are  a 
whole  range  of  Japanese  goods  — fishing 
rods,  cameras,  Seiko  watches  — we  did 
have  some  restraints  on  watches  in  the  old 
days.  This  kind  of  import,  very  high 
technology  stuff,  is  now  coining  on  to  our 
market.  What  we  have  done,  the  package 
of  restraints  we  have  got,  is  where  the  most 
complaints  were.  We  do  not  want  to  have 
too  wide  restraints  on  Japanese  imports 
just  for  the  sake  of  it,  notwithstanding  our 
adverse  trade  balance  with  Japan.  We  have 
wrapped  up  those  things  which  worried  us. 
It  may  be  in  the  future  perhaps  the  pressure 
from  Japanese  technology  and  competition 
is  likely  to  continue  to  be  greatest  in  the 
field  of  electronics,  where  enormous 
advances  in  technology  are  being  made; 
certainly  on  their  cars  which  are  highly 
specified  — 1 think  that  problem  is  likely 
to  continue.  Wc  have  not  got  a great  list  of 
things  to  tick  olf  on  Japan,  it  is  rather  our 
process  to  persuade  our  own  manufacturers 
to  tackle  the  market  if  they  can  and  give 
them  all  the  help  we  cun  be  reducing  the 
Japanese  obstacles.  Japan  is  a very  great 
competitive  force.  If  we  control  her  here 
we  still  have  to  meet  her  competition  in 
export  markets.  I think  that  is  important. 

300.  Taking  one  example  of  some 
produce  where  there  is  quantitative  restric- 
tion at  the  moment,  do  you  envisage  that 
being  there  for  3 years  while  the  British 
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industry  re-invests  and  meets  the  competi- 
tion or  is  this  something  which  is  envisaged 
as  being  semi-permanent  ? 

{Mr  Gray.)  The  pottery  and  cutleiy 
restraints  are  of  long-standing.  The  steel 
restraints  are  relatively  recent,  the  last  two 
or  three  years.  1 should  think  it  will  be  a 
very  long  time  before  the  world  steel  market 
settles  down.  Automobiles  is  too  sensitive 
for  me  to  comment  on . 


Chairman 

301.  Of  the  one-third  of  the  imports  at 
the  moment  which  you  say  are  covered  by 
voluntary  restraint  agreements,  how  many 
of  those  are  voluntary  between  the 
industries  concerned  or  Government  based 
and  enforced  ? 

(Mr  Gray.)  1 think  they  have  all  in  fact 
been  concluded  with  Government  know- 
ledge. I should  think  it  would  be  very 
unlikely  that  another  industry  from  this 
country  would  go  to  Japan  without  having 
had  a word  with  us. 

302.  Yes,  but  having  had  a word  with 
you,  are  they  still  voluntary  agreements 
industry  to  industry  direct,  or  are  they  in 
fact  the  subject  matter  of  some  Govern- 
mental instrument  here? 

(Mr  Gray.)  There  is  no  Governmental 
instrument.  We  have,  of  course,  a bilateral 
treaty  with  Japan  whereby  we  could  put 
quotas  on  Japan.  This  is  a rather  emotional 
and  sensitive  issue.  There  is  only  one  snag, 
if  you  put  quotas  on  Japan  she  has  an  equal 
right  to  put  quotas  on  us  and  would  feel 
obliged  to  do  so,  I have  no  doubt.  The 
Japanese  have  never  wanted  to  have  a 
reputation  as  unreasonable  marketers,  they 
say,  “Let  us  settle  it,  I am  sure  our  industry 
will  be  prepared  to  meet  yours  and  sort  it 
out.”  We  then  avoid  taking  action  on  our 
part  and  avoid  retaliation  on  the  part  of  the 
Japanese. 


303.  Do  you  sec  any  problems  associated 
with  the  large  increase  in  footwear  from 
Brazil  and  have  you  any  intention  of  taking 
action  departmental^? 

(Mr  Gray.)  Yes  The  Brazilian  footwear 
and  leather  situation  is  one  which  has 
worried  us  and  we  have  done  something 
about  it  over  a long  period.  1 mentioned 
that  a couple  of  years  ago  we  countervailed 
some  Brazilian  footwear.  We  are  worried 
because  of  the  Brazilian  ban  on  exports  of 
hides  which  we  have  no  access  to,  the  fact 
we  cannot  sell  any  of  our  footwear  in 
Brazil  and  we  are  worried  about  their 
export  tax  on  tanned  leather  and  a number 
of  things  which  arc  giving  our  footwear 
industry  considerable  justice  in  making 
these  complaints.  The  Commission  have 
been  talking  to  the  Brazilians  about  this  and 
I myself,  in  Geneva,  had  a word  with  the 
Brazilians  and  we  have  made  it  known  to 
them,  and  so  have  the  Americans,  that  this 
sort  of  imbalance  cannot  continue.  They 
have  agreed,  as  it  were,  to  phase  out  some 
of  their  subsidies  on  leather,  but  1 think 
that,  if  it  really  becomes  necessary,  we  may 
have  to  think  about  some  more  anti-dump 
or  countervail  action. 

(Chairman.)  I think  this  would  be  an 
appropriate  moment  at  which  to  draw  our 
present  discussions  to  an  end.  We  have  still 
to  deal  with  papers  M24  and  M25,  though 
we  have  crossed  over  onto  a number  of 
points  which  are  set  out  in  those  papers, 
during  the  course  of  our  morning’s  ques- 
tions and  answers.  Suffice  to  it  say  that  we 
shall  try  and  fix  another  meeting  with  you 
and  your  colleagues,  so  that  we  can  con- 
clude our  questioning  on  some  of  the 
things  which  we  passed  over  on  some  of 
the  papers  we  have  looked  at  this  morning. 
For  the  moment,  it  is  my  pleasure,  on 
behalf  of  my  colleagues,  to  say  thank  you 
very  much  for  your  attendance  this  morn- 
ing, and  for  the  manner  in  which  you  have 
answered  our  questions. 
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THE  ROLE  OF  STANDARDS  IN  TRADE  (M3S) 

Note  by  Metrology  Quality  Assurance  Safety  and  Standards  Division. 

Department  of  Trade 

1.  Metrology  Quality  Assurance  Safety  and  Standards  Division  (MQS)  of  the  Depart- 
ment of  Trade  is  responsible  for  Government  Policy  on  standards  and  quality  assurance. 
It  is  also  concerned  with  the  elimination  of  technical  barriers  to  trade  arising  fro  m disparate 
national  standards  and  certification  procedures.  Within  the  context  of  the  Community  it 
is  responsible  for  the  co-ordination  of  UK  interests  in  EEC  directives  in  the  industrial 
sector  under  Article  100  of  the  Treaty  of  Rome.  It  also  has  an  interest  in  the  role  of 
national  standards  and  certification  procedures  in  intra-Community  trade. 

2.  Standards  are  issued  by  international  bodies,  regional  bodies,  national  bodies,  a wide 
variety  of  professional  and  industrial  organisations  and  by  individual  companies.  In  the 
UK,  the  British  Standards  Institution  (BSI)  is  the  recognised  body  for  the  preparation  and 
promulgation  of  national  standards.  It  represents  the  U K in  the  International  Organisation 
for  Standardisation  (ISO),  International  Electrotechnical  Commission  (IEC)  and  in  CEN 
and  CENELEC,  their  West  European  counterparts.  BSI  originated  in  1901  as  the  Engin- 
eering Standards  Committee  (later  the  British  Engineering  Standards  Association).  A 
Royal  Charter  was  granted  in  1929  and  a supplemental  charter  in  1 93 1 , when  the  present 
name  was  adopted.  Its  main  function  is  to  draw  up  voluntary  standards  by  agreement 
among  all  interests  concerned.  Responsibility  for  overall  BSI  policy  is  in  the  hands  of  an 
Executive  Board  on  which  the  Department  of  Trade  is  represented.  In  the  current  year  its 
budgeted  income  is  some  £12m  of  which  nearly  £8m  relates  to  standards  making  and  this 
includes  roughly  £2m  grant-in-aid  from  this  Department  calculated  on  the  basis  of  a £ for 
£ of  members  subscriptions.  Oversight  by  the  Department  is  directed  towards  ensuring 
that  BSI  adequately  reflects  industrial,  consumer  and  Governmental  needs  for  standards 
and  that  these  needs  are  taken  into  account  in  the  preparation  of  international  standards. 

3.  On  quality  assurance  matters  the  Department  is  concerned  with  the  development  of 
an  awareness  in  British  industry  of  the  importance  of  quality  as  a competitive  factor  in  the 
manufacture  and  sale  of  industrial  products.  Towards  the  end  of  1978  the  Department 
issued  a Consultative  Document  on  a National  Strategy  for  Quality.  The  response  from 
this  consultation  has  now  been  analysed  and  the  Department  is  discussing  with  other 
departments  the  development  of  future  policy. 

4.  Over  the  past  four  years  the  principal  international  activity  on  the  elimination  of 
technical  barriers  to  trade  has  been  the  preparation  of  the  GATT  agreement  on  technical 
barriers  to  trade  (the  Standards  Code).  This  agreement  is  designed  to  reduce  obstacles  to 
trade  that  result  from  the  preparation,  adoption  and  application  of  product  standards  and 
certification  systems.  The  agreement  encourages  the  use  of  appropriate  existing  inter- 
national standards  when  a new  or  revised  domestic  standard  or  technical  regulation  is 
being  drafted.  When  use  of  an  existing  international  standard  is  not  appropriate,  or  when 
no  international  standard  exists,  open  procedures  must  be  followed  during  the  formulation 
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of  standards  and  certification  systems.  By  this  means  it  is  hoped  to  discourage  preparation 
of  national  standards  and  certification  systems  which  impede  the  free  movement  of 
products  amongst  the  countries  which  subscribe  to  the  agreement.  The  agreement  came 
into  force  on  1 January  1980  and  arrangements  are  being  set  up,  in  conjunction  with  the 
other  Member  States  of  the  Community,  to  service  the  agreement  and  to  ensure  that  the 
UK  benefits  from  it. 

5.  Within  the  Community  the  existence  of  technical  barriers  to  trade  arising  from  dis- 
parate technical  regulations  has  long  been  recognised  and  under  Article  100  of  the  Treaty 
of  Rome  a programme  exists  for  the  harmonisation  of  these  technical  regulations  by 
means  of  directives.  These  directives  dcfinecommon  standards  and  certification  procedures 
for  a range  of  products  and  products  conforming  with  these  may  circulate  freely  within  all 
Member  States.  A programme  was  drawn  up  in  1969  and  subsequently  revised  in  1973  and 
this  defines  the  classes  of  industrial  products  for  which  directives  should  be  prepared.  So 
far  110  directives  have  been  adopted  and  there  are  140  draft  proposals  for  directives  at 
different  stages  of  development.  The  Department  prepares  a quarterly  review  which  is 
published  in  “British  Business”  and  a copy  of  this  dated  4th  January  1980  is  attached1. 

6.  It  is  recognised  that  outside  the  Article  100  area  technical  barriers  to  trade  arise 
within  the  Community  by  the  use  of  voluntary  standards  and  certification  procedures 
which  arc  not  governed  by  regulations  and  do  not  therefore  come  within  the  scope  of 
Article  100.  The  Commission  looks  to  the  two  European  standardising  bodies  (CEN  and 
CENELEC)  to  produce  harmonised  European  standards  but  has  been  disappointed  with 
the  output  from  these  bodies.  Following  meetings  between  the  Commission,  Member 
States  and  the  Standards  bodies  it  has  been  agreed  that  a closer  working  relationship 
should  be  established  between  the  Commission  and  the  European  standardising  bodies  to 
try  to  increase  the  output  and  acceptability  of  European  Standards.  It  is  recognised  that 
Member  States  will  need  to  increase  their  commitment  to  European  Standards  work  and 
that  national  standards  organisations  should  consult  together  more  closely  to  avoid 
duplication  of  effort. 

7.  There  is  also  an  awareness  that  certification  systems  can  produce  distortions  in  intra- 
Community  trade  and  the  Commission  has  set  up  a Working  Party,  chaired  by  the  UK,  to 
look  at  problems  facing  manufacturers  in  this  area.  The  Working  Party  which  is  scheduled 
to  report  by  the  end  of  June  1980,  has  already  held  one  meeting  and  has  invited  evidence 
from  Member  States  about  the  problems  faced  by  their  manufacturers.  Within  the  United 
Kingdom  evidence  has  been  sought  from  some  400  trade  associations  and  a preliminary 
analysis  of  the  comments  received  has  already  been  undertaken.  Despite  complaints  over 
many  years  from  United  Kingdom  manufacturers  about  the  difficulties  encountered  in 
complying  with  certification  procedures  on  the  Continent  it  has  been  very  difficult  to 
establish  cases  of  substance  which  stand  up  to  detailed  examination.  A large  number  of  the 
responses  spoke  in  a very  general  way  about  discriminatory  practices  but  were  unable  to 
supply  quantifiable  evidence.  It  is  too  early  to  predict  in  any  detail  the  outcome  of  the 
Working  Party  but  it  is  hoped  that  many  of  the  problems  encountered  can  be  resolved  by 
arrangements  whereby  test  and  inspection  bodies  in  the  country  of  manufacture  can  test 
and  certify  products  on  behalf  of  the  authorities  in  the  importing  Member  States. 


1 Not  printed. 
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[Continued 


Examination  of  witnesses 

Mr  E E Wiluams,  OBE,  Deputy  Chief  Scientific  Officer,  Metrology  Quality  Assurance 
and  Standards  (MQS)  Division,  and  Mr  J S Linton,  Senior  Principal  Scientific  Officer 
(MQS  Division),  Department  of  Trade,  called  in  and  examined. 


Chairman 

304.  May  I welcome  you  to  this  public 
sitiing  of  the  Select  Committee  on  Industry 
and  Trade.  We  are  much  obliged  for  your 
paper,  which  we  have  identified  as  M35, 
entitled  “Note  by  Metrology  Quality 
Assurance  Safety  and  Standards  Division, 
Department  of  Trade”.  Wc  have  one  or 
two  questions  to  ask  you,  and  I would  like 
to  begin  by  asking:  Could  the  witnesses  say 
whether  there  are  more  or  more  serious 
obstacles  to  exports  by  way  of  standards 
and  certification  procedures,  overseas  gen- 
erally and  also  within  the  EEC,  than  there 
are  to  imports  from  those  sources  by  reason 
of  UK  standards  and  procedures? 

(Mr  Williams.)  It  would  be  a purely  qual- 
itative assessment,  but  the  general  burden 
of  opinion  would  be  there  are — but  it  is 
practically  impossible  to  quantify. 

305.  Could  you  give  us  any  examples? 

( Mr  Williams.)  There  are  innumerable 
examples  of  the  way  in  which  technical 
barriers  to  trade  operate  in  this  country  and 
in  other  countries.  Typical,  for  example,  is 
the  need  to  obtain  some  kind  of  test  carried 
out  and  followed  by  certification  of  confor- 
mation with  the  standards  embodied  in  the 
test  for  the  purpose  of  satisfying  regula- 
tions. That  exists  in  this  country  in  many 
areas,  particularly  where  there  is  a very 
substantial  safety  element  concerned  with 
the  use  of  the  equipment,  and  this  can 
involve  an  applicant  — a man  wishing  to 
trade  in  this  particular  commodity  — in 
extended  administrative  procedures,  and 
can  generally  add  considerably  to  his 
burden  in  getting  into  this  market. 

306.  Is  it  possible  to  quantify  in  pounds 
and  pence  the  effect  upon  us  ? 

(Mr  Williams.)  I would  have  said  it 
would  be  impossible,  in  total.  It  is  very 
difficult  even  if  you  take  one  particular 
area. 

Mr  Mikardo 

307.  This  is  a very  difficult  question, 
aut  can  you  form  any  assessment  of  the 
txtent  to  which  standards  — protective 
standards  — which  are  imposed  on  our 
goods  by  overseas  barriers  are  genuine 
efforts  at  safety  and  quality,  and  to  what 
extent  they  are  really  disguised  methods  of 
protecting  the  home  manufacture? 


(Mr  Williams.)  I would  say  that  the  bulk 
of  the  evidence  we  have  is  that  standards 
where  they  arc  called  up  by  regulations  by 
other  countries  — particularly  Germany, 
or  France  — that  the  procedures  for 
testing,  certification  and  so  on,  are  prim- 
arily called  up  in  order  to  protect  either 
individuals  or  the  environment,  or  partic- 
ular situations.  Wc  have  got  very  little 
evidence  — very  littlcquantitativeevidencc 
— of  discrimination,  which  I think  is  the 
point  you  are  making. 


308.  What  about  exhaust  emissions  in 
the  United  States  — was  that  a protection? 

(Mr  Williams.)  1 would  have  thoughi 
that  that  resulted  — in  as  much  as  I am 
familiar  with  that  particular  question  — 
from  a genuine  interest  in  trying  to  protect 
the  environment. 

Mr  Thompson 

309.  Those  on  this  Committee  will  have 
heard  me  say  this  before:  I have  a firm 
making  fire  extinguishers  — a very  good 
firm,  and  it  is  a very  technical  thing  to  make 
— Nu-Swift  — and  they  tell  me  that  they 
come  across  sundry  alterations  to  tech- 
nical barriers  into  other  countries  when 
they  have  managed  to  breach  a barrier,  or 
establish  a market  — in  some  cases,  the 
standards  have  been  changed  retrospec- 
tively. For  instance,  in  Denmark,  they  find 
whole  new'  standards  being  written  to 
specifically  exclude  them,  or  in  other  places 
they  can  receive  a certificate  to  import  into 
that  country,  but  once  they  have  imported 
they  can  receive  no  brand  of  approval 
within  the  country.  Is  this  a general  sort  of 
thing,  or  is  it  just  specifically  concerning 
one  firm?  I cannot  believe  that  just  one 
firm  suffers  all  this? 

( Mr  Williams.)  These  arc  general,  in  the 
sense  that  all  commodities  which  are  the 
subject  of  international  trading  are  exposed 
to  this  kind  of  protection.  The  kind  of 
product  which  tend  to  encounter  these 
kinds  of  difficulties  are  those  which  are 
concerned  with  safety,  or  protection,  or 
health,  because  those  are  the  areas  where 
regulations  tend  to  bite.  The  particular 
problem  of  which  you  speak  is  one  with 
which  I am  very  familiar,  because  it  is  one 
which  we  have  been  looking  at  for  a number 
of  years.  It  is  not  a new  one.  But  it  is  very 
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[Mr  Thompson  Contd ] 

difficult  to  really  adduce  any  motives  of 
discrimination  or  protectionism,  because 
all  the  particular  requirements  arc  justified 
when  one  examines  them  on  the  grounds  of 
safety  or  health,  and  it  is  very  difficult  in 
fact  to  refute  those  claims.  The  point  is  that 
one  is  really  able  to  take  some  action  only  if 
it  is  clear  that  the  home  manufacturer  is 
being  given  facilities  which  are  not  available 
to  the  importer.  Where  in  fact  the  author- 
ities in  the  importing  country  lay  down 
requirements  which  should  be  satisfied,  for 
example,  by  all  fire  extinguishers,  then  they 
can  justify  this  on  the  basis  that  this  is  a 
safety  measure  — “it  is  a measure  which 
we  have  adopted  for  standardisation 
purposes”. 

310.  We  have  a very  good  GAIT 
Agreement  on  technical  barriers  to  trade. 
It  seems  to  me,  having  read  it  carefully,  that 
if  all  EEC  countries  — and  indeed,  other 
overseas  countries  — stuck  to  that,  then 
firms  such  as  you  and  I have  just  mentioned 
would  within  a very  few  years  be  able  to 
trade  freely. 

(Mr  Williams.)  Certainly  this  is  what  the 
code  of  conduct  in  relation  to  technical 
barriers  and  standards  and  certification  is 
intended  to  achieve.  That,  of  course,  is  in  a 
much  wider  context  than  the  Community: 
within  the  Community  there  are  in  fact 
existing  arrangements  to  try  and  avoid 
those  within  the  Community  itself. 

311.  With  no  disrespect  to  you  — you 
are  the  most  wide-awake  fellow  we  have  had 
sitting  there  for  many  weeks!  — people  in 
trade  tell  me  that  it  would  be  better  if,  at 
the  negotiating  level,  people  from  industry 
were  doing  more  of  the  negotiating  on  the 
technical  barriers,  because  at  the  end  of  the 
day  they  have  to  come  home  and  tell  their 
home  industry  that  they  have  lost  or  won 
the  battle  — there  will  be  more  exports,  or 
whatever  the  case  may  be.  How  do  you  sec 
that  working? 

(Mr  Williams.)  This  has  been  a 
complaint  that  has  been  made  over  a 
number  of  years,  and  I do  not  think  it  is 
really  substantiated,  because  industry  — 
industrial  interests  — with  any  particular 
directive  proposal  — and  I think  your 
question  is  directed  to  the  Community  — 
are  in  fact  consulted  at  the  earliest  stages. 
We  have  in  fact  established  very  wide- 
ranging  consultative  arrangements  so  as  to 
keep  all  these  industrial  interests  informed 
of  the  progress  of  the  proposals,  and  involve 
them  up  to  the  point  where  proposals  go 


forward  to  the  Council.  Industrialists  do 
have  the  opportunity  to  participate  very 
fully  in  the  discussions,  even  in  the  Brussels 
machinery  itself.  Certainly  one  has  given  a 
lot  of  attention  to  trying  to  make  sure  that 
industrial  interests  are  kept  as  fully  in- 
formed as  possible.  Perhaps  I could  go  on 
to  develop  one  quite  important  point  which 
arises  front  that,  and  that  is  that  it  is  the 
Community’s  stated  policy  — and  the  UK. 
fully  endorses  this  — that  the  Article  100 
directives  are  based,  as  far  as  possible,  on 
European  standards  — in  other  words,  the 
Directive  proposal  should  concern  itself 
with  the  administrative  framework,  and, 
where  technical  requirements  arc  con- 
cerned, standards  are  used  as  a reference 
point,  in  order  to  ensure  that  products  con- 
forming to  those  requirements  are  allowed 
free  access  to  all  Member  State  markets. 
We  are  looking  to  the  European  Standards 
organisations  to  produce  those  standards, 
and  in  a substantial  number  of  areas  the 
European  Standards  organisations  are 
actually  given  firm  mandates  to  carry  out 
the  standardisation  work.  It  has  been  a 
condition  of  the  mandates  that  the  Com- 
mission itself  will  not  carry  out  this  tech- 
nical work,  leaving  it  to  the  standards 
bodies,  and  I think  it  is  largely  the  industrial 
interests  which  are  responsible  for  agreeing 
the  technical  requirements.  They  find 
difficulty  in  agreeing,  because  arguments  of 
technical  acceptability  are  very  much 
underlaid  by  commercial  considerations. 


Mr  Mikardo 

312.  While  we  have  international 
standards  working  very  effectively,  your 
Department  expressed  disappointment 
about  the  output  from  the  European 
standardisation  bodies,  and  I can  under- 
stand that.  With  a wide  acceptance  of 
international  standards,  either  European  or 
wider  ones,  aren’t  British  manufacturers 
disadvantaged  by  the  fact  that  we  are 
virtually  the  only  country  that  uses  British 
Standard  specifications,  whereas  some 
other  standard  specifications  (such  as  the 
German  DIN,  or  the  Russian  TGL)  are 
used  by  a considerable  number  of  countries, 
in  each  of  which  there  is  an  exporter  to  a 
second  country  within  that  group?  Does 
this  not  constitute  an  advantage  over  a 
British  exporter? 

(Mr  Williams.)  That  is  a very  interesting 
point,  but  I do  not  think  it  is  true  to  say  that 
the  British  Standards  are  only  current  in 
the  United  Kingdom,  because  in  fact  many 
of  our  former  dependencies . . . 
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313.  I appreciate  that.  I was  referring  to 
Europe. 

(Mr  Williams.)  What  one  might  call  the 
“currency”  of  the  standards  in  particular 
countries  tends  to  reflect  historical  trading 
patterns.  So  the  British  Standards  have  a 
wide  currency  in  the  Commonwealth,  and 
in  our  former  dependencies,  whereas  I think 
that  German  standards  have  a very  sub- 
stantial currency  in  Europe,  which  was 
traditionally  a German-trading  area.  There 
is  no  doubt  at  all  that  where  for  example  the 
Swedish,  or  Swiss,  or  Austrian  standards 
are  based  on  them,  it  is  very  much  easier  for 
German  manufacturers  to  trade  in  those 
countries,  than  British  manufacturers 

314.  So  it  is  much  more  important  for 
us  to  get  European  standards,  and  there  is 
rather  slow  progress  here? 

(Mr  Williams.)  I would  have  said,  in 
general,  that  that  is  right. 

Mr  Carlisle 

315.  Your  paper  suggests  that  the 
technical  barriers  to  trade  arc  on  voluntary 
standards.  Is  this  so,  in  fact?  — it  is  rather 
an  intractable  problem.  Are  you  making 
progress  on  this? 

( Mr  Williams.)  I am  sorry  if  the  paper 
gave  that  impression  — it  was  not  intended 
to.  In  fact  it  is,  I would  say,  only  relatively 
recently  that  a lot  of  attention  has  been 
given  to  the  role  of  what  you  might  call 
voluntary  standards  in  trade  barrier  terms, 
as  compared  with  those  which  are  called  up, 
or  involved,  in  legislation.  This,  1 think, 
arose  from  a speech  made  by  one  of  the 
Director  Generals  in  the  Commission, 
which  pointed  out  the  disparity  between  the 
output  of  national  standards,  particularly 
of  the  three  major  Standards  Institutions  in 
the  Community  (the  German,  French  and 
British),  compared  with  the  output  of  the 
European  Standards  bodies,  whose  output 
is  measured  in  tens  a year,  whereas  the 
other  output  is  in  hundreds  a year,  or  more. 

316.  So  it  is  not  a barrier  to  trade,  you 
think? 

(Mr  Williams.)  It  might  be  worth 
pending  a moment  to  define  what  we 
lean  by  a “barrier  to  trade"  or  rather  a 
technical  barrier  to  trade”  since  a barrier 
lists  if  a manufacturer  making  a particular 
roduct  and  considering  moving  into  an 
idividual  market  encounters  difficulty,  or 
knows  that  he  will  encounter  difficulties 
in  order  to  get  into  that  market.  These  can 


be  very,  very  complex,  and  vary  m 
character.  The  most  obvious  one  is  that  if 
the  product  has  to  be  modified  to  get  into 
another  market,  that  involves  him  in  manu- 
facturing costs.  If  in  addition  he  has  to 
have  that  product  tested  in  the  new  market, 
that  is  another  source  of  additional  costs 
possible  for  him  as  well,  and  if  it  has  to  be 
approved  by  some  body  which  has  further 
rights,  whether  of  purchasing  or  regulatory 
kinds,  this  too  can  mean  extra  costs.  It  is 
not  discriminatory  in  the  sense  that  they 
won’t  accept  the  product  in  the  other 
market,  but  the  extra  costs  will  represent  a 
very  considerable  proportion  of  his  mark- 
eting costs.  But  that  is  equally  true  of 
somebody  coming  into  the  United 
Kingdom,  and  you  can  have  barriers  into 
entry  into  a new  market  in  your  own 
individual  home  country.  If  a manufacturer 
of  domestic  electrical  appliances,  who 
knows  he  has  to  conform  to  British 
Standards  for  his  products,  to  satisfy  his 
customers  and  the  authorities,  and  keep 
them  satisfied  — that  is,  the  British 
Electrotechnical  Approvals  Board  — feels 
he  would  like  to  diversify  into  equipment 
for  factory  situations,  he  may  find  that  he 
has  to  get  his  products  tested  by  a different 
body,  BASEEFA. 

Mr  Maxwell-Hyslop 

317.  As  a certain  proportion  of  our 
exports  are  in  the  field  of  aircraft  engines 
and  components  — which  is  another  major 
market  — does  the  US  have  its  own 
technical  standards  which  have  to  be  met, 
as  opposed  to  accepting  British  standards 
for  certification  ? 

(Mr  Williams.)  I must  confess  that  this  is 
not  an  area  in  which  1 am  fully  au  fail 
with  all  the  technicalities,  but  I believe  the 
aerospace  industry  as  a whole  has  its  own 
standards  which  are  largely,  in  fact,  the 
standards  applied  by  the  contractor  nnd  by 
the  purchaser.  These  tend  to  dominate.  The 
legislative  authorities  concerned  are  the 
airworthiness  approval  bodies,  together 
with  all  the  mechanisms  which  are  used  to 
monitor  the  progress  of  the  contract,  and  I 
think  that  in  that  sense  British  standards,  in 
the  sense  that  we  are  talking  about  them 
here  — or  in  fact  other  countries’  national 
standards  — tend  to  be  of  secondary 
importance  compared  to  what  you  might 
call  the  “contractual  standards”. 

318.  But  the  British  Certificate  of 
Airworthiness  — is  that  accepted,  except  in 
the  USA,  on  a world-wide  basis,  that  you 
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know  of?  ... 

(Mr  Williams.)  1 am  sorry  — I could  not 
answer  that.  Perhaps  Mr  Linton  could 
assist  — he  has  been  involved  in  this  area. 

(Mr  Linton.)  1 am  afraid  not  in  this 
specialised  area. 

(Mr  Williams.)  We  could  check  on  this. 

Chairman 

319.  Would  you  be  good  enough  to 
send  in  a note  on  that  point? 

(Mr  Williams.)  That  is,  the  acceptability 
of  airworthiness  certificates  produced  by 
the  Airworthiness  authorities  ? 

(Chairman.)  Yes. 

Mr  McNally 

320.  Could  we  return  to  the  question  of 
EEC  harmonisation  ? Is  the  list  drawn  up  in 
1969  and  revised  in  1973  intended  to  be 
exhaustive? 

(Mr  Williams.)  I don’t  think  anyone 
would  claim  that  it  was  exhaustive,  because 
new  products  come  along  all  the  time.  I 
think  one  has  to  look  at  the  list  a little  care- 
fully, to  see  what  it  consists  of.  It  consists  of 
a number  of  product  areas  — like  motor 
vehicles  and  agricultural  equipment,  con- 
struction products  and  so  on  — in  which 
the  mechanism  employed  is  to  develop  a 
proposal  of  the  Commission.  The  Com- 
mission develops  the  proposal  for  a frame- 
work Directive  — that  is,  a general 
Directive  that  can  be  generally  applicable 
to  all  the  products  within  a particular 
product  group  — and  then  subsequently  to 
expand  that  product  area  by  developing 
special  Directives.  So  you  can  have  a 
framework  Directive  in  machine  tools,  and 
then  special  Directives  for  grinding 
machines,  and  so  on.  In  that  sense,  it  is 
almost  infinitely  expandable,  as  new 
products  come  along. 

321.  But  when  you  are  thinking  of  new 
regulations,  do  you  think  that  people  arc 
thinking  “Communitaire”  now?  For  ex- 
ample, the  new  fire  regulations  on  furniture 
fabrics  which  your  Department  is  going  to 
be  putting  forward:  will  they  be  acceptable 
to  the  Community  as  a whole  ? Do  you  now, 
when  you  think  of  putting  forward  new 
regulations,  think  of  what  would  be  most 
acceptable  Community-wide,  or  is  that 
something  that  the  Community  has  to  take 
into  account?  Will  you  find  new  and  con- 
flicting regulations  in  different  parts  of  the 
Community? 

(Mr  Williams.)  There  is  something 
called  the  “standstill”  agreement,  which  is 
an  agreement  which  by  and  large  has  been 


accepted  by  all  Member  States,  which  in 
effect  says  that  any  countries  which,  for 
urgent  reasons  of  health  or  safety  or  what- 
ever it  may  be,  see  the  need  to  introduce 
regulations,  will  inform  the  Commission 
about  their  proposals  to  do  so,  and  then 
will  not  do  anything  about  it  for  five 
months,  to  give  the  Commission  a chance 
to  see  if  there  is  a case  for  promulgating 
Community  Directives  on  those  products, 
and  if  within  those  five  months  the 
Commission  comes  forward  with  a proposal 
to  the  Council  then  there  is  a further  five 
months  during  which  the  standstill  agree- 
ment operates.  Hopefully  by  that  time  the 
Community  — the  other  Member  States  — 
will  see  the  arguments  in  favour  of,  or 
against,  and  will  have  come  to  some 
agreement  on  the  technical  requirements 
involved,  and  the  urgent  preoccupation  of 
the  Member  State  considering  introducing 
these  regulations  might  be  in  fact  put  to 
rest  by  virtue  of  the  Community  proposals. 
However,  at  the  end  of  that  ten  months,  if 
the  Member  State  is  not  satisfied  that 
progress  has  been  satisfactory,  it  can  go 
ahead  and  introduce  it,  and  it  is  entirely  in 
accordance  with  this  that  the  Community 
procedures  — this  was  done  by  the  French, 
just  over  a year  ago,  when  they  introduced 
domestic  regulations  relating  to  industrial 
trucks  — forklift  trucks  — when  they  in 
fact  informed  the  Commission  that  they  had 
a serious  safety  problem  on  this,  and  they 
were  proposing  to  introduce  regulations,  a 
code  of  French  standards.  They  in  fact 
followed  the  procedure  to  the  rule,  but  only 
just,  and  at  the  end  of  that  time  the 
regulations  entered  into  force. 

322.  Some  of  it  sounds  very  leisurely. 
When  do  you  expect  finality  on  the  140 
proposals  now  under  consideration  — can 
you  put  a timescale  to  it  ? 

(Mr  Williams.)  It  would  be  an 
extrapolation  of  previous  experience,  and  in 
that  sense  I think  it  would  be  a brave  man 
who  would  put  his  money  on  it  being 
achieved  in  ten  years. 

323.  So  really  you  have  two  things : you 
have  a very  leisurely  programme  of  harm- 
onisation, and  the  possibility  of  new 
regulations,  not  Community-wide,  being 
brought  in  by  individual  Members.  We  are 
a long  way  off  harmonisation  of  standards 
in  the  Community,  then  ? 

(Mr  Williams.)  1 would  like  to  take  up 
two  points  there.  One  is  that  “leisurely" 
conveys  an  impression  that  they  arc  not 
working  hard.  There  is  a tremendous 
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amount  of  work  going  on.  The  progress  is 
slow  because  of  the  complex  ^ — and  it  is  an 
incredibly  complex  — and  difficult  area,  in 
which  there  are  so  many  areas  of  technical 
development  and  different  philosophical 
thinking  in  terms  of  safety  and  health.  The 
other  thing  is  that  these  regulations,  such  as 
we  have  just  talked  about,  are  very  much 
the  exception  — they  are  not  common,  so 
that  there  have  been,  in  my  own  experience, 
very  few  regulations  of  this  type  introduced 
in  the  last  few  years. 

Mr  Mikardo 

324.  I would  like  to  ask  you  a question 
arising  out  of  Paragraph  6 of  your  docu- 
ment, part  of  which  at  least  is  a little  more 
obscure  than  the  rest  of  the  document,  and 
part  of  which  seems  to  be  written  in 
language  which  I might  charitably  call 
“diplomatic”,  and  uncharitably  call 
“obfuscated”.  You  say  “The  Commission 
looks  to  the  two  European  standardising 
bodies  (CEN  and  CENELEC)  to  produce 
harmonised  European  standards  but  has 
been  disappointed  with  the  output  from 
these  bodies",  and  in  the  next  sentence  you 
suggest  that  what  has  gone  wrong  has  been 
the  lack  of  a close  working  relationship 
between  the  Commission  and  the  European 
standardising  bodies.  What  does  all  that 
mean?  It  sounds  as  if  there  is  a lack  of 
co-operation  — come  clean  on  it  1 

( Mr  Williams.)  May  I first  of  all  say  that 
there  was  a small  error  in  paragraph  5 — 
we  refer  to  “published  in’British  Industry’”, 
and  that  of  course  should  be  “British 
Business” — I am  sorry  about  that.  Perhaps 
we  should  have  used  the  phrase  “even  closer 
working  relationship”,  because  the  relation- 
ship really  has  been  pretty  close.  As  I said 
earlier  on,  the  Commission  gave  to  CEN  in 
particular,  because  it  is  the  non-electrical 
product  standard  making  body,  a series  of 
mandates,  and  I think  that  the  Commission 
said  “for  those  products  we  will  not  do  any 
technical  work  at  all,  it  is  up  to  you  to 
provide  European  standards  acceptable 
throughout  the  Community,  and  if  you 
produce  them  by  such-and-such  a date, 
which  is  the  programme  date  for  putting  the 
Directive  to  the  Council  for  adoption,  we 
will  make  reference  to  these  standards,  in 
the  sense  that  the  Directive  would  say 
if  it  were  an  optional  Directive  for  example, 
that  any  product  conforming  with  those 
standards  must  be  given  free  access  to  the 
market  of  each  Member  State”.  The 
Commission  followed  this  up  in  contacts 
with  the  European  standards  body,  both  by 
attending  meetings  of  the  General  Assembly 


as  these  took  place,  and  meetings  of  the 
technical  Committees  when  they  were 
dealing  with  mandated  products.  The  reason 
why  the  standards-making  has  been  slow 
has  been  because  it  has  been  difficult  for  the 
industrial  technical  interests  on  the  Com- 
mittees to  agree  on  defin  itive  standards,  and 
the  reason  for  this,  very  often  hidden 
behind  health,  safety  and  other  reasons 
may  very  well  be  commercial  in  origin.  This 
is  something  in  which  UK  industrialists 
would  be  just  as  keen  to  preserve  a position 
as  other  countries. 

325.  I understand  that,  and  indeed 
some  of  our  standards  are  poorer  than  they 
ought  to  be  because  of  commercial  con- 
siderations. But  isn’t  it  a fact  that  in  the 
final  issue  the  Commission  has  got  a lot  of 
muscle,  if  it  wants  to  exercise  it? 

( Mr  Williams.)  It  has,  in  constitutional 
terms,  I think;  but  these  European  stan- 
dards bodies  are  voluntary  bodies.  They 
are  bodies  over  which  the  Commission  has 
no  domain,  and  the  working  relationship 
is  a voluntary  one  — 1 would  say,  on  the 
whole,  a very  co-operative  one.  Both 
bodies  are  doing  their  best.  I think  it  is 
difficult  to  exaggerate  the  difficulty  of 
getting  agreement  on  these  very  complex 
matters. 

326.  As  long  as  they  are  voluntary? 

(Mr  Williams.)  Even  when  they  are 

made  mandatory:  because  when  they  are 
made  mandatory,  it  is  really  then  a decision 
of  the  authorities  in  those  countries,  and  it 
is  just  as  difficult  to  get  all  the  authorities 
to  agree,  because  at  the  end  of  the  day  it  is 
those  authorities  who  have  to  be  respon- 
sible for  the  safety  of  their  domain  in  their 
own  country,  and  it  would  be,  I suspect, 
unwelcome  to  many  people  today  if  those 
responsible  appeared  before  Parliament  and 
said  “we  have  this  safety  problem  because 
we  accepted  somebody  else’s  solution  when 
we  really  felt  that  this  solution  was  not 
better  for  us.” 

327.  On  paragraph  7,  about  the  Work- 
ing Party  which  you  tell  us  has  been  set  up 
by  the  Commission  under  the  chairmanship 
of  the  UK  — and  which  sounds  like  a good 
move  — which  appears  to  be  trying  to  get 
to  grips  with  this  problem  of  testing  and 
certifying  and  the  acceptance  of  certificates 
in  the  countries  of  import,  you  say  “it  is 
hoped  that  many  of  the  problems  en- 
countered can  be  resolved  by  arrangements 
whereby  test  and  inspection  bodies  in  the 
country  of  manufacture  can  test  and  certify 
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products  on  behalf  of  the  authorities  in  the 
importing  Member  States”.  That  is  such  an 
obvious  act  that  it  is  surprising  that  it  has 
not  been  done  to  a greater  extent  before. 
You  say  that  it  is  hoped  to  deal  with  some  of 
these  problems  — is  there  really  an  expecta- 
tion that  this  very  obvious  and  sensible 
reform  could  be  adopted,  at  least  for  some 
branches  of  industry,  in  a relatively  short 
time? 

(Mr  Williams.)  1 am  very  hopeful  that 
we  will.  I think  the  general  solution  to  a 
Community  trading  problem,  which  is  the 
Article  100  Directive  adopted  by  the 
Council  and  implemented  by  all  Member 
States,  is  slow  — it  is  necessarily  slow,  and 
I think  (and  many  of  my  colleagues  share 
that  view)  that  there  is  scope  in  fact  for 
quicker  progress  on  a bilateral  basis  with 
those  countries  where  we  have  particular 
problems.  These  already  take  place,  to 
some  extent:  I could  give  examples,  if  you 
wish. 

Mr  Foster 

328.  Industrialists  often  say  that  espe- 
cially the  Japanese,  but  perhaps  also  the 
Americans,  have  made  themselves  very 
difficult  to  sell  to.  Is  it  true  that  their 
standards  are  peculiarly  idiosyncratic,  and 
is  this  a serious  barrier  to  trade? 

(Mr  Williams.)  I think,  in  looking  at 
Japan  and  the  United  States  of  America, 
you  have  in  some  ways  two  ends  of  the 
spectrum.  In  Japan  you  have,  obviously,  a 
very  different  culture  — different  altogether ; 
and  a market  which  we  are  not  familiar 
with  in  many  ways,  and  a place  where 
standardisation  is  very  much  organised  and 
integrated  into  the  governmental  system. 
The  Japanese  have  a Standards  Institution 
which  is  fully  funded  by  Government,  and 
those  standards  are,  I think,  generally 
accepted  as  a technical  basis  for  its  require- 
ments. In  this  sense,  entry  into  the  Japanese 
market  does,  I think,  pose  particular 
problems  for  the  manufacturer  in  this 
country.  He  has  to  become  familiar  with 
the  technical  regulations,  approval  and 
testing  regulations,  and  certification.  Asso- 
ciated with  that,  he  has  to  go  through  those 
procedures,  and  test  his  design  and  manu- 
facture before  getting  into  the  market.  That 
is  a difficult  problem,  but  it  mirrors  in  many 
ways  the  Japanese  situation  vis-a-vis  the 
United  Kingdom.  In  America  you  have  a 
quite  different  situation.  The  Americans, 
although  they  have  a national  standards 
body  — the  American  National  Standards 
Institute  — that  really  is  a very  minor  body, 
compared  with  the  amount  of  standardisa- 
tion activity  that  goes  on  in  America,  in 


various  professional  and  similar  institutes 
— the  American  Petroleum  Institute,  the 
American  Society  of  Testing  Materials, 
American  Society  of  Mechanical  Engin- 
eers and  so  on.  These  are  very  powerful 
professional  institutes,  backed  up  by  com- 
mercial interests  — there  are  four  hundred 
in  America,  which  promulgate  standards, 
which  may  be  backed  up  by  various 
government  departments  or  various  State 
authorities.  With  regard  to  AS  ME  Stand- 
ards these  have  much  the  same  status  in 
relation  to  national  legislation  as  do 
Japanese  standards.  To  sell  effectively  in 
America  the  UK  manufacturer  has  to  con- 
form to  these  standards.  This  calls  for  a 
marketing,  design,  technical  awareness  and 
commercial  approach. 

329.  Is  it  possible  to  do  anything  about 
those  problems  within  GATT,  or  are  we 
doing  anything  about  that  within  GATT  or 
elsewhere? 

(Mr  Williams.)  This  GATT  Agreement 
is  designed  to  help  make  these  problems 
very  much  less  than  they  are  at  the  moment. 
It  is  designed  to  tackle  the  problem  in  two 
ways:  one,  the  setting  down  of  a Code  of 
Conduct  by  which  countries  who  are  parties 
to  the  agreement,  adherents,  will,  when 
they  are  formulating  new  regulations,  take 
account  of  international  standards  and  try 
and  base  their  regulations  on  those,  and 
similarly  in  relation  to  certification  and 
approval  systems  and  testing  and  so  on.  It 
also  provides  an  organism  by  which 
adherents  would  be  notified  of  standards 
promulgated  by  various  countries,  and 
there  is  a mechanism  for  tackling  breaches 
of  the  agreement.  There  is  a Committee  on 
Technical  Progress  which  in  fact  can  be 
appealed  to  in  order  to  resolve  problems. 

Mr  Kerr 

330.  To  sum  up:  What  steps  are  being 
taken  to  try  to  remedy  the  situation,  (a) 
within  GATT  and  (b)  otherwise? 

(Mr  Williams.)  In  GATT,  the  Agree- 
ment has  only  just  entered  into  force,  and 
the  first  meeting  of  the  International  Com- 
mittee is  on  24th  April.  Certainly  there  are 
clear  signs  that  the  Japanese  and  the 
Americans  and  the  Community  are  taking 
it  very  seriously.  They  have  introduced  the 
constitutional  measures  necessary  to  imple- 
ment the  GATT  Agreement.  I think  that 
deals  with  what  you  might  call  the  general 
world-wide  situation.  So  far  as  the  Com- 
munity is  concerned,  those  efforts  which 
have  been  described  as  having  been  given 
fresh  impetus  in  the  latter  part  of  our  paper 


will,  we  hope,  bear  fruit  in  a year  or  so. 
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Mr  Carlisle 

331.  I received  the  general  impression 
from  your  paper  that  you  felt  that  stan- 
dards and  certification  were  not  a particular 
barrier  to  trade,  and  could  easily  be  over- 
come. Is  it  possible  to  quantify  the  effect? 

(Mr  Williams.)  It  is  difficult  to  quantify 
the  effect.  If,  for  example,  there  were  a 
world-wide  system  of  standardisation,  that 
would  result  in  considerable  savings  to 
everybody,  but,  accepting  that  there  are 
different  standards  in  different  countries 
which  have  arisen  from  historical  and 
industrial  and  design  backgrounds,  trading 
between  countries  with  different  standards 
in  fact  means  that  they  have  to  incur  extra 
costs. 

332.  But  we  are  under  no  extra 
disadvantage? 

(Mr  Williams.)  It  is  the  question  of 
discrimination,  or  imbalance,  which  I think 
exercises  a lot  of  people’s  minds. 

Mr  Crowther 

333.  I have  a particular  question  on  a 
problem  which  arises  out  of  this  extra- 
ordinary variety  of  standards  operating  in 
the  US.  In  some  cases,  I understand, 
certification  of  the  goods  which  are  to  be 
imported  into  America  is  required  by  an 
officer  appointed  either  by  the  US  Govern- 
ment or  by  one  of  the  professional  organi- 
sations to  which  you  have  referred  — and 
again,  in  the  case  which  was  specifically 
referred  to  me,  it  was  unfortunately  found 
''inconvenient”  to  send  an  appointed 
officer  to  do  the  certification,  and  a very 
long  delay  therefore  occurred  for  that 
British  company  which  was  seeking  to 
export  those  goods.  Is  that  a widespread 
problem  with  the  US,  and,  if  so,  what  is 
being  done  about  it? 

(Mr  Williams.)  1 notice  in  fact  that  that 
was  a question  left  over . . . 

334.  It  was,  yes. 

(Mr  Williams.)  To  the  best  of  our 
knowledge  it  is  not  a common  problem, 
but  it  is  a problem  which  is  referred  to,  not 
only  in  relation  to  America,  but  to  other 
countries  as  well.  It  is  difficult  to  get 
evidence  about  it.  In  connection  with  this 
Survey  on  Certification,  for  example,  we 
have  invited  over  four  hundred  Trade 
Associations  to  produce  evidence  of  this 
kind  of  problem,  and  we  have  had  relatively 
few  instances  of  this  kind  of  problem.  But 
the  new  GATT  Code,  in  fact,  is  specifically 
designed  to  deal  with  problems  like  that, 
and  if  somebody  brought  this  evidence 


forward  it  would  be  the  sort  of  thing  that 
could  be  presented  to  the  Committee. 

Mr  Thompson 

335.  The  GATT  Code  does  mention 
three  developing  countries,  and  it  seems  to 
me  odd  — without  talking  about  such 
things  as  dug-out  canoes!  — that  anyone 
actually  can  go  to  a developing  country, 
and  that  developing  country  is  not  suh 
jected  to  the  same  sort  of  standards  from 
the  Code  as  the  developed  world.  Can  you 
comment  on  that? 

(Mr  Williams.)  I shall  ask  Mr  Linton  to 
comment  on  that  — he  has  been  very  much 
involved  in  the  detailed  investigation. 

( Mr  Linton.)  There  have  been  problems 
in  developing  the  GATT  Code  between  the 
developed  nations  and  the  developing 
nations.  The  Code  has  been  slanted 
towards  the  developing  countries  to  the 
extent  that  they  would  be  allowed  some 
kind  of  dispensation  in  bringing  their 
industrial  standards  up  to  the  level  of 
developed  countries:  but  that  in  no  way 
affects  the  way  in  which  developing  coun- 
tries can  bring  their  goods  into  developed 
countries,  and  there  is  no  question  that  the 
UK  would  lower  the  standards  of  its 
domestic  regulations  to  permit  this.  The 
main  assistance  for  developing  countries  is 
in  granting  them  access  to  standards  so  that 
they  can  develop  their  standardisation 
organisations,  making  them  more  aware  of 
what  is  happening  in  the  developed  world 
— that  is  the  way  in  which  the  Code  assists 
the  developing  countries. 

336.  There  is  no  way  in  which  the  EEC 
or  Britain  will  accept  a lower  standard 
simply  because  it  is  from  a developing 
country? 

( Mr  Linton.)  Oh,  no. 

Mr  Maxwell-Hyslop 

337.  Do  you  cover  standards  governing 
food  imports,  or  is  that  a matter  for  the 
Ministry  of  Agriculture? 

( Mr  Williams.)  That  is  a matter  for 
MAFF. 

(Mr  Linton.)  The  GATT  Code  covers 
industrial  and  agricultural  products  — it 
has  a wide  span. 

Mr  Mikardo 

338.  Do  you  find  obstacles  to  trade 
developing  through  restrictive  attitudes  to 
patents  and  copyrights? 

(Mr  Williams.)  That  lies  quite  outside 
my  scope,  and  I just  could  not  comment 
on  it. 
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Mr  Crowther 

339.  I do  not  know  whether  this 
question  may  not  be  too  political  to  put  to 
you:  but  do  you  get  a general  impression, 
on  the  basis  of  your  very  great  experience, 
that  standards  are  in  fact  used  by  some 
countries  as  a barrier  against  imports?  Are 
they  manipulated  for  the  purpose  of 
blocking  imports? 

(Mr  Williams.)  That  is  said  from  time 


t°  time.  It  must  be  a purely  subjective 
opinion:  certainly  I have  seen  no  evidence 
that  one  could  quantify  to  back  up  that 
suggestion.  It  would  be  quite  impossible,  I 
think,  to  substantiate  that  kind  of 
suggestion. 

( Chairman.)  Thank  you  very  much 
indeed  for  your  attendance  this  morning, 
and  for  your  paper,  and  for  the  manner  in 
which  you  have  answered  our  questions. 
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THE  BRITISH  OVERSEAS  TRADE  BOARD  AND  EXPORT  SERVICES  (M34) 
Background 

This  note  expands  on  information  provided  to  the  Committee  in  the  Background  Note 
on  the  Department  of  Trade  (Paras  1 8-20).* 

2.  The  British  Overseas  Trade  Board  (BOTB)  was  set  up  by  the  Government  in  1972 
Its  first  Chairman  was  Lord  Thorneycroft,  who  was  succeeded  by  Sir  Frederick  Gather 
wood  and  he,  in  turn,  by  the  present  Chairman,  Lord  Limerick,  in  May  1979,  HRH  The 
Duke  of  Kent  has  been  the  Board’s  Vice-Chairman  since  1976.  The  Secretary  of  State 
for  Trade  is  the  Board’s  President. 

Membership 

3.  The  Board  directs  the  export  promotion  services  provided  by  the  Government,  and 
acts  as  a bridge  between  exporters  and  the  Government  on  matters  affecting  international 
trade.  It  consists  of  leading  businessmen  and  senior  officials  of  the  Government  Depart- 
ments involved,  that  is  the  Departments  of  Trade  and  Industry,  the  Foreign  and  Common- 
wealth Office,  and  the  Export  Credits  Guarantee  Department.  Representatives  of  the  CBI, 
the  Association  of  British  Chambers  of  Commerce  and  the  TUC  also  serve  on  the  Board! 
The  attached  copyt  of  the  Board’s  Annual  Report  for  1979  lists  the  membership  (page  3). 

Functions 

4.  The  Board’s  responsibilities  are  as  follows: 

(i)  to  advise  tire  Government  on  strategy  for  overseas  trade; 

(ii)  to  direct  and  develop  the  Governments  export  promotion  services  on  behalf  of  the 
Secretary  of  State  for  Trade; 

(iii)  to  encourage  and  support  industry  and  commerce  in  overseas  trade  with  the  aid  of 
appropriate  governmental  and  non-governmental  organisations  at  home  and 
overseas; 

and 

(iv)  to  contribute  to  the  exchange  of  views  between  Government  and  industry  and  com- 
merce in  the  field  of  overseas  trade  and  to  search  for  solutions  to  problems. 

The  Board  is  thus  in  a position  to  influence  the  total  operation  of  government  trade 
promotion  services,  and  it  works  in  close  touch  with  Ministers.  The  Board’s  day-to-day 
work  is  managed  by  its  Chief  Executive,  a Department  of  Trade  civil  servant.  He  is  in 
charge  of  the  two  Divisions  of  the  Department  — the  Export  Development  and  Export 
Services  and  Promotions  Divisions  — that  operate  under  the  general  direction  of  the 
Board.  These  Divisions  currently  have  a staff  of  about  900. 

Expenditure 

5.  Direct  gross  expenditure  on  export  promotion  services  and  assistance  is  expected  to 
reach  £28  m approximately  in  1979/80.  With  recoveries  from  charges  and  other  sources 
put  at  about  £4  m,  net  direct  expenditure  is  reckoned  to  be  £24  m approximately.  Total 
Government  net  expenditure,  including  staff  costs,  at  home  and  overseas  in  support  of 
exports  is  estimated  at  £84  m for  1979/80. 

6.  A full  account  of  the  Board’s  services  is  to  be  found  in  the  attached  leaflet.  The 
schemes  for  the  Outward  and  Inward  Missions,  in  which  the  Committee  is  understood  to 
have  expressed  particular  interest,  are  described  on  pages  22-29  of  the  leaflet.!  Details 
of  the  extent  to  which  the  Board’s  services  are  currently  being  used  are  to  be  found  oa 
pages  9-19  of  the  Board's  1979  Report. 

Effectiveness 

7.  The  total  value  of  exports  of  goods  and  services  in  1979  was  £60  billion  approximately. 
Export  promotion  services  are  unlikely  to  be  a major  factor  in  determining  our  export 
performance,  which  depends,  above  all,  on  our  industrial  performance.  Even  so,  cxporl 
services  can,  and  do,  help  individual  companies  achieve  results  and  can  therefore  have  an 
effect  on  our  total  export  performance.  Clearly,  it  is  difficult  to  establish  a direct  relation- 
ship between  export  services  and  orders  won  since  the  services  arc  but  one  fuctor.among 
several  at  work.  Wherever  possible,  the  Board  makes  a charge  for  its  services,  and  this 
serves  as  a test  of  their  effectiveness.  Exporters  use  only  those  services  that  are  useful  to 
them  and  a charge  for  services  provides  an  indication  of  the  value  placed  on  them. 


* HC  365— i Session  1979-80 
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[Continued 


Manpower  and  Expenditure  Economics 

8.  One  of  the  main  policy  issues  at  present  before  the  BOTB  is  how  to  maintain  the 
main  thrust  of  BOTB  services  whilst  responding  to  the  Government’s  need  for  savings  in 
both  public  expenditure  and  civil  service  manpower,  taking  account  of  Sir  Derek  Rayner’s 
advice. 

5 March  1980 
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[ Continued 


Examination  of  witnesses 


The  Earl  of  Limerick,  a member  of  the  House  of  Lords,  attending  by  leave  of  that 
House.  Chairman,  British  Overseas  Trade  Board,  examined  and  Mr  S D Wilks,  CB 
Chief  Executive,  British  Overseas  Trade  Board,  called  in  and  examined. 


Chairman 

340.  May  I welcome  you  to  this  public 
sitting  of  the  Select  Committee  on  Industry 
and  Trade.  We  are  indebted  to  you  for  the 
paper  which  you  have  submitted  to  us, 
which  we  have  labelled  M34,  and  we  are 
also  obliged  to  you  for  the  reasonably 
highly-coloured  pamphlets  which  you  have 
sent  us,  which  we  have  studied  with  great 
care.  Upon  them,  we  shall  ask  a few 
questions,  to  obtain  a little  more  informa- 
tion. If  I may  begin  by  saying  that  your 
report  for  1979  indicates  a net  expenditure, 
in  the  year  1979/80,  of  about  £84m  by  the 
Government,  and  you  also  record  a con- 
siderable amount  of  unpaid  work,  much  of 
it  by  persons  whose  time  must  be  very 
valuable  to  the  firms  they  represent.  Do  you 
consider  that  the  country  gets  value  for 
money,  and  is  the  Government  justified  in 
asking  so  many  highly  placed  persons  to 
absent  themselves  from  their  desks  at  their 
own  places  of  work  to  devote  themselves  to 
the  work  of  the  Board  ? To  put  it  shortly : 
is  the  effort  cost-efTective? 

( Lord  Limerick.)  I would  answer  that  by 
saying  first  that  within  the  past  decade  this 
question  has  been  addressed  to  the  Plowden 
Committee,  the  Duncan  Committee,  and 
the  Berrill  Report  for  the  CPRS,  and  in 
each  case  it  has  been  concluded  that  this  is 
a sensible  way  to  approach  the  question  of 
export  promotion.  I would  answer  it 
further  by  saying  that  we  have  no  difficulty 
at  all  in  attracting  a number  of  people,  each 
of  whom  is  directly  engaged  in  his  own 
company's  overseas  trading  affaire.  We 
make  it  a criterion  of  membership,  not 
only  of  the  various  Committees,  but  of 
these  Area  Advisory  Groups,  10  give  their 
time  unpaid  for  this  purpose.  Thirdly,  that 
we  keep  in  very  regular  touch  with  our 
exporting  clientele.  There  is  a running 
debate  on  the  nature  and  effectiveness  of 
our  services,  which  naturally  includes  some 
criticisms.  Where  there  are  criticisms  we 
seek  to  redress  the  cause  of  them,  if  iL  lies 
within  our  ability  or  the  ambit  of  our 
resources.  But  on  the  whole,  these  remarks 
amount  to  an  endorsement  that  the  trading 
community  find  the  exercise  to  be  worth- 
while and  effective  from  their  point  of  view. 


341.  I notice  that  when  your  Board  was 

set  up,  the  UK  share  of  world  (rade  in 
manufacturing  goods  was  approximately 
10.1  percent;  it  is  now  (in  1978)  down  to 
9.5  percent.  Do  you  have  any  comment 
upon  that? 

( Lord  Limerick.)  I think  that  arguably  it 
might  have  been  slightly  less,  were  it  not 
for  our  efforts.  This  is  totally  unquanti- 
fiable.  It  might  be  quite  helpful  if  I were 
permitted  to  expand  very  briefly  on  the 
philosophy  of  our  activities.  We  manage, 
we  monitor,  and  we  develop,  within  our 
resources,  the  export  services  available  to 
the  trading  community.  We  act,  by  our- 
selves and  through  our  Area  Advisory 
Groups,  as  an  interface  with  that  trading 
community,  and  we  are  asked  to  offer 
advice  to  Government  on  matters  affecting 
trading  policy.  What  we  seek  to  do  is  to 
creaie  an  awareness  of  opportunities  through 
the  intelligence-dissemination  network,  and 
also  to  act  in  a rather  more  challenging  way 
in  attracting  attention  to  particular  sectoral 
opportunities.  We  have  faced  dilemmas 
which  are  quite  familiar.  The  first  one  is 
whether  we  should  devote  our  resources 
primarily  to  “pump-priming"  — to  en- 
couraging newcomers,  whether  into  the 
export  field  at  large  or  into  new  markets,  or 
whether  to  reinforce  proven  success.  We 
face  the  dilemma  of  whether  to  rely  on  our 
perceptions  and  judgment  in  seeking  to  use 
those  resources  selectively,  or  to  hold  them 
available  on  a responsive  basis  to  those 
deploying  their  own  efforts  in  seeking  new 
markets.  We  have  to  face  the  question  of 
whether,  at  a time  when  competition  in 
world  markets  which  are  not  expanding  is 
getting  tougher  all  the  time,  we  are  right  to 
acquiesce  in  the  curtailment  of  our  budget, 
and  we  have  to  consider  how  we  can  do  our 
best  to  promote  awareness  of  the  fact  that 
the  opportunity  which  we  have  at  a time 
when  (as  you  commented,  Chairman)  our 
share  of  world  trade  has  declined  slightly 

— although  now  it  seems  to  have  stabilised 

— the  opportunity  which  we  have  to  use 
the  investment  funds  which  potentially  are 
available  from  North  Sea  and  the  economy, 
for  the  purpose  of  investment,  both  at 
home  and  overseas,  in  reinforcement  of  our 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


109 


The  Earl  of  Limerick  and  Mr  S D Wilks,  cb  [Continued 


12  March  1980] 

[Chairman  Contd ] 
balance  of  trade  rather  than  for  use  in  other- 
ways. 

342.  Tf  I turn  to  paragraph  7 of  your 
memorandum,  you  say  that  “Export  pro- 
motion services  are  unlikely  to  be  a major 
factor  in  determining  our  export  perform- 
ance, which  depends,  above  all,  on  our 
industrial  performance”.  As  I read  your 
reports  and  your  published  documents,  you 
appear  to  assume  that  in  any  event  the 
BOTB  is  what  the  authors  of  “1066  And  All 
That”  would  say  are  "a  Good  Thing”.  Are 
they  “a  Good  Thing”  within  the  meaning  of 
the  phrase  that  “it  all  depends  finally  on  our 
industrial  performance”. 

(Lord  Limerick.)  We  cannot  sell  unless 
the  goods  which  are  offered  are  of  a quality, 
design,  price  and  back-up  service  which 
enables  them  to  compete  with  available 
alternatives.  What  we  can  do  — and  what 
I believe  we  do  do  — is  to  facilitate  the 
paths  of  exporters  to  a greater  share  of 
markets  than  they  would  otherwise  achieve 
— not  (if  I may  refer  back  to  the  dilemma 
which  I mentioned)  necessarily  by  the 
pump-priming  activities,  but  by  making 
available  to  them  a high  quality  of  service, 
for  example  in  support  of  their  efforts, 
notably  at  overseas  fairs  and  exhibitions, 
and  participating  in  Missions.  I myself, 
over  the  years,  have  visited  dozens  of  such 
exhibitions,  and  it  is  common  experience 
that  the  British  stand,  if  such  there  be,  is  at 
least  as  well  presented  as  any  other.  It 
attracts  favourable  comment;  it  draws 
people  to  it;  and  in  general  the  facilities 
which  it  gives  to  the  exporters  are  appreci- 
ated by  them,  and  are  regarded  by  them  as 
being  contributory  to  their  ability  to  sell 
competitively  in  that  market  at  that  time. 

Mr  Mikardo 

343.  On  this  question  of  the  connection 
between  performance  and  marketing,  can 
you  tell  us  whether  the  Board  looks  upon 
it  as  being  any  part  of  its  function  to  feed 
into  the  Department  any  information  which 
it  gets  about  cases  in  which  performance 
failure  has  prevented  an  order  coming  to 
Great  Britain  which  might  otherwise  have 
done?  Do  you  get  any  general  “gen”  on  it, 
and  if  so  do  you  tell  the  Department,  or  is 
that  outside  your  function? 

(Lord  Limerick.)  Not  at  all.  We  believe 
that  we  can  learn  at  least  as  much  from  our 
failures  as  from  our  successes.  The  informa- 
tion is  most  carefully  analysed.  It  is  perhaps 
most  relevant  to  the  major  contracts  falling 
within  the  purview  of  the  Overseas  Projects 


Board;  here,  each  case  is  gone  into  with 
great  care,  the  reasons  for  its  ultimate 
destiny  are  gone  into,  and  we  seek  to  derive 
any  lessons  we  can  from  it.  The  information 
which  we  have  is  common  information  to 
the  Trade  Board,  and  the  Department  of 
Trade:  we  make  no  distinction  between  the 
two  bodies,  for  this. 


Chairman 

344.  Has  any  increase  in  your  charges 
recently  led  to  any  fall  in  the  use  of  your 
services? 

(Lord  Limerick.)  Yes,  it  has.  I would 
invite  Mr  Wilks,  if  I may,  to  comment  on 
that  in  greater  detail.  The  object  of  our 
charging  is,  first  of  all,  to  test  the  validity  of 
the  service:  if  you  offer  something  for  free, 
there  are  plenty  of  people  who  will  take  it, 
but  if  they  have  to  spend  even  a small 
amount,  they  will  think  about  its  value. 
There  are  however  cases  where  we  ourselves 
have  doubts  about  the  cost-effectiveness  of 
what  we  do,  and  we  apply  a price  which 
will  show  whether  public  money  is  being 
well  spent  in  that  sense. 

(Mr  Wilks.)  One  of  the  objects  of  our 
policy  is  to  avoid  wasteful  use  of  services. 
This  policy,  1 think,  has  been  quite  success- 
ful in  this  respect.  We  do  not  seek  to  achieve 
a full  recovery  of  our  expenditure:  to  do  so 
would  negate  the  whole  principle  of 
Government  using  taxpayers’  money  for 
the  improvement  of  exports.  But  we  have, 
over  the  years,  used  charges  as  a test  of 
what  people  think  of  our  services,  and  in 
some  cases  where  we  increased,  or  put  on, 
charges,  there  has  been  an  increase  or  a 
decrease  in  the  use  of  those  services.  In  other 
words,  we  feel  that  we  are  satisfactorily 
testing  the  market.  If  I may  give  one  or  two 
examples:  We  do  in  fact  carry  out  agency 
enquiries  about  organisations  overseas,  and 
at  one  time  those  were  free  of  charge.  At 
that  stage,  in  1976,  when  we  did  not  make  a 
charge  for  those  services,  we  were  carrying 
out  4,300  separate  agency  enquiries;  we 
then  imposed  a charge  of  £50  on  that  service, 
and  the  number  has  now  fallen  down  to 
about  one  thousand.  1 think  that  indicates 
to  the  members  of  the  BOTB  that  we  are 
now  getting  down  to  the  more  serious 
agency  enquiries.  There  is  a clear  example 
of  where  a nominal  charge  of  £50  resulted 
in  quite  a drop  in  the  use  of  our  service. 
On  the  other  hand,  we  also  make  a charge 
for  our  export  intelligence  service:  at  one 
time  we  were  charging  5p  a card  for  that, 
and  wc  had  under  6,000  subscribers;  now 
we  charge  30p  a card,  and  we  have  seven 
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and  a half  thousand.  There  is  an  example 
where  we  are  still  testing  the  market. 

345.  It  is  still  very  good  value! 

(Mr  Wilks.)  I believe  so.  Sir. 

Mr  Carlisle 

346.  Can  you  confirm  that  any  UK 
firm  may  approach  you  for  advice  — they 
may  of  course  be  put  oil'  by  these  charges, 
but  do  you  fee!  that  people  are  perfectly 
free  to  approach  you? 

(Lord  Limerick .)  We  start  with  a free 
counselling  advice,  which  typically,  to  the 
new  exporter,  would  be  provided  by  the 
export  staff  of  the  Department  of  Trade. 
From  this  they  can  gain  a great  deal  of 
information,  and  they  can  then  decide 
which  of  the  services  for  which  charges  are 
made  may  be  justified  by  potential  use  of 
those  services.  I think  in  that  sense  that 
there  can  be  no  reason  for  anyone  to  be 
deterred  in  an  initial  approach. 

Mr  Maxwcll-Hyslop 

347.  One  of  the  major  difficulties  for  a 
new  exporter  must  be  the  language 
difficulty,  in  many  cases.  Does  any  assis- 
tance exist,  by  Government  or  by  you,  in 
providing  a translation  service  to  translate 
enquiries,  contract  specifications  and  legal 
documents,  for  would-be  exporters? 

(Lord  Limerick.)  We  do  not  ourselves 
provide  such  a service.  We  believe  that  is 
something  which  is  properly  — and 
indeed,  better  — done  privately,  by 
agencies  which  are  local,  or  more  expert 
in  a particular  area.  We  do  have  it  as  a 
very  strong  plank  of  our  philosophy  that 
languages  are  an  important  part  of  over- 
seas marketing,  and  we  published  last  year 
a booklet  on  this  subject.  Our  Vice-Chair- 
man, The  Duke  of  Kent,  has  taken  a 
close  interest  in  this:  he  took  the  Chair 
at  a conference  which  was  designed  to 
forward  this  message,  which  was  very 
well  received.  But  we  do  not  ourselves 
provide  such  a service. 

348.  So  a manufacturer  of,  say,  machine 
tools  in  Plymouth  who  wants  to  export  to 
Brazil  for  the  first  time:  how  does  he  find 
out  where  to  get  rapid  and  accurate 
translations  into  and  from  Portugese? 
Can  you  give  him  that  information,  or 
does  he  have  to  find  an  agency  in  a part  of 
the  world  with  which  he  is  totally  un- 
familiar? 

(Mr  Wilks.)  We  can  give  him  that 


information.  We  can  tell  him  where  to 
go:  we  could  not  do  it  for  him.  The  only 
area  with  direct  translation  is  in  Chinese 
where  the  Sino-British  Trade  Council  has  a 
translation  service,  which  is  available. 

349.  What  about  Japanese? 

(Mr  Wilks.)  We  do  have  an  arrangement 
in  Japan,  where  we  have  Japanese  speakers 
but  we  could  not  take  on  translation  here.’ 

350.  Is  it  part  of  your  function  to 
advise  Government  that  there  is  a shortage 
of  certain  specific  linguistic  skills  in  the 
UK,  which  is  hampering  export  perform- 
ance? 

(Mr  Wilks.)  We  would  see  that  as  part 
of  our  function  — in  fact,  it  was  one  of  the 
outcomes  of  the  Conference  on  the  Use 
of  Languages  to  which  the  Earl  of  Limerick 
just  referred,  at  which  it  was  made  quite 
clear  that  there  was  a shortage  of  linguists. 
The  difficulty  seemed  to  be  that  manu- 
facturers preferred  to  teach  their  salesmen 
French,  rather  titan  take  a French-speaker 
from  University  and  teach  him  manu- 
facturing. 

351.  But  where  you  are  dealing  with 
less  frequently-used  languages  — not 
French,  Spanish,  German  — say  Portugese, 
or  Indonesian,  Dutch  — does  Government 
respond  to  your  representations  by  trying 
to  develop  in  different  parts  of  the  UK,  in 
the  State  Schools  system,  the  teaching  of 
specifically  the  minor  languages,  or  is  this 
left  as  a problem  for  the  manufacturer 
and  would-be  exporter  to  compete  with  — 
even  if  that  market  would  only  be  a small 
proportion  of  his  actual  export  sales  effort? 

(Mr  Wilks.)  1 don’t  particularly  want 
to  get  drawn  into  questions  of  the  educa- 
tional system,  but  if  there  is  a demand  for 
particular  languages  that  has  to  be  fed  back 
into  the  curricula  of  the  teaching  establish- 
ments, so  we  do  sec  it  as  part  of  our  function 
to  highlight  the  demand.  But  the  demand 
must  come  from  industry  itself.  There  may 
be  a demand  for  more  Indonesian,  for 
example. 

352.  But  which  comes  first,  the  chicken 
or  the  egg?  Will  manufacturers  try  to 
export  to  a country  in  which  they  cannot 
find  the  adequate  linguistic  skills,  or  will 
they  try  to  export  to  that  market  where  the 
skills  are  already  available  to  enable  them 
to  do  so?  Is  there  not  a danger  of  this 
becoming  a circle  of  failure? 

(Mr  Wilks.)  1 do  not  think  so.  If  you 
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have  a company  which  is  interested  in 
exporting  to  Indonesia,  we  normally  get  an 
Indonesian  agent  especially  to  help  them. 


Mr  Emery 

353.  When  the  Earl  of  Limerick  was 
the  Minister  responsible  for  overseas  trade, 
one  of  his  concerns,  I know,  was  the  very 
large  percentage  of  export  that  was 
carried  by  a very  few  major  firms.  What 
has  BOTB  been  able  to  do  in  the  more 
recent  past  io  try  and  correct  that  situ- 
ation?— and  if  it  has  not  been  corrected, 
is  there  anything  that  could  be  done  by 
Government  or  other  agencies  outside  the 
BOTB  to  try  and  encourage  a very  much 
greater  export  effort  by  small  and  medium- 
sized firms? 

(Lord  Limerick.)  I believe  that  this  is 
a problem  which  has  been  addressed,  and 
in  the  main  addressed  with  some  effect. 
First  of  all,  one  has  to  be  a little  careful  in 
interpreting  the  “very  high  proportion 
of  export”  carried  out  “by  a few  firms”. 
The  biggest  single  exporting  sector  is  still 
motor  vehicles,  and  the  biggest  company 
within  that  is  British  Leyland  — but 
every  time  one  vehicle  is  exported  it 
carries  the  products  of  hundreds  of  smaller 
companies  involved.  It  has  been  part  of 
our  message  that  the  smaller  and  medium- 
sized firms  should  feel  their  way  into 
export  markets;  where  they  can  expect  to 
find  scope  for  expansion,  they  can  expect 
to  find  a good  return  on  their  effort.  We 
have  done  this  both  through  the  medium 
of  regional  conferences,  where,  generally 
with  the  assistance  of  the  local  Chamber 
of  Commerce,  or  a local  Department  of 
Industry  Regional  Office  we  have  con- 
vened a body  of  people  representing 
about  two  hundred  companies,  at  shop- 
floor  as  well  as  management  level,  to  seek 
lo  get  across  this  idea  that  there  is  scope 
for  the  smaller  and  medium-sized  com- 
panies. The  form  is  to  pass  this  on  to  the 
various  firms,  always  including  more  small 
firms  carrying  this  message.  We  regularly 
make  this  point  in  all  our  public  pro- 
clamations. We  introduced,  two  years 
ago,  a special  scheme  — the  Market 
Entry  Guarantee  Scheme  — which  was 
designed  to  assist  small  companies  entering 
into  new  markets.  We  introduced  it  in  a 
spirit  of  experimentation;  the  up-take  was 
greater  than  we  anticipated,  and  many 
small  firms  have  found  this  to  be  a help. 
Again,  it  is  impossible  to  quantify  this, 
but  it  has  been,  and  will  continue  to  be. 


a substantial  part  of  our  message:  that 
exporting  is  not  something  just  for  the 
“big  boys",  that  export  success  over  the 
coming  decade  is  going  to  be  built  on  the 
cumulative  efforts  of  medium-sized  and 
small  companies  which  will  grow  with 
their  export  markets. 


354.  Is  it  not  the  case  that  in  France,  a 
company  of  up  to  £150,000  can  obtain 
repayment  by  grant,  not  just  tax  assistance, 
for  their  expenditure  in  trying  to  open  up 
new  markets  for  French  exports?  — and 
that  that  has  been  particularly  applicable 
in  South  America?  Is  this  not  something 
which  is  contrary  to  normal  competitive 
regulations?  — or,  if  it  is  not,  is  it  some- 
thing which  we  might  consider  ? 

(Lord Limerick.)  1 believe  that  it  would 
be  contrary  to  regular  international  agree- 
ments. — I am  not  aware  of  the  scheme  of 
which  you  speak.  Naturally,  we  would 
like  to  look  at  it.  1 would  add  perhaps 
that  last  year  a study  was  published, 
sponsored  by  theTrade  Board,  the  Chamber 
of  Commerce,  and  Barclays  Bank,  which 
looked  at  the  problems  of  small  exporters, 
from  Germany,  France  and  the  UK.  I do 
not  think  the  matter  to  which  you  refer  is 
in  that  study;  indeed,  what  the  study  did 
disclose  was  that  the  relative  disadvantage 
faced  at  that  time  by  British  companies 
appeared  to  be  connected  with  the  disin- 
centive effect  of  relative  salary  levels  and 
the  tax  system  on  the  export  marketing 
effort. 

(Mr  Wilks.)  From  Mr  Emery's  des- 
cription of  the  French  scheme,  he  may 
be  referring  to  the  “Assurance  Prospective", 
which  is  the  French  scheme  under  which 
they  do  indeed  advance  certain  sums 
against  the  market-entry  costs  of  a small 
company.  This  we  have  introduced  our- 
selves through  our  Market  Entry  Guarantee 
scheme,  on  very  similar  lines.  We  have 
talked  to  a company  which  was  trying  to 
get  into  a market,  and  we  identified  the 
costs  of  market  entry,  and  we  try  to  assist 
them.  We  charge  a small  premium,  and 
a commercial  interest  of  two  and  a half  per 
cent  above  base  rate.  If  they  make  a success 
they  repay  the  cash,  plus  the  three  percent 
premium  against  insurance  losses. 

( Mr  Emery.)  It  may  be  the  same  — but 
it  was  not  described  as  such. 


Mr  Mikardo 

355.  My  experience  of  small  companies 
is  that,  if  they  want  to  have  a crack  at  the 
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export  market,  it  is  not  that  they  are 
worried  about  the  cost  of  admission  — 
although  some  obviously  are  — but  they 
feel  they  have  not  got  the  expertise  to 
enter  into  a new  world  — it  is  a matter  of 
having  inadequate  know-how.  1 don’t 
know  who  would  do  it  — I am  sure  it  is 
not  within  the  function  of  your  Board  or 
of  Government,  perhaps  it  is  more  for  the 
Chambers  of  Commerce  — but  it  seems  to 
me  that  much  would  be  gained  if  someone 
would  provide  the  ignition  spark  for  setting 
up  what  might  be  called  a combined  export 
organisation  for  half  a dozen  or  so  small 
companies,  so  that  they  do  not  have  to 
carry  all  the  overheads,  and  each  did  not 
have  to  find  all  the  expertise.  I have  thought 
for  years  that  somebody  ought  to  do  this, 
but  when  and  how  are  questions  which  so 
far  I have  not  been  able  to  answer. 

(Lord  Limerick).  We  have  had  many 
thoughts,  and  there  have  been  a number 
of  experiments.  There  was  the  “pick-a- 
back”  scheme,  which  attempted  to  get 
laTger  or  established  companies  to  take 
with  them  some  of  the  smaller  companies, 
which  had  a distinctly  limited  success. 
Probably  the  more  effective  way  is  the  way 
of  established  merchant  houses,  whereby 
the  small  manufacturer  is  “tied”  to  an 
established  exporter  who  will  look  after 
all  the  export  documentation  and  work 
through  its  existing  agency  network,  and 
so  on.  It  is  difficult  to  know  the  extent  to 
which  this  goes  on,  because  it  is  not  a 
matter  of  report  to  us.  We  only  see  it  in 
the  overall  results  of  the  export  houses, 
which  are  a very  strong  feature  in  trading 
in  many  commodities  and  many  countries. 
Another  factor  which  1 think  is  relevant 
here  is  the  Overseas  Missions  scheme. 
The  first  Mission  which  I ever  went  on 
contained  a man  whose  business  was 
exporting  custard  powder.  The  organisers 
did  their  best  to  dissuade  him  from  this  — 
his  sole  incentive  was  a promise  of  a night 
out  on  the  town  with  his  wife  if  he  sold 
ten  thousand  tons  of  custard  powder,  and 
of  course  in  the  end  he  sold  forty  thousand 
tons  of  custard  powder.  I have  just  re- 
turned from  a trip  to  the  Far  East,  and 
there  was  a lady  there  as  a member  of  a 
Trade  Mission  from  the  Dundee  and 
Tayside  Chamber  of  Commerce,  who  had 
sold  an  enormous  number  of  false  teeth! 
By  providing  the  facility  to  travel  in  groups, 
with  experienced  exporters,  this  type  of 
success  emerges,  and  I think  one  of  the 
successes  we  can  claim  over  the  years  is 
through  the  medium  of  the  Missions 
scheme,  to  introduce  a large  number  of 


exporters  who  now  have  a successful 
trade  in  the  particular  country,  in  Mr. 
ticular  markets. 

Mr  Thompson : l was  going  to  ask  von 
about  missions. 


Chairman 

356.  I wonder  if  l could  intervene  ami 
return  to  the  original  question  which  wa 
about  translation  services  supplied  by  your 
Board?  All  l wanted  to  know  as  a suppk- 
mentary  was:  you  do  not  provide  transli- 
tion  services  as  a Board.  Do  you  know  if 
other  governmental  export  services  in  other 
countries  provide  that  service? 

(Mr  Wilks.)  Not  as  far  as  I know, 
certainly  not  among  our  main  competitors. 


Mr  Cockeram 

357.  Our  schools  teach  French,  German 
and  the  like  where  our  exports  are  reason- 
ably strong,  but  very  few  schools  teach 
Spanish  which  is  one  of  the  biggest 
international  languages.  Of  all  the  conti- 
nents I would  imagine  South  America  is 
probably  the  one  where  our  exports  are 
weakest.  To  what  extent  is  there  a relation- 
ship between  those  two  statements  and  do 
you  feel  that  the  shortage  of  South  American 
Spanish  as  distinct  from  European  Spanish 
speaking  translators  is  a factor? 

(Lord  Limerick.)  Undoubtedly  it  is  a 
factor.  The  fact  that  we  have  not  done 
better  in  French  speaking  markets  is  in  no 
small  measure  due  to  the  fact  that  although 
French  being  a language  which  is  taught  in 
school,  there  are  very  few  business  men  who 
are  competent  to  conduct  negotiations  in 
business  French.  This  is  a point  we  cease- 
lessly urge  on  exporters  and  it  is  done  more 
by  the  area  advisory  groups  within  their 
own  areas:  by  the  Latin  American  Trade 
Advisory  Group,  by  the  Tropical  Africa 
Advisory  Group  and  the  Committee  for 
Middle  East  Trade,  There  is  no  doubt  that 
where  people  feel  at  home  and  where  they 
can  communicate  in  the  language  of  the 
country,  they  have  an  enhanced  prospect  of 
success.  I believe  myself  that  the  legal 
system  and  business  methods  have  at  least 
as  much  to  do  with  it  as  the  language.  It  is 
not  only  a question  of  being  able  to  talk  in 
French  or  Spanish.  It  is  a question  of  the 
underlying  system  of  law  and  practice  and 
of  understanding  the  underlying  culture.  Of 
course  the  commercial  staff  in  post  in  the 
embassies  will  assist  to  the  best  of  their 
ability  and  they  have  helped  out  often  in  the 
watches  of  the  night  in  particular  cases 
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where  a need  was  established  well  beyond 
the  call  of  duty  very  often,  but  again  it  is 
not  a practical,  economical  proposition  for 
embassies  or  High  Commissions  or  consu- 
lates generally  to  retain  staffs  of  translators 
who  are  available  merely  on  demand  as  they 
may  be  required.  Generally  there  are  com- 
mercial services  which  can  plug  that  gap 
for  them. 

358.  My  question  related  more  to  the 
failure  of  our  schools  to  teach  commercial 
Spanish.  Do  you  feel  that  wc  could  and 
should  do  more  there? 

(Lord  Limerick.)  I think  l can  only 
comment  that  if  the  education  system  was 
such  as  to  turn  out  more  fluent  Spanish 
speakers,  French  speakers,  Russian 
speakers,  Chinese  speakers,  Arabic  speakers, 
undoubtedly  our  opportunities  in  those 
markets  would  be  enhanced. 

(Mr  Wilks.)  Could  I add  a footnote  to 
Mr  Mikardo’s  question  on  how  we  can 
help  the  smaller  and  newer  businesses,  and 
again  emphasise  a part  of  our  services 
which  generally  goes  unsung?  It  is  perhaps 
the  most  important  single  thing  wc  do  and 
that  is  to  provide  counselling  advice  to  the 
small  — or  the  experienced  for  that  matter 
— manufacturer.  If  anyone  wants  to  know 
how  to  set  up  and  get  into  the  export 
business,  the  best  thing  he  can  do  is  to  talk 
to  our  export  officials  in  Ludgate  Hill  or 
the  regional  offices.  First  of  all  we  will  try 
and  assess  where  he  has  got  and  whether 
he  should  be  going  into  exports  at  all 
because  he  may  be  over-trading  and  then 
we  will  try  to  put  him  off.  But  if  we  felt  he 
had  the  basic  capability  we  would  do  all 
we  could  to  try  to  direct  him  to  the  proper 
market  and  find  agents  and  offer  any  of  our 
services.  We  have  about  10,000  business 
visitors  a year  coming  to  Export  House 
alone. 

Mr  Maxwcll-Hyslop 

359.  If  I could  go  on  to  the  cost  of 
export  services,  it  appears  there  are  £84 
millions  a year  financed  by  Government,  of 
which  the  Department  of  Trade  is  respon- 
sible for  less  than  a third  of  that,  for  £25 
millions.  How  do  the  large  chunks  of  the 
difference  between  the  £25  million  and  the 
£84  million  get  financed?  Is  it  the  Foreign 
and  Commonwealth  Office  or  CO l or  what? 

(Mr  Wilks.)  The  figures  which  Mr 
Maxwell-Hyslop  is  referring  to  are  in  our 
annual  report.  These  arc  the  gross  costs  of 
all  the  arms  of  the  Government  including 
salaries  and  overheads  of  all  the  depart- 
ments which  have  an  input  into  this: 


Department  of  Trade,  Foreign  Office,  even 
the  DHSS  and  MAFF  and  COI  as  well. 
The  other  figure  is  the  direct  expenditure  of 
the  British  Overseas  Trade  Board  itself.  I 
have  available  if  you  would  like  me  to  give 
them  to  the  Clerk  our  estimates  for  1979/80 
which  show  our  estimates  of  expenditure 
under  the  various  service  headings. 


Chairman 

360.  If  those  could  be  laid  on  the  table 
we  will  have  them  put  round'. 

( Mr  Wilks.)  It  is  a total  expenditure  of 
£28  million  and  a total  estimated  recovery 
of  about  £4 £ million,  giving  us  a net  figure 
of  £23^  million  direct  expenditure. 


Mr  Maxwell-Hyslop 

361.  But  the  remainder  of  the  £84 
million  which  is  not  within  your  purview 
or  the  DOT’S,  how  cost  effective  would  you 
regard  that  as  being  compared  with 
allocating  more  of  that  money  from  what 
it  is  doing  at  the  moment  to  your  own 
purposes  ? 

( Mr  Wilks.)  I think  it  is  all  part  of  the 
same  thing.  We  really  could  not  operate  our 
services  at  home  unless  we  had  the  support 
of  the  overseas  posts  for  example.  Our 
export  intelligence  service,  for  which  we 
collect  a whole  mass  of  information  on 
market  opportunities  and  other  things  into 
Export  House  really  has  its  basis  in  the 
commercial  offices  overseas.  We  could  not 
work  without  them  and  they  could  not 
work  without  us.  We  are  all  part  of  the 
same  team  and  we  try  to  bring  the  total 
expenditure  together  so  that  someone  can 
have  an  overall  view  of  the  total  Govern- 
ment commitment,  Department  of  Trade 
and  other  departments. 

362.  Have  you  any  views  about  the 
geographical  allocation  of  Government 
effort?  Quite  often  the  capital  of  a country 
is  not  the  most  important  commercial 
centre  and  yet  the  embassy  tends  to  be  in 
the  capital.  How  quick  is  Government  to 
respond  to  changing  commercial  realities 
in  putting  its  permanent  trade  representa- 
tion where  the  business  actually  is  rather 
than  where  the  political  capital  of  the 
country  happens  to  be?  We  can  all  think  of 
many  examples  of  that  I do  not  doubt. 
Washington  is  clearly  not  the  commercial 
centre  of  the  USA. 

( Mr  Wilks.)  That  is  absolutely  true.  The 


‘See  page  126. 
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whole  commercial  operation  of  the  USA  is 
carried  out  in  New  York.  In  Italy  it  may  be 
concentrated  in  Milan  rather  than  Rome 
and  in  Saudi  Arabia  we  put  a special  man 
in  Riyadh  rather  than  Jeddah  for  this 
reason,  so  we  do  respond  as  the  need  is 
identified. 

363.  The  relative  commercial  import- 
ance of  New  York  and  Dallas  must  have 
altered  very  significantly  in  the  last  10  years. 

(Mr  Wilks.)  Yes. 

364.  How  has  Government  commercial 
representation  responded  to  their  change 
in  reality  ? 

(Mr  Wilks.)  Dallas  comes  under  the 
Consul-General  post  in  Houston  and 
thal  post  has  been  upgraded  to  grade  3.  In 
New  York  the  Consul-General  there  is  a 
grade  2 man  and  is  responsible  for  all  the 
commercial  activities  throughout  the  U nited 
States,  including  Dallas  and  Houston,  so 
we  have  responded  to  the  increased  trade 
prospects  in  Texas  by  upgrading  the  man 
on  the  spot. 

365.  Is  the  same  true  for  instance  in 
Canada  in  parallel  ? 

(Mr  Wilks.)  I cannot  recall  off  hand 
immediately  cases  where  posts  have  up- 
graded in  the  last  few  years,  but  certainly 
during  my  experience  of  this,  which  goes 
back  to  the  old  Board  of  Trade,  Trade 
Commission  days,  a number  of  posts  in 
Canada  were  upgraded,  Montreal  and 
Toronto  for  example,  to  have  regard  to  the 
greater  trade  prospects  there. 

366.  But  do  you  act  as  a trigger.  Lord 
Limerick,  to  alterations  in  grading?  Does 
your  Board  regard  it  as  part  of  its  function 
to  say  to  FCO,  “We  think  you  have  the 
wrong  priorities  in  your  commercial 
representation  in  the  following  countries 
and  these  are  the  changes  we  recommend 
ought  to  be  made”  ? 

( Lord  Limerick.)  We  do  indeed  discuss 
the  needs  of  posts  and  the  pressure  we  see 
coming  on  them.  We  have  of  course  a 
senior  representative  of  the  FCO,  currently 
Lord  Bridges,  sitting  as  a member  of  our 
Board.  We  do  not  wait  for  our  monthly 
meeting.  This  is  going  on  all  the  time.  The 
post  in  Iran  was  reinforced  immediately  the 
demand  began.  It  has  now  been  reduced 
again,  but  per  contra  the  commercial 
representation  in  Mexico  has  recently  been 
increased.  If  I may  refer  to  Canada,  there  is 


a strong  Consul-General  in  Edmonton 
reflecting  the  greatly  increased  emphasis  on 
economic  activity  of  the  West,  particularlv 
of  Alberta.  There  are  times  when  naturally 
we  would  wish  to  see  the  reforms  made 
rather  more  quickly  than  they  are  but 
certainly  what  we  say  is  received’ win, 
sympathy  by  the  FCO  staff  there.  Could  I 
say  for  the  avoidance  of  doubt  on  the 
breakdown  of  the  budget,  therearecurrently 
between  800  and  850  FCO  commercial 
officers  in  post  around  the  world.  They  are 
on  our  budget  part  of  that  figure.  They  art 
our  nerve-endings  and  we  have  taken  the 
view  over  the  years  that  the  most  useful 
single  thing  we  can  do  is  to  provide  on  the 
desk  of  the  would-be  exporter  a single  piece 
of  information  in  the  shape  of  one  of  our 
E1S  cards  saying,  "Mr  X in  company  Y 
actually  currently  wants  to  buy  what  you 
make"  and  for  this  purpose  the  FCO 
people  in  post  are  reinforced  by  locally 
engaged  employees  who  are  often  absolutely 
invaluable  in  providing  the  continuity  and 
the  knowledge  of  the  market  as  the  FCO 
people  come  and  go  in  the  course  of  career 
postings,  and  that,  disseminated  through 
the  core  of  our  Whitehall  Civil  Service,  is 
the  essential  part  of  the  arrangement  which 
has  to  be  kept  in  balance  with  the  cash 
resources.  You  cannot  spend  the  money 
effectively  unless  you  have  the  people 
available  to  provide  the  service.  The 
greatest  part  of  our  expenditure  is  on 
overseas  fairs  and  promotions  The  office 
employs  a lot  of  staff  actually  assisting 
people  to  set  up  on  the  ground, 


Mr  Cockeram 

367.  Could  I follow  up  the  point  on  the 
paper  you  have  just  circulated  about  costs? 
I see  you  arc  spending  £850,000  on  a pro- 
ject in  Tokyo,  which  is  pretty  substantial 
for  one  project  in  relation  to  your  budget. 
The  exporters’  contribution  is  only  £60,000, 
less  than  10  per  cent.  Do  you  regard  that  as 
satisfactory  and  secondly,  how  long  will 
you  go  on  spending  on  that  scale  and  what 
point  will  cause  you  to  say  thus  far  and  no 
further? 

(Mr  Wilks.)  The  expenditure  on  the 
marketing  centre  in  Tokyo  goes  back  to 
about  1973/74  when  the  centre  was  first  set 
up,  and  set  up  at  a very  low  rental  fot 
exporters  to  encourage  them  to  go  to 
Japan.  Japan  was  recognised  to  be  a 
market  with  great  potential  but  a rather 
strange  market.  We  have  progressively 
increased  the  charge  for  the  participation 
in  the  centre  there.  1 think  it  has  now 
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to  be  £350  per  company  for  a week.  One 
has  to  be  careful  that  one  docs  not  really 
deter  people  from  going  to  Japan.  As  to 
whether  it  is  all  worth  while,  you  have 
to  bear  in  mind  that  we  export  to  Japan 
something  like  £600  million  worth  or  goods 
a year.  They  export  to  us  £1400  million 
worth  so  it  is  a very  substantial  balance  in 
their  favour.  What  we  are  trying  to  do 
through  the  market  centre  is  to  redress  that 
balance.  It  is  impossible  for  me  to  say 
whether  it  has  been  successful  or  not.  Over 
the  years  the  centre  has  been  open  we  have 
held  on  to  our  share  of  the  Japanese  market 
where  a number  of  other  people  have  been 
losing  their  share.  With  regard  to  the 
future,  I was  in  Tokyo  last  year  because  we 
wanted  to  review  the  future  of  the  market 
centre,  and  the  Japanese  made  me  an  offer 
I could  not  refuse.  They  said,  “If  you  move 
to  a new  World  Import  Market  we  will 
give  you  premises  free  oT  charge  for  five 
years”.  I put  this  to  my  Board  and  they 
thought  it  not  a bad  offer  and  wc  shall  move 
from  our  existing  premises  to  new  premises 
and  that  way  save  a quarter  of  a million 
pounds  a year. 

Mr  Foster 

368.  What  do  you  think  arc  the  main 
problems  for  British  exporters  infiltrating 
the  Japanese  market?  Arc  you  aware  of  any 
evidence  that  Japan,  whether  on  standards 
or  certification  procedures  or  by  any  other 
means,  is  being  unfair  to  British  and  other 
exporters  ? 

( Lord  Limerick.)  If  I may  answer  that 
briefly,  the  Japanese  do  not  have  to  be 
unfair  to  make  it  very  difficult  to  import  to 
Japan.  Everything  about  Japan  is  different. 
They  operate  on  a system  which  is  quite 
alien  to  ours  in  almost  every  way  you  can 
think  of.  We  have  set  up  that  special 
Exporting  to  Japan  Unit  experimentally  to 
see  if  we  can  help  to  crack  some  of  these 
difficulties.  Without  saying  it  has  been 
successful,  it  has  not  been  a failure.  We 
have  held  our  share  of  the  market  and  that 
has  increased.  The  problem  is  1 think  as 
much  structural  as  it  is  deliberate  barriers. 
There  are  a number  of  matters  that  arc 
complained  of:  special  emission  controls 
and  so  on,  but  wc  have  to  acknowledge  that 
these  apply  to  all  exporters  to  Japan;  they 
are  not  uniquely  directed  at  us.  The  question 
is  whether  we  are  able  to  respond  to  them 
more  or  less  effectively  than  those  with  whom 
we  compete  for  a share  of  Ithe  Japanese 
market. Thatonecan  say  in  ageneral  way,  but 
Mr  Wilks  knows  more  about  this  than  1 do. 

(Mr  Wilks.)  Apart  from  the  general 


problems  of  doing  business  with  Japan 
anyway,  which  Lord  Limerick  has  men- 
tioned, the  distant  market,  difficult  language 
and  difficult  trading  structure,  there  are 
three  other  particular  problems,  one  in  the 
area  of  higher  tariffs  on  particular  pro- 
ducts, things  like  whisky  and  biscuits  and 
foodstuffs;  the  area  of  leather  and  footwear 
may  well  have  some  difficulty,  and  the  area 
of  standards  and  testing.  In  each  of  those 
we  are  trying  to  make  progress  with  the 
Japanese.  On  the  question  of  tariffs  being 
cut  through  the  multilateral  tariff  negoti- 
ation, Mr  Gray  spoke  on  this  last  week, 
those  are  handled  largely  through  our 
colleagues  from  the  EEC  and  we  are 
working  with  them.  On  the  question  of 
quotas  too  we  have  worked  largely  from 
the  EEC,  but  where  there  is  a particular 
problem  that  refers  to  the  UK  rather  than 
to  the  rest  of  the  EEC  countries  we  would 
also  support  a UK  bilateral  approach. 

(Lord  Limerick.)  Might  I add  something 
to  that?  To  succeed  in  Japan  requires  a 
degree  of  dedication  and  determination 
which  is  comparable  perhaps  to  Eastern 
Europe.  It  is  something  on  which  you  have 
to  go  to  a great  deal  of  time  and  trouble 
and  anecdotally,  one  of  our  Board  mem- 
bers who  is  Chairman  of  a medium  sized 
company,  I asked  him  recently  what  was 
the  main  source  of  his  international  com- 
petition, to  which  he  replied  Germany,  the 
United  States  and  Japan.  I then  asked  him 
what  were  his  own  main  export  countries 
and  he  replied  “Of  course  Germany,  the 
United  States  and  Japan”.  He  has  taken  a 
frontal  attack  and  this  is  one  we  urge  on 
many  people,  that  he  feels  it  is  essential  for 
him  to  be  able  to  understand  what  goes  on 
in  Japan  to  compete  with  them  on  their 
own  ground  in  order  to  retain  his  quite 
extensive  markets  in  south-east  Asia  and 
not  lose  the  whole  of  that  to  Japan.  He  also 
shares  the  perception  which  again  we  urge 
on  companies,  that  if  they  are  not  actively 
engaged  in  exporting  to  and  tackling  the 
tougher  countries,  they  are  going  to  lose 
even  a share  of  the  domestic  market  because 
something  comes  in  behind  them  of  which 
they  wore  unaware  and  takes  some  of  their 
own  home  patch. 

Mr  Carlisle 

369.  I know  it  is  difficult  to  assess  the 
exact  results  of  your  export  market  centre, 
but  have  you  in  fact,  now  that  it  has  been 
running  for  a little,  done  any  exercise  which 
would  try  and  assess  the  effect  this  has  had 
on  exports,  anything  specific? 
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(Mr  Wilks.)  Yes.  We  carried  out  a total 
review  of  the  success  of  the  marketing 
centre  last  year  and  in  fact  the  year  before 
that  too.  It  seems  to  come  up  annually. 
Every  time  our  report  comes  before  the 
Board  somebody  picks  the  figure  up  that 
Mr  Cockeram  picked  up  and  says  “This  is 
a lot  of  money”.  While  it  is  difficult  to  say 
you  have  won  that  amount  of  exports 
because  you  have  had  your  centre  there, 
there  are  a fair  amount  of  indirectly 
financed  companies  who  have  exhibited 
there  who  found  it  worthwhile  to  get  into 
the  Japanese  market. 

370.  To  what  extent?  Can  you  put  any 
sum  on  it? 

(Mr  Wilks.)  I could  not  put  a sum  on  it. 
Any  sum  you  give  is  always  a bit  unreliable 
because  quite  often  a good  export  manager 
or  director  will  not  tell  you  his  figures 
because  he  will  want  to  keep  it  for  his  own 
board  of  directors.  In  addition  to  the  trade 
centre  we  have  a number  of  things  going  on. 
We  have  a marketing  council  in  Japan 
which  was  set  up  a few  years  ago  and  which 
includes  representatives  of  the  biggest 
trading  houses  and  our  local  commercial 
post  in  Japan.  The  purpose  of  it  is  to  put 
across  to  the  Japanese  that  we  care  about 
the  market  because  once  we  give  them  the 
feeling  that  we  are  not  trying  so  hard  they 
will  not  try  so  hard  to  remove  barriers.  We 
have  used  this  trade  council  as  a forum 
for  discussion  with  our  Japanese  colleagues 
on  particular  problems  that  arise  in  Japan. 
We  also  have  a task  force  which  was  set  up 
a year  or  two  ago  with  our  own  people  and 
the  Japanese  Chamber  of  Commerce  here. 
In  these  ways  we  are  trying  to  say  to  the 
Japanese  that  we  care  and  get  their  support 
in  doing  something  about  it. 

Mr  Emery 

371.  If  we  have  finished  our  foray 
into  Japan  can  I just  return  to  the  last 
questioning?  Mr  Wilks  was  asked  where 
in  the  votes  of  supply  was  the  balance 
between  the  £25  million  borne  by  the 
Department  of  Trade  and  the  £84  million 
that  we  have  been  led  to  believe  is  the 
totality  of  export  promotion  services. 
The  breakdown  given  by  Mr  Wilks  is 
very  helpful  but  it  has  not  actually  answered 
the  question  of  where  is  the  other  £59 
million  coming  from. 

(Mr  Wilks.)  I have  not  got  the  figures 
that  I can  circulate  but  I can  give  you  the 
figures  now  and  perhaps  circulate  them 
for  your  information  later.  The  figures  are 


as  follows.  If  you  take  staff  costs  he 
Foreign  and  Commonwealth  Office —these 
are  round  figures;  it  is  very  difficult  to 
be  precise — 

Chairman 

372.  A round  figure  will  do. 

(Mr  Wilks.)  £33  million  in  1979/80 
Foreign  Office,  BBC  £800,000,  Central 
Office  of  1 nformation  £4  mill  ion,  Agriculture 
and  Fisheries  about  half  a million, 
Department  of  Health  and  Social  Security 
another  half  a million,  Department  of  the 
Environment  about  £300,000,  and 
Department  of  Energy  about  a quarter  of  a 
million.  You  see  that  you  get  a build-up  to 
the  total  £84  million  — of  course  1 did  not 
give  the  most  important  part,  the 
Department  of  Trade  figure  — by  adding 
the  totals  for  staff  costs.  The  Departments 
of  Trade  and  Industry  another  £16  million. 

( Chairman.)  Where  do  you  get  something 
for  the  Department  of  Health  and  Social 
Security?  Are  you  exporting  our  system 
of  pension  payments  ? 

Mr  Emery 

373.  The  Minister  of  Health  at  the 
moment  is  in  Peking. 

(Mr  Wilks.)  It  is  health  care.  They  have 
a section  in  DHSS  wholly  promoting 
health  care  products. 

(Lord  Limerick.)  It  is  the  design  of 
equipment  and  sometimes  staffing  and 
management  also  of  hospitals  and  clinics 
overseas.  It  is  quite  a big  export  business. 

( Mr  Wilks.)  I would  be  happy  to  give 
this  to  the  Clerk  for  Members  of  (he 
Committee. 

(Chairman.)  If  you  could  let  us  have 
copies  it  would  be  helpful,  to  go  with 
your  evidence  when  it  is  published1. 

Mr  Thompson 

374.  About  a quarter  of  your  ex- 
penditure goes  on  what  you  have  down  as 
Cl,  as  trade  fairs,  missions,  etc.  First,  to 
tie  up  with  the  last  meeting  we  had,  you 
do  spend,  it  says,  a quarter  of  a million 
pounds  on  assisted  travel  to  international 
standards  meetings.  Can  you  say  a brief 
word  about  that? 

(Lord  Limerick.)  Yes,  certainly.  This 
is  a matter  which  over  the  years  has  been 
of  great  interest,  particularly  to  the  CBI. 
Meetings  arc  held  internationally  to 
discuss  the  harmonisation  of  standards 


•See  page  125. 
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and  the  adoption  of  standards  on  a wider 
basis  Not  infrequently  there  is  a British 
member  of  the  committee  who  is  in  a 
position  of  being  Chairman  or  Vice 
Chairman  or  Secretary  or  what  have  you 
who  is  able  to  play  a leading  part  in  these 
discussions.  Over  the  years  the  demands  on 
the  time  of  the  individuals  concerned  has 
expanded  and  the  habit  of  holding  the 
meetings  maybe  in  Australasia  or  South 
America  has  grown.  The  case  has  been 
made  and  has  been  accepted  within 
limits  by  the  Board  that  it  is  reasonable 
for  companies  who  are  releasing  highly 
skilled  people  with  expertise  in  these 
fields  to  give  their  time  in  a way  that  may 
be  of  benefit  to  British  exports  to  receive 
some  assistance  in  the  way  of  air  fares  and 
I think  also  hotel  accommodation. 

(Mr  Wilks.)  I think  it  is  mainly  air 
fares. 

(Lord  Limerick.)  We  seek  to  limit  this 
to  a reasonable  figure  but  it  is  something 
which  is  encouraging  British  experts  in 
what  we  consider  to  be  a very  valuable 
field. 


375.  Do  you  feel  that  trade  fairs  are 
valuable?  I was  going  to  ask  you  about 
inward  missions.  Do  you  think  trade  does 
follow  a fair? 

Lord  Limerick.)  I think  the  best  answer 
to  that  is  to  point  out  that  the  amount  we 
spend  on  trade  fairs  from  our  Board  is 
only  a small  fraction  of  what  it  costs 
companies  exhibiting  in  those  fairs.  What 
they  receive  is  a stand  for  which  they  pay 
a fixed  price  and  it  costs  us  more  to  erect 
that  stand.  We  cannot  generalise  about 
the  percentage  of  the  assistance  because 
it  depends  on  the  rent  for  the  show,  the  cost 
of  stand  construction  and  so  on.  They 
receive  for  two  people  manning  the  stand  a 
proportion  of  the  economy  air  fair  to  en- 
courage them  to  keep  the  stand  fully 
manned  during  the  term  of  the  exhibition 
and  in  the  past  they  have  received  some 
help  with  return  costs  of  merchandise  which 
is  not  sold  off  the  stand.  All  of  this  adds  up 
to  only  a small  part  of  what  the  company 
spends,  so  to  that  extent  we  only  support 
the  perceived  need  and  if  a group  of 
people  wish  to  arrange  a joint  venture  in  a 
particular  show  we  feel  it  right  and  proper 
to  help  them  within  the  limits  of  our 
resources,  but  they  will  only  do  so,  knowing 
they  are  going  to  bear  the  costs,  if  they 
judge  this  is  worth  doing.  Of  course  it 
varies  very  much  depending  on  the  part 
of  the  world.  If  you  look  at  where  we  spend 


our  money,  we  spend  an  extraordinary 
amount  in  West  Germany.  This  is  because 
it  is  the  great  international  site  of  trade 
fairs.  We  spend  a lot  in  Eastern  Europe 
because  it  is  difficult  or  sometimes  im- 
possible to  sell  without  exhibiting  in 
Eastern  Europe;  even  if  you  are  not 
allowed  to  sell  directly  off  the  stand  you 
have  to  be  there  as  your  entry  card. 

376.  Do  you  find  as  I do  that  regional 
trade  fairs  are  of  very  little  value?  It  is 
the  one  in  the  centre,  the  Motor  Show  for 
example,  the  main  event  that  does  the 
business  ? 

(Mr  Wilks.)  I think  I could  detect  a 
shift  in  this  now.  I can  detect  a shift 
towards  specialised  trade  fairs  as  being 
more  cost  effective.  At  one  time  we  used 
to  have  the  all-British  exhibition  some- 
where, which  was  very  costly,  very  ex- 
pensive both  for  us  and  for  the  firms  to 
mount.  It  was  not  targeted  at  any  par- 
ticular sector.  We  are  finding  now  ex- 
porters get  a better  return  for  their  time 
and  money  if  they  go  to  specialised  trade 
fairs  and  this  is  what  we  are  going  for 
now. 


Mr  Mikardo 

377.  I am  sure  that  is  right.  It  is  my  own 
experience,  but  in  that  case  ought  the  Board 
not  to  be  spending  a greater  proportion 
of  that  part  of  its  resources  which  goes 
into  this  on  the  specialised  rather  than  the 
big  prestige  general  fairs  which  are  be- 
coming much  less  valuable? 

(Mr  Wilks.)  That  is  in  fact  what 
happens.  This  year  as  far  as  I know  we 
have  not  got  a single  all-British  exhibition 
planned.  Last  year  we  had  one  in  China, 
but  even  that  was  directed  at  energy.  The 
year  before  that  we  had  one  in  Mexico 
designed  to  fit  in  with  the  Mexico  develop- 
ment plan,  so  it  is  several  years  since  we 
had  one. 


378.  I am  thinking  of  a buy-British 
exhibition.  1 was  thinking  of  the  BOTB 
spending  which  has  always  been  very  good 
and  been  a great  help  to  people,  but  I have 
the  feeling  that  if  the  money  is  spent  on  a 
machine  tool  exhibition  in  one  place,  a 
chemical  plant  exhibition  in  another,  a 
printing  industry  exhibition  in  a third  that 
would  be  more  cost  effective.  What  do  you 
think? 

(Lord  Limerick.)  To  a large  extent  we 
follow  the  wishes  of  the  exporters.  We  get 
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requests  for  joint  venture  participation 
in  various  shows.  We  have  generally  been 
able  to  respond  to  a very  high  percentage 
if  not  all,  of  such  requests  that  fall  within 
the  stated  criteria  for  mounting  a joint 
venture,  so  this  is  a matter  where  1 believe 
we  would  prefer  exporters  to  decide  for 
themselves  rather  than  seeking  to  guide 
them. 


Mr  Thompson 

379.  I have  always  found  it  is  easier 
to  sell  at  home.  I find  it  is  easier  for  me  to 
sell  my  products  at  the  Motor  Show  here 
than  to  go  and  sell  elsewhere.  If  you  do 
not  have  inward  missions  surely  you  cannot 
be  responding  to  industry,  or  are  you,  and 
do  you  look  for  the  specially  sensitive 
times  when  an  industry  may  be  in  decline 
in  this  country  and  bring  a mission  in 
specifically  to  look  at  that?  For  instance, 
this  week  there  is  an  auto-quip  exhibition 
at  Wembley  Conference  Centre  and  a 
furniture  exhibition  at  Olympia.  Would 
you  bring  people  specially  in  for  those  ? 

f Mr  Wilks.)  On  the  whole,  no.  We  find 
industry  does  not  much  care  for  having 
people  on  inward  missions  at  the  time  of 
a major  exhibition  because  all  their 
salesmen  arc  at  the  exhibition.  If  they 
invite  people  on  inward  missions  they  like 
to  take  them  to  their  factories  and  have 
the  inward  mission  there  for  a day  and  do 
a very  hard  sell  on  them.  Our  experience 
has  been  that  that  is  the  demand.  Again 
we  respond  to  demand.  This  demand 
would  come  mainly  from  trade  associations 
who  would  identify  the  value  of  an  inward 
mission  from  a particular  country.  They 
would  get  in  touch  with  us  and  we  would 
check  out  with  the  local  post  and  give 
financial  help  and  also  offer  help  to  the 
mission  when  it  came  here,  but  on  the  whole 
the  timing  would  differ  from  that  of  a major 
exhibition  here. 


Chairman 

380.  1 wonder  if  you  could  tell  me 
whether  I am  wrong  in  the  interpretation 
of  your  figures  in  table  I on  page  9 of  your 
report  for  last  year  and  the  paper  you  have 
put  round  the  table  this  morning  about 
your  current  expenditure.  Wc  see  that  last 
year  you  spend  on  overseas  trade  fairs 
including  symposia  £18.9  millions.  This 
year  under  Cl(2)  you  appear  to  be  spending 
£16,000,204  which  is  £2  million  down.  On 
your  outward  missions  last  year  you  spent 
£3.2  millions.  You  are  currently  spending 
at  the  rate  of  £1.26  millions  and  on  your 


- ■ year  you  spent 

£1.2  millions  and  this  year  you  are  ex 
pected  to  spend  £850,000.  They  seem  to  be 
all  down  on  last  year.  Is  that  a good  thiiw? 

(Mr  Wilks.)  Could  I give  you  & 
answer?  The  figures  on  page  9 of  our 
annual  report  are  gross  figures  includi™ 
salaries  and  overheads.  The  figures  I 
circulated  earlier  were  our  direct  ex- 
penditure  on  those  particular  items,  n0"t 
including  salaries.  You  are  not  wrons. 
They  are  two  different  figures. 


Mr  Carlisle 

381.  You  have  not  been  affected  by 
the  Government  cuts? 

(Mr  Wilks.)  That  is  another  question. 

Chairman 

382.  Shall  we  ask  that  one  now?  Have 
you  been  so  affected  ? 

(Mr  Wilks.)  Lord  Limerick  has  only 
just,  almost  literally,  returned  from  a long 
trip  abroad  in  support  of  exports,  so  I 
might  give  the  answer.  The  cuts  really  affect 
the  next  financial  year.  On  our  estimated 
expenditure  for  1980/81  we  are  expected  to 
have  a cut  of  about  £2  million.  We  have 
looked  at  this  in  the  Board.  We  think  we 
can  accommodate  that  in  a variety  of  ways. 
1 expect  to  be  able  to  find  a million  pounds 
of  that  from  our  higher  charges  which  were 
agreed  last  year  and  will  come  into  effect 
on  the  1st  April  this  year.  I would  expect  to 
find  another  half  million  pounds  about  bya 
slightly  lower  increase  in  the  Overseas 
Projects  Fund.  I would  expect  to  save 
about  a quarter  of  a million  pounds  from 
the  move  into  the  free  accommodation  for 
our  market  centre  in  Tokyo  and  a further 
quarter  million  because  we  do  not  expect 
our  expenditure  on  trade  fairs  to  be  quite 
as  heavy  as  we  expected.  A lot  of  this 
expenditure  takes  place  in  foreign  cur- 
rencies and  witli  the  strength  of  the  pound 
against  the  foreign  currency  the  expenditure 
in  sterling  would  be  less.  1 can  manage,  one 
way  or  another,  the  £2  million  cut  in  our 
budget.  Mr  Parkinson  has  also  announced 
to  the  House  of  Commons  that  on  the  staff 
side  he  is  looking  to  us  for  100  posts  out  of 
our  target  of  940  in  Export  House  and 
1 Victoria  Street  over  the  next  two  yean 
and  the  Board  has  been  examining  how  it 
should  meet  that  and  still  maintain  the 
main  thrust  of  our  services. 


Mr  Crowther 

383.  Can  we  turn  to  the  overseas 
project  group?  1 find  this  particularly 
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interesting  because  the  export  of  capital 
goods  and  services  is  a matter  of  some 
interest  in  an  area  like  South  Yorkshire. 
Your  excellent  pamphlet  says  that  OPG 
operates  a policy  of  selectivity,  but  it  is 
saying  that  about  the  way  it  chooses  projects 
in  which  to  become  involved,  but  clearly 
from  the  previous  paragraph  it  also  operates 
selectivity  at  the  other  end  of  the  exercise. 
It  says  that  OPG  tries  to  ensure  that  there 
is  only  one  British  bid  in  the  projects  for 
which  this  assistance  is  required  to  avoid 
wasteful  competition  between  British  firms, 
which  may  be  a very  splendid  thing.  Where 
it  reconciles  this  with  the  EEC  competition 
policy  I am  not  sure.  Can  you  explain  how 
the  selectivity  is  operated  and  by  whom  at 
both  ends  of  the  scale? 

(Mr  Wilks.)  Could  I comment  on  the 
detail  and  perhaps  Lord  Limerick  can 
comment  on  the  general  philosophy.  Our 
handling  of  projects  is  looked  after  by 
something  called  the  Overseas  Project 
Group  which  is  part  of  the  BOTB  operation. 

384.  That  is  what  I am  talking  about. 

(Mr  Wilks.)  The  Overseas  Projects 
Group  receives  an  application  or  suggestion 
from  either  a single  company  or  group  of 
companies  going  for  a jumbo  project  and 
we  define  that  at  present  as  one  where  the 
return  to  the  UK  is  £20  million  or  more. 
We  have  recently  increased  the  threshold 
from  £10  million  to  £20  million.  We  will 
evaluate  the  competence  of  the  applicant 
to  make  sure  he  is  a major  company  in  his 
own  right  and  able  to  carry  out  the  contract 
satisfactorily.  Wc  will  also  try  and  assess 
the  soundness  of  the  project  to  make  sure  he 
is  not  doing  something  entirely  stupid  and 
also  look  at  all  the  possible  difficulties 
which  might  stand  in  the  way  of  that  group 
or  that  company  getting  the  business.  Then 
we  would  offer  to  help  them  with  their 
pre-contractual  expenses.  Our  objective  in 
all  this  is  to  give  a positive  cash  flow  to  this 
country  on  the  balance  of  payments.  Wc  are 
looking  mainly  at  turnkey  and  package 
projects,  not  at  individual  hardware  con- 
tracts or  ships  or  aircraft  or  defence 
equipment.  These  are  mainly  major  turnkey 
projects.  We  then  offer  the  consortium  or 
company  help  with  their  pre-contractual 
expenses  up  to  certain  limits  as  you  see  in 
the  pamphlet  and  if  they  are  successful  they 
repay  the  sum  that  we  have  advanced.  We 
do  not  offer  assistance  if  there  is  more  than 
one  group  going  after  the  contract  because 
we  think  we  stand  a better  chance  of 
getting  the  contract  if  there  is  one  group. 
Part  of  our  art  is  to  reduce  them  if  there  is 


more  then  one  down  to  one  British  group. 
We  are  not  always  successful  in  that. 
Sometimes  we  are  and  sometimes  we  are 
not. 


385.  Does  the  OPG  part  of  your 
organisation  in  fact  have  an  initiating 
role  in  this  at  all?  Does  it  play  an  active 
part  in  cobbling  together  consortia?  I hope 
I am  not  using  an  unfortunate  term  there. 
It  is  moving  very  much  into  the  field  of 
competitive  business  here,  is  it  not?  Is  it  in 
danger  of  showing  partiality  in  a way  that 
could  be  unfortunate  at  all  ? 

( Lord  Limerick.)  Wc  live  in  a competitive 
world,  Mr  Crowther.  We  believe  strongly  in 
competition.  What  we  do  see  round  the 
world  very  often  is  a thoroughly  bewildered 
foreign  government  or  minister  to  whom 
one  is  talking  who  says  “I  simply  can’t 
understand  why  the  British  interests  to 
whom  I am  talking  spend  so  much  more 
time  fighting  each  other  than  they  seem  to 
spend  fighting  the  German,  Japanese  or 
American  competition”.  There  is  a form  of 
paralysis  which  tends  to  enter  the  official 
system  when  there  arc  two  or  three  British 
parties  interested  in  the  same  project.  We 
tread  a tightrope  here:  on  the  one  hand  we 
do  not  want  to  discourage  anyone  who  has 
the  slightest  chance  of  getting  a particular 
piece  of  business;  on  the  other  hand,  we  do 
not  want  to  tie  the  hands  of  our  ambassador 
in  Jakarta  or  wherever  he  may  be,  in  putting 
wholehearted  support  behind  the  British 
bid  when  he  knows  very  well  his  French  and 
German  colleagues  are  doing  just  that  with 
the  appropriate  minister.  This  difficulty 
persists  right  the  way  through.  It  persists 
with  consultants;  it  persists  with  individual 
suppliers;  it  persists  with  consortia  that  are 
put  together.  In  most  cases  it  emerges 
towards  the  end  of  the  evaluation  period 
that  there  is  one  bid  that  is  much  stronger 
than  another  and  in  those  cases  it  is 
obviously  relatively  easy  to  decide.  But  it  is, 
as  you  rightly  point  out,  a very  real 
dilemma  in  which  one  wishes  to  deploy  the 
maximum  effort  in  favour  of  a serious 
British  bid  in  a particular  case  without 
denying  the  competitive  right  to  somebody 
else  who  may  have  it,  and  all  sorts  of  things 
happen.  Questions  get  asked  in  Parliament, 
furious  letters  get  written  to  Ministers  if  it 
is  thought  that  there  has  been  a trans- 
gression in  this  rather  delicate  area. 

Mr  Mikardo 

386.  Could  it  not  be  even  more  delicate, 
without  casting  any  aspersions  anywhere,  if 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


120  MINUTES  OF  EVIDENCE  TAKEN  BEFORE 

J2  March  1980]  The  Earl  or  Limerick  and  Mr  S D Wilks,  cn 


[Contuiued 


[Mr  Mikardo  Contd] 

there  were  two  or  three  potential  British 
bidders  and  a member  of  one  of  those 
companies  was  a member  of  your  Board 
but  the  others  were  not? 

(Mr  Wilks.)  You  mean  the  British 
Overseas  Trade  Board  ? 

387.  Or  one  of  your  regional  advisory 
committees? 

(Lord  Limerick.)  I think  that  would 
simply  not  enter  into  the  consideration. 
These  arc  not  matters  discussed  by  the 
Board  itself.  Let  me  say  these  matters  fall, 
as  Mr  Wilks  said,  under  the  purview  of  the 
Overseas  Projects  Group.  There  is  a separ- 
ate Overseas  Projects  Board  and  these 
people,  I think,  are  very  well  accustomed  to 
dividing  their  personal  from  their  public 
functions.  I have  never  heard  of  such  a case. 

Mr  Mikardo:  You  may  have  thought  the 
question  a bit  pejorative.  If  you  did,  I 
apologise.  It  arose  out  of  the  fact  that  some 
years  ago,  when  we  had  a meeting  of  an  all- 
party group  of  the  House  with  one  of  your 
advisory  committees  (I  am  deliberately  not 
mentioning  which  regional  advisory  com- 
mittee) the  Members  of  Parliament  who 
were  present  in  that  group  were  very  dis- 
appointed to  find  that  virtually  all  we  heard 
from  the  members  of  that  regional  advisory 
group  one  by  one  were  the  particular  virtues 
and  problems  of  their  own  company. 

Mr  Emery 

388.  Is  it  not  a fact  that  there  are 
problems?  After  all,  your  Board  or  the 
Overseas  Projects  Group  do  not  just 
nominate  one  supplier.  It  is  only  when  you 
are  on  the  major  turnkey  projects.  Have 
there  not  been  difficulties  — indeed,  are 
there  not  difficulties  — where  there  arc  a 
number  of  consortia,  particularly  in  the 
hospital  supply  field,  where  we  arc  con- 
siderably stronger  than  many  other 
countries?  Criticism  certainly  is  levelled  at 
the  Overseas  Projects  Group  and  at  the 
Government  where  a decision  comes  down 
in  one  way  and  not  in  another.  Have  you 
any  method  whereby  you  can  attempt  to 
assist  a consortium  that  loses  your  nomina- 
tion in  one  area  by  giving  them  your 
nomination  in  another  area? 

(Lord  Limerick.)  1 think  1 have  to  say 
again  these  are  not  matters  that  arc  con- 
sidered by  the  Board  itself.  They  fall  within 
the  purview  of  the  Overseas  Projects  Board. 
I think  these  are  problems  which  they  do 
indeed  face  and,  indeed,  there  may  be  a 
time  when  it  could  be  suggested  to  a certain 
group  that  it  would  be  helpful  if  they  were 


to  leave  the  field  open  in  this  instance  for  ' 
someone  else.  I believe,  although  1 canno 
give  any  chapter  and  verse  on  this,  that  this 
is  a tiling  that  does  happen  from  time  to 
time. 


389.  If  a consortium  has  spent  £50  000 
£60,000  or  £70,000  putting  together  the  sort  > 
of  necessary  work  for  the  submission  of  a 
bid,  it  does  seem  it  is  very  difficult  to  be 
suddenly  tapped  on  the  shoulder  and  told 
“Very  well,  we  are  sorry  but  your  British 
competitors  arc  going  to  get  the  nomination 
of  the  Government”;  unless  there  can  be 
something  held  out,  if  you  like,  as  a carrot 
there  is  bound  to  be  a major  criticism 
arising.  It  is  to  overcome  that  major 
criticism  that  I am  really  trying  to  see  if 
there  is  any  way  out. 

(Lord  Limerick.)  I find  it  hard  to 
comment  on  this.  These  are  not  matters 
that  fall  within  my  experience. 

(Mr  Wilks.)  If  I might  add  a small 
comment  on  this,  Sir  Donald,  I think  it  is , 
fair  to  say  that  in  the  great  majority  of  cases 
the  chosen  instrument  or  the  leader  sorts 
itself  out.  I do  not  think  there  are  all  these 
numbers  of  cases  where  you  have  more 
than  one  competing  consortium  or  group 
going  in.  But  if  there  were  two,  if  we  were 
unsuccessful  and  suppose  the  industry 
itself  did  not  sort  it  out  and  we  found  there 
were  still  two  British  groups  going  after  the 
contract,  we  would  not  give  support  from  j 
the  Fund  so  that  the  second  case  Mr  Emery 
raises  would  not  occur.  It  would  not  be  a 
question  of  HMG  saying  “We  prefer  this 
rather  than  that“.  Wc  would  not  give 
support  to  either,  they  would  both  get 
support  from  ECGD  but  not  from  us.  The 
reason  for  that  is  quite  clear,  because,  as  1 
said  earlier,  the  amount  wc  advance  for  the , 
pre-con tractual  expenses  is  repaid  if  the 
group  is  successful  — if  we  paid  out  two 
dollops  to  two  competing  groups  we  would 
always  be  on  a loser. 

390.  Whilst  I understand  that  as  being 
correct  about  the  financial  aid,  is  it  not  the 
case  that  where  there  arc  competitive 
British  consortia  more  often  than  not  the 
British  Government  or  the  ambassador  is 
likely  to  come  down  — let  me  put  it  no 
more  strongly  than  that  — in  favour  of  one 
in  his  discussions  with  that  foreign  govern- 
ment and  that  is  where,  in  my  knowledge 
and  experience,  there  has  been  a great  deal 
of  worry  and  concern. 

(Lord Limerick.)  Chairman,  we  recognise 
that  this  is  a problem  area,  but  the  Board 
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does  not  concern  itself  with  individual 
cases  so  I am  doubtful  if  I can  make  any 
useful  comment  on  that  subject. 

(Chairman.)  All  right.  We  note  the 
position. 

Mr  Crowther 

391.  The  report  indicates  a somewhat 
lower  success  rate.  Can  you  identify  causes 
of  this  ? Is  it  related  at  all  to  practices  that 
would  be  regarded  as  unfair  on  the  part  of 
competitors  in  markets  in  third  countries? 
Outside  the  EEC  do  you  come  up  against 
this? 

(Mr  Wilks.)  1 think  the  reason  for  the 
lower  success  rate  in  1979  merely  arises 
from  the  fact  that  the  whole  project 
business  is  becoming  much  more  com- 
petitive. There  are  fewer  projects,  they  are 
becoming  larger  and  larger,  and  there  are 
more  hungry  firms  going  after  them.  The 
whole  business  is  getting  tougher.  There- 
fore, as  you  rightly  identified,  our  success 
rate  in  1979  was  not  as  good  as  the  rate  in 
earlier  years.  But  if  you  look  back  over  a 
spread  of  years,  say  from  the  year  1973  to 
1979, 1 think  we  have  spent  something  like 
£7  million  out  of  the  Fund  in  supporting 
firms  with  their  precontractual  costs  over 
those  years  and  about  £1,000  million  worth 
of  business  has  resulted  to  the  United 
Kingdom  from  the  activities  of  the  Fund. 

392.  I do  not  know  whether  1 put  the 
second  point  clearly.  Is  there  any  evidence 
to  suggest  that  foreign  competitor  firms 
going  for  large  capital  project  contracts  in 
third  countries  are,  in  fact,  engaging  in 
practices  that  we  might  regard  as  unfair 
through  hidden  subsidies  or  anything  of 
this  kind? 

(Mr  Wilks.)  If  there  were  to  be  subsidies, 

I hope  we  would  be  able  to  identify  them 
and  take  them  up.  Quite  often,  of  course, 
you  would  find  a foreign  company  would 
offer  a competitive  rate  of  interest  but  that 
is  not  necessarily  being  supported  by  their 
government  credit  insurer;  it  depends  on 
the  local  commercial  credit  rate.  But  if  it 
is  being  supported  by  the  official  credit 
insurer,  there  are  the  consensus  interest 
rates.  1 am  sure  they  will  be  able  to  enlarge 
on  this  when  you  see  the  ECGD.  We  also 
occasionally  find  countries  will  mix  aid 
money  with  the  official  credit  support  and, 
of  course,  we  also  do  this.  Almost  all  our 
bilateral  aid  is  tied  to  British  trade  and  there 
are  a number  of  ways  in  which  you  can 
stretch  that  aid  out  by  putting  it  in  in  a 
judicious  way,  by  lowering  the  rate  of 
interest,  by  spreading  out  the  period  of 
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repayment,  helping  over  the  down  pay- 
ments, and  so  on.  Our  aid  money  is  used  in 
that  way. 

(Lord  Limerick.)  1 would  add  the 
important  point  that  much  of  the  toughest 
competition  we  face  in  some  markets  now 
comes  from  countries  which  are  outside  the 
GATT  agreement,  outside  the  consensus 
agreement  under  the  Berne  Union  of 
OECD.  If  you  are  talking  about  Korean 
competition  you  cannot  use  the  words 
“fair”  or  “unfair"  in  the  same  way. 

(Chairman.)  Let  us  talk  about  export 
services  now. 


Mr  Mikardo 

393.  Most  industrialised  countries  give 
some  aid  in  the  way  we  do.  We  are  told  by 
the  Department  that  what  we  do  is  larger  in 
volume  than  any  other  country.  How  far  do 
you  watch  what  other  countries  are  doing? 
Do  you  ever  pick  up  any  bright  ideas  from 
them?  You  have  just  mentioned  Korea,  for 
example.  Do  any  of  the  newly  industri- 
alised countries,  having  emerged  from  being 
developing,  develop  some  new  techniques 
in  this  field  of  exports?  What  can  we  do  to 
learn  from  the  others  ? 

(Lord  Limerick.)  We  watch  them  care- 
fully and,  if  we  think  they  have  something 
in  their  repertoire  which  is  not  in  ours  and 
does  not  affront  international  obligations, 
we  will  always  consider  adopting  it.  We  find 
as  a matter  of  practice  they  seem  to  get 
more  from  watching  us  than  we  get  from 
watching  them  — I think  it  is  fair  to  say 
that.  We  were  early  into  this  game  and 
developed  the  services  to  a fair  pitch  of 
efficiency.  There  is  a difficulty  in  making 
comparisons  because  no  two  systems  are 
operated  in  the  same  way.  If  we  take  West 
Germany,  which  is  a very  formidable 
competitor  in  most  fields,  their  government 
expenditure  on  export  promotion  looks 
rather  low  because  the  overseas  element  of 
this  is  conducted  not  through  the  govern- 
ment but  through  chambers  of  commerce 
supported  by  compulsory  levy  through  the 
public  law  status  of  their  chambers.  You 
have  to  take  that  figure  fully  into  account  in 
order  to  make  a true  comparison.  If  you  are 
talking  of  countries  like  Korea  it  is  much 
more  difficult  because,  if  you  examine  the 
levels  at  which  successive  Korean  bids  are 
made,  one  of  them  looks  crazy-low  com- 
pared to  any  sensible  Western  comparison 
but  the  next  one  may  look  crazy-high, 
cither  because  they  are  not  very  adept  at 
knowing  what  their  costs  truly  are  or 
because  they  just  decide  what  business  they 
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wish  to  acquire.  There  is  also  a strong 
presumption  that  they  do  not  do  very  much 
work  on  their  bids,  they  have  methods  of 
finding  out  what  is  the  bid  with  which  they 
are  competing  and  they  merely  apply  what- 
ever discount  they  wish  to  such  a price. 
These  things  are  very  hard  to  substantiate 
but  certainly  on  the  main  point  of  your 
question,  do  we  watch  others’  systems  and 
see  what  we  can  learn  from  them  ? — yes, 
we  do. 

Mr  Carlisle 

394.  In  giving  advice  to  exporters  and 
in  assessing  competition  overseas,  ob- 
viously you  need  a great  deal  of  export 
experience  and  actual  work  in  the  market. 
Among  the  people  you  employ  in  your 
service  how  much  experience  of  actual 
exporting  have  they  had  at  the  sharp  end 
with  companies  in  the  private  sector? 

(Lord  Limerick.)  The  answer  is  in  general 
not  very  much  because  most  of  them  are 
career  civil  servants.  We  do  have  a number  of 
people,  usually  late  entry  candidates,  who 
do  have  such  experience  and  there  is  a 
conscious  effort  to  promote  exchanges  with 
industry  and  commercial  companies.  These 
are  subject  to  a number  of  difficulties  in 
achieving;  the  scale  of  them  has  not 
certainly  been  more  than  small  to  date.  In 
the  case  of  the  FCO  representatives  they  do 
undertake  a period  of  training  in  com- 
mercial work  which  includes  visiting  a lot 
of  the  exporting  companies  whose  interests 
they  will  be  looking  after  before  going  on 
post.  There  is  also  a system  of  mid-duty 
tours,  coupled  generally  with  leave  entitle- 
ment, when  they  spend  some  time  going 
round  the  country  talking  about  their 
experiences.  This  we  have  found  to  be  very 
effective  because  there  is  nothing  like  a man 
who  still  has  the  dust  of  some  distant 
country  on  his  feet  saying  “Last  week  I was 
talking  to  the  Minister  of  Communications 
and  he  was  asking  why  there  is  not  a greater 
British  effort  in  such-and-such”.  That  is 
much  better  than  a little  square  of  card- 
board on  your  desk. 

(Mr  Carlisle.)  I noted  particularly  in 
your  market  entry  guarantee  scheme  you 
have  to  have  a great  deal  of  judgement  in 
assessing  a particular  scheme.  I think  for 
that  you  would  need  an  awful-lot  of  market 
experience  or  business  experience. 

Chairman 

395.  In  regard  to  that  market  entry 
guarantee  scheme,  I believe  the  scheme  is 
currently  under  review  by  you.  Could  you 
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tell  me  when  it  is  likely  to  be  completed? 
(Mr  Wilks.)  We  have  carried  out  the 

review  and  having  heard  the  views  of  the 
CBI  and  other  people  on  it,  felt  the  scheme 
was  worthwhile  carrying  on  with.  So  the 
Board  has  now  put  it  alongside  its  other 
functions  for  examination  in  the  light  0r 
public  expenditure  cuts.  So  there  will  be  a 
decision  on  this  in  a matter  of  weeks  1 
think. 


396.  Could  you  give  us  a specified 
illustration  or  the  use  made  of  the  scheme’ 

(Mr  Wilks.)  It  might  be  useful  if  j 
describe  a little  how  the  scheme  works.  It  is 
designed,  as  I think  I said  earlier  on,  to  help 
the  smaller  and  medium-sized  firm  get  into 
a market.  The  limits  of  assistance  are  as 
follows;  the  amount  we  advance  under  a 
venture  must  be  between  £20,000  and 
£100,000,  so  those  limits  do,  in  fact,  tend  to 
discourage  the  larger  company.  Also  the 
amount  that  we  advance  it  at  a commercial 
rate  of  interest  plus  2}  per  cent,  and  then  on 
top  of  that  we  charge  a premium  for  our 
insurance,  so  on  the  whole  it  is  not  terribly 
attractive  to  the  larger  company  which  has 
access  to  other  forms  of  finance.  With 
regard  to  the  sort  of  companies  that  we 
help,  I have  got  one  example  here  where  I 
do  not  want  to  mention  the  firm's  name.  It 
is  a company  which  puhlishes  educational 
literature  for  school  children  and  they  were 
going  into  an  area  with  costs  of  £132,000 
over  the  next  three  years.  We  advanced  half 
that  sum  and  expect  that  to  come  back  to  us 
over  a seven-year  period.  That  is  the  sort  of 
thing  we  arc  doing  on  this. 

397.  Do  any  of  our  competitors  run  a 
scheme? 

(Mr  Wilks.)  The  French  have  a similar 
scheme. 

Mr  Curlisle 

398.  It  seems  to  be  a scheme  where  you 
can  assess  very  accurately  the  return  of  your 
investment.  1 suppose  it  has  not  been 
running  long  enough  for  you  to  achieve 
that? 

(Mr  Wilks.)  That  is  true,  Mr  Carlisle.  If 
we  have  picked  the  right  people,  the  scheme 
should  be  self-financing. 

Mr  McNally 

399.  Lord  Limerick,  in  your  report  you 
mentioned  something  that  keeps  cropping 
up  in  analysing  our  failure  as  an  exporter, 
that  is,  non-price  factors.  A lot  of  the 
pundits  poinl  to  that.  Do  you  think  there  a 
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a growing  awareness  in  British  industry  of 
the  importance  of  non-price  factors?  Is 
vour  message  getting  home? 

(Lord  Limerick.)  If  not,  it  is  not  for  lack 
of  trying.  1 think  it  is  getting  through.  In 
conversations  with  individual  exporters  and 
groups  of  exporters  we  try  and  convene  in 
conncctionwith  our  conferences  and  regional 
event.  The  problem  of  the  exchange  rate  has 
been  a very  difficult  one  for  a lot  of  people. 

It  has  been  difficult  for  two  reasons.  First,  it 
has  gone  up  and  down  unpredictably; 
people  find  it  much  easier  to  live  with  an 
exchange  rate  which,  although  it  is  incon- 
veniently high,  at  least  is  constant,  than  they 
do  with  one  which  fluctuates.  Secondly,  the 
exchange  rate  has  been  high  because  the 
balance  of  payments  is  North  Sea  oil 
supported  and  because  we  have  a policy  of 
high  interest  rates  in  order  to  deal  with  the 
money  supply  inflation  problem  — in  other 
words,  these  are  factors  that  are  not 
directly  related  to  industrial  performance, 
unlike  the  relationship  between  exchange 
rate  and  industrial  performance  in 
Germany  or  Japan.  A lot  of  manufacturers 
have  therefore  formed  their  own  conclusion 
in  this  matter  and  are  making  greater 
efforts  in  this  area.  We  do  not  think  it  has 
gone  nearly  far  enough;  we  would  like  to 
see  the  perception  of  these  problems  carried 
way  beyond  the  managing  directors  and  the 
marketing  directors  and  see  it  carried  right 
on  to  the  shop  floor.  This  is  what  our 
Export  Year  campaign  was  all  about;  we 
started  that  in  1976  and  ran  it  through  1977. 
We  are  continuing  that  through  the  Export 
United  campaign  which  is  currently  de- 
ployed in  about  2,500  factories  around  the 
country.  The  reaction  to  that  has  been  a 
greater  awareness  of  the  relationship 
between  input  and  output,  quality  costs  and 
so  on  and  export  success  or,  indeed,  selling 
success  anywhere.  It  is  also  rather  inter- 
esting that  where  this  information  has  been 
freely  bandied  about  the  firms  doing  this 
have  reported  a substantial  improvement  in 
industrial  relations  in  those  areas.  So  we 
think  this  has  a value  that  goes  beyond  the 
mere  cost-compctitivc  question,  important 
though  that  is. 

400.  One  always  feels  with  the 
strengthening  of  the  pound  immediately  a 
chorus  goes  up  from  British  industry  that  it 
is  too  bad,  it  is  unfair  to  us,  we  are  finished, 
as  it  were;  whereas  the  Germans,  French 
and  Japanese  are  the  best  examples  of  a 
continually  strengthening  currency  and  yet 
continuing  expansion  of  their  export  trade. 
Do  you  think  industry  is  too  pessimistic 
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about  the  trend  of  the  pound?  Are  they 
pulling  the  blanket  over  their  head  rather 
than  getting  out  and  fighting? 

(Lord  Limerick.)  I would  like  to  see 
them  fight  harder.  One  cannot  generalise.  1 
mentioned  the  reasons  why  the  exchange 
rate  is  inconveniently  high,  which  are  not 
related  to  production  costs.  I think  if  you 
are  talking  to  manufacturers  of  chemicals 
who  are  competing  against  somebody  who 
produces  an  identical  product,  as  can  be 
seen  by  the  formula  on  the  pack,  the 
exchange  rate  is  of  crucial  importance.  It 
has  been  of  crucial  importance  in  the  textile 
industry.  There  arc  other  industries  where 
it  is  nothing  like  as  important  and  they  have 
been  able  to  take  advantage  of  the  higher 
price  structure.  You  cannot  generalise.  In 
the  dullest  sectors  there  are  shining  ex- 
amples of  success  and  I may  quote  a fairly 
recent  one:  a manufacturer  of  woollen 
worsteds  from  North  Yorkshire  to  whom  I 
was  talking  told  me,  when  I asked  him 
“What  has  happened  to  the  price  of  your 
product  in  Japanese  yen  landed  in  Japan?”, 
“It  has  gone  up  52%  in  12  months”.  I then 
said  “What  has  happened  to  your  sales?", 
and  he  said  “I  have  doubled  them".  So  even 
in  a product  which  is  seemingly  as  uniform 
as  that,  if  you  have  the  right  quality  label 
and  so  forth,  and  the  right  market,  you  can 
achieve  success.  So  we  are  driving  hard,  and 
most  of  the  time,  on  this  message  of  quality 
and  concentration  on  reputation.  If  I may 
take  time  for  one  more  brief  example,  1 
have  just  returned  from  Hongkong.  The 
fact  that  phase  one  of  the  mass  transit 
system,  the  underground  railway,  opened 
last  month  ahead  of  time  under  budget  and 
that  a high  proportion  of  it  was  contracted 
from  Britain,  has  absolutely  transformed 
British  reputation,  not  only  in  Hongkong 
but  in  a good  deal  of  that  part  of  Asia.  The 
message  is  we  are  back  on  the  map,  we  can 
perform,  they  want  to  buy  from  us  anyway, 
let  us  have  another  look. 

401.  Do  you  think  industry,  or  too 
much  of  our  industry,  still  sees  exports  as 
something  marginal,  something  that  is  a bit 
of  icing  of  the  cake  rather  than  integral  to 
their  operations  ? 

(Lord  Limerick.)  If  any  of  them  see  it 
that  way,  that  is  too  much.  I think  again 
perception  on  this  is  improving,  not  least 
because  of  the  problems  of  the  home 
market,  and  the  fact  that  import  pene- 
tration is  just  as  much  a threat  to  jobs  at 
home  as  is  a declining  home  market  and  you 
have  to  be  watching  your  back  as  well  as 
your  front  all  the  time  on  this  point. 
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402.  How  do  you  advise  them  about 
exporting?  Do  you  advise  them  to  spec- 
ialise or  do  you  think  sometimes  they 
spread  themselves  too  thin  or  try  Tor  too 
many  markets,  or  do  you  like  to  see  them 
spreading  out  and  looking,  or  do  you  lend 
to  advise  them  to  go  for  South  East  Asia  or 
go  for  the  North  American  market? 

(Lord  Limerick.)  We  advise  them  on 
where  we  see  the  best  opportunities.  They 
then  have  to  make  up  their  own  minds 
about  how  they  tackle  them.  There  have 
been  studies  done  on  this  recently.  There 
was  one  three  years  ago  under  the  title  “Key 
Markets”  which  came  down  strongly  on  the 
thesis  that  exporters  should  concentrate  on 
probably  no  more  than  five  or  six  markets 
and  really  get  to  know  those  in  depth.  There 
is  a lot  to  be  said  for  that  as  a general 
principle  but  again  you  can  find  plenty  of 
people  who  succeed  by  breaking  all  those 
rules.  So  I think  again  we  would  hate  to 
generalise  on  this.  We  do  as  an  exporting 
nation  have  a particular  problem  in  that  we 
export  across  the  whole  waterfront  whereas 
most  of  the  countries  against  whom  we  are 
selling  in  a particular  area  will  be  concen- 
trating on  a much  narrower  band  of 
exports.  This  applies,  of  course,  very 
strongly  to  Japan,  it  applies  to  nearly  all  the 
emerging  industrial  countries,  and  they  can 
afford  to  drive  much  harder  in  particular 
sectors  than  we  can  when  we  are  looking  at 
the  whole  world.  But  my  personal  opinion 
— this  is  not  necessarily  a Board  opinion  — 
is  that  there  is  a great  deal  of  merit  in  that 
proposition;  1 would  like  to  see  a higher 
degree  of  concentration. 

Mr  Thompson 

403.  You  have  said  just  now  that  at  the 
end  of  the  day  industry  can  only  rely  upon 
itself,  but  we  arc  constantly  told  of  unfair 
competition,  unfair  methods  of  stopping 
our  getting  into  markets  etc  etc.  In  your 
own  experience,  do  you  find  this  is  true?  Is 
it  a significant  factor? 

(Lord  Limerick.)  Undoubtedly  there  are 
cases  when  it  is  true.  It  takes  many  forms, 
some  of  them  quite  subtle.  Take  the  case  of 
technical  specifications  that  change  even  in 
a minor  degree  but  at  short  notice,  or  even 
without  notice  and  something  which  you 
sold  successfully  last  year  you  arc  told  you 
have  to  modify  before  you  can  sell  it  this 
year.  Where  we  meet  it  we  lake  it  up,  and 
this  is  a matter,  of  course,  for  the 
Department  of  Trade  rather  than  for  us 


directly.  In  a competitive  world  this  tend- 
ency exists  and  it  does  impose  some 
disadvantages  in  individual  cases.  One  can 
only  deal  with  them  on  an  “as  found" 
basis. 

404.  Is  there  any  particular  sphere  — 
the  EEC,  USA,  foreign  developing  coun- 
tries — where  this  is  most  prevalent,  or  is 
it  just  as  it  happens? 

(Lord  Limerick.)  I would  not  like  to  say 
it  does  not  happen  everywhere  in  the  world. 

Chairman 

405.  Lord  Limerick,  before  we  close  is 
there  anything  you  would  like  to  say  to  deal 
with  any  matter  which  may  not  have  been 
raised  this  morning,  for  the  benefit  of  this 
Committee  in  particular  or  for  the  benefit 
of  British  industry  in  general  ? I have  to  say 
that  you  are  not  obliged  to  say  anything. 

(Lord  Limerick.)  In  response  to  that 
invitation,  I would  like  to  say  two  things. 
The  first  is  that  the  Board  is  conscious  the 
whole  time  that  it  is  spending  public  money. 
It  is  a Board  of  businessmen  and  we  accept 
responsibility  for  spending  that  budget  in  a 
cost-effective  way.  We  have  a system  of 
running  reviews  through  our  Finance  and 
General  Purposes  Committee  so  that  each 
of  our  services  regularly  comes  under 
scrutiny  for  its  cost  and  its  effectiveness. 
The  second  thing  is  that  we  believe  that  in 
trading  terms  we  face  a very  difficult  decade: 
a lot  of  things  are  moving  structurally  not 
to  Britain’s  advantage;  we  have  old 
industries  that  are  going  to  be  hard  put  to  it 
to  keep  their  place  in  the  scheme  of  world 
trade  and  competition,  and  therefore  we 
are  the  whole  time  looking  for  ways  of 
identifying  and  encouraging  new  areas  of 
enterprise  and  new  companies  to  pursue 
them  in  new  territories.  So  something  we 
have  not  talked  about  at  all  is  the  initiative 
role  of  the  Board.  It  is  not  a matter  on 
which  money  gets  spent,  it  is  a matter  of 
people  exercising  their  imaginations.  It  is 
something  that  1 think  perhaps  should  not 
be  overlooked  in  a discussion  of  this  type. 

(Chairman.)  Thank  you  very  much.  All 
that  now  remains  for  me  to  do  is  on  behalf 
of  my  colleagues  to  say  thank  you  very 
much  indeed  to  each  of  you  for  your 
attendance  this  morning,  for  the  infor- 
mation you  have  given  us,  and  for  the  way 
in  which  you  have  answered  our  questions. 
("Hear,  hear") 
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UNIT 

Direct 

Expenditure 

Staff  Costs 

Other 

Expenditure 

Receipts 

Net  Touts 

1979-80 

1978-79 

1979-80 

1978-79 

1979-80 

1978-79 

1979-80 

1978-79 

1979-80 

11 

DEPARTMENTS  OF  TRADE  AND  INDUSTRY 

ESP 

20,884 

19,178 

11,053 

8,342 

580 

1,205 

4,409 

4,216 

28.108 

24,509 

Regional  Organisations  . . 

RO 

— 

— 

1,994 

1.595 

— 

— 

— 

— 

1,994 

1,595 

Export  Development  Division  . . 

EJU 

132 

92 

132 

CRE 

267 

228 

1,209 

1,212 

1,440 

AIR 

2 

10 

63 

63 

65 

73 

INF 

36 

36 

Economics  and  Statistics  Division 

EcS 

138 

213 

10 

138 

203 

Accounting  Services  Division 

ASD 

— 

15 

29 

— 

— 

— 

— 

15 

29 

Sub  Totals,  Trade  and  Industry 

29,284 

23,832 

16,088 

12,668 

599 

1,219 

5,373 

4,401 

40,598 

33,318 

OTHER  DEPARTMENTS 

FCO 

— 

— 

33,280 

29,807 

— 







33,280 

29,807 

British  Broadcasting  Corporation 

BBC 

791 

636 

— 

791 

636 

COI 

2,892 

443 

8,023 

Ministry  of  Agriculture,  Fisheries  and  Food MAFF 

755 

487 

735 



322 

887 

165 

603 

Department  of  Health  and  Social  Security  DHSS 

589 

482 

482 

13 

— 

23 

13 

Department  of  the  Environment 

DoE 

307 

529 

37 

23 

Department  of  Energy  . . 

— 

— 

195 

334 

— 

- 

— 

— 

195 

334 

• Primed  iimiii 

5 dimmed  bv  the  CP 

32,951 

27,478 

YTTT 

55,696 

Sumt 

48,096 

1,056 

irrtr 

1,662 

5,718 

Pnrrtr 

5,288 

83,985 

71,948 
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ESTIMATES  1979-30  EXPORT  PROMOTION 
AT  1979  SURVEY  PRICES 


Subhead 


EXPENDITURE 


Purpose 


Main  estimate  . , 
at  Survey  Prices 

£000  £000 


Cl 


Cl 

C3 

C4 

C5 

C6 

C7 

C8 

C9 

CIO 

Cll 


Trade  Fairs,  Missions,  etc: 

(1)  Trade  Missions  and  Certain  Related  Expenditure 

Assistance  for  travel  to  International  Standards 

Meetings  

Outward  Missions  and  other  assistance  to  overseas 

travel  by  UK  businessmen  

Inward  Missions  

VIP  Scheme  

Reception  and  Escorting  of  Visitors  from 

Overseas  

Joint  Commissions  

UK  Seminar  Scheme  

(2)  Trade  Fairs,  etc  

British  Export  Marketing  Centre.  Tokyo  

Market  Entry  Guarantee  Scheme  

Simplification  of  International  Trade  Procedures  Board 

(GRANT-IN-AID)  

Sino-British  Trade  Council  (GRANT-IN-AID) 

East  European  Trade  Council  (GRANT-IN-AID) 
Committee  for  Middle  East  Trade  (GRANT-IN-AID) 
British  Overseas  Trade  Group  for  Israel  (GRANT-IN-AID) 
British  Agricultural  Export  Council  (GRANT-IN-AID) 
Latin  American  Trade  Advisory  Group  (GRANT-IN-AID) 
Miscellaneous  Export  Promotion  Expenditure 

11)  BOTB  Travelling  and  Entertainment 
2)  Assistance  to  Non-Official  Trade  Organisation 

3)  Industrial  Training  Schemes  

4)  Technical  Help  to  Exporters  

5)  Overseas  Project  Fund  

6)  Assistance  to  Overseas  Marketing  Research 
7)  Education  and  Training  for  Overseas  Trade 

8)  Other  Miscellaneous  Expenditure  

Purchase  of  Export  Publications  from  Outside 
Bodies  by  Publication  Sales  Unit  

GROSS  EXPENDITURE  


256 

1.260 

424 

107 

16 

13 

21 

16.204 

850 

1,739 

390 

92 

54 

45 

27 

25 

20 


18,301 


3,242 


42 

400 

281 

200 

4,750 

600 

50 

139 

1 


6,463 

28,006 


cz 


REVENUE  (APPROPRIATIONS-IN-AID) 

(1)  Space  Rentals,  etc  at  Trade  Fairs,  etc 

(2)  Payments  by  Industry  towards  the  cost  of  the 

British  Export  Marketing  Centre,  Tokyo  . . 

(3)  Other  Receipts  from  Trade  Promotional  Activities 

Payments  oy  Industry  for  DOT  and  Bought  in 

Export  Promotion  Publications  

Payments  by  Industry  for  Postage  and  Packing 
Charges  on  Sales  of  Export  Promotion 

Publications  

Pavmcnts  by  Industry  towards  the  cost  of  Inward 

Missions  

Overseas  Project  Fund  Recoveries 
Receipts  from  Charges  for  Agency  Finding 

Sendee  

Receipts  from  Charges  for  Status  Reports 
Receipts  from  Charges  for  Traders’  Lists  . . 
Other  


3,250 

60 


5 


1 

50 

200 

29 

28 

25 

20 


(4)  Market  Entry  Scheme  — Repayments  by 
Industry  

NET  EXPENDITURE  


824 


4,492 

23.514 
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WEDNESDAY  19  MARCH  1980 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 

Mr  Russell  Kerr 
Mr  Ian  Mikardo 
Mr  Donald  Thompson 

OBSTACLES  TO  TRADE  (M39) 

Memorandum  submitted  by  the  Confederation  of  British  Industry 

Introduction 

1.  The  CBI  is  glad  to  contribute  to  the  Committee’s  enquiry  into  the  operation  and 
effectiveness  of  national  and  international  rules  and  practices  affecting  the  UK’s  trading 
performance.  We  hope  this  short  paper  will  provide  a useful  basis  for  our  oral  evidence 
to  the  Committee.  It  focuses  on  the  barriers  to  our  trade;  we  do  not  try  to  analyse  the 
more  basic  factors  shaping  the  UK’s  industrial  and  trade  performance:  the  framework  of 
domestic  economic  policy,  industrial  relations,  productivity  and  marketing. 

2.  We  can  perhaps  best  help  the  Committee  by  trying  to  give  some  perspective  to  the 
effects  of  barriers  on  our  trade.  Individual  sectors  or  companies  will  be  able  to  provide 
more  detailed  and  comprehensive  accounts  of  particular  barriers  of  importance  to  them. 
Our  perspective  will  rest  on  impressions  drawn  from  the  wide  range  of  industries,  whether 
in  manufacturing  or  in  services,  in  CBI  membership.  Whilst  it  is  possible  to  quote  the 
levels  of  tariffs  or  count  the  number  of  non-tariff  barriers,  to  quantify  their  effects  on 
trade  is  a hazardous  business:  exchange  rate  movements  alter  the  protective  effect  of 
tariffs;  and  how  does  one  measure  exports  foregone  because  foreign  standards  and 
certification  procedures  may  make  compliance  expensive  for  all  except  the  large  company? 
In  these  circumstances  the  pattern  of  complaint  is  as  reliable  a guide  as  any.  What  follows 
is  mostly  based  on  our  discussion  document  "International  Trade  Policy  and  Industrial 
Change*'  (circulated  to  the  Committee)  and  consultations  with  CBI  members. 

3.  One  final  point  by  way  of  introduction:  obstacles  to  trade  in  our  definition  can 
include  subsidies  which  artificially  expand  the  sales  of  others  on  our  home  and  export 
markets  and  cut  back  ours.  We  assume  that  such  practices,  the  subject  of  regulation  by 
international  agreements,  come  within  the  scope  of  the  Committee’s  enquiry. 

Export  Incentives 

4.  The  aim  of  UK  policy  has  been  to  offer  a package  which  gives  benefits  comparable 
to  the  broad  average  of  those  available  to  competitors.  We  support  this  approach  and 
think  the  aim  has  Deen  largely  achieved.  Whilst  we  may  argue  for  improvements  to 
individual  measures,  we  do  not  think  it  feasible  in  terms  of  cost  or  wise  on  grounds  of 
international  exposure  to  go  for  the  best  in  every  type  of  incentive. 

5.  Generally,  it  is  in  the  UK’s  interest  to  avoid  reckless  competition  in  incentives  and 
to  conclude  international  agreements  of  restraint,  such  as  the  Consensus  on  export  credit 
terms  and  interest  rates,  where  they  can  be  effectively  policed.  The  concept  of  matching 
terms  is  attractive  in  principle  to  safeguard  exporters’  interests  and  deter  malpractice  by 
competitor  nations.  Our  experience  is  that  it  rarely  works:  the  decision  by  HMG  to  match 
is  often  too  late  to  save  the  contract. 

'Not  printed. 
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Relations  with  the  EEC 

6.  The  UK  stands  in  a relationship  of  both  co-operation  and  competition  with  the  other 
Member  States.  We  turn  later  to  co-operation  in  the  conduct  of  a common  commercial 
policy.  As  to  competition,  the  CBI  has  consistently  supported  the  aim  of  the  maximum 
free  trade  in  Europe  to  derive  the  benefits  of  a wide  base  market,  especially  in  a cold 
world  economic  climate. 

7.  The  Common  Market  is  far  from  complete.  Service  industries  cannot  always  exercise 
the  right  of  establishment  in  all  Member  States  (eg  insurance);  and  manufacturers 
complain  of  unfair  trade  practices  (use  of  state  aids)  and  the  deployment  of  standards  and 
certification  procedures  to  keep  out  imports.  However,  CBI  members  do  not  see  this  as 
a reason  to  seek  widespread  protection  and  abandon  the  commitment  to  a free  market, 
They  would  prefer  more  vigorous  enforcement  of  the  rules  to  achieve  effective  reciprocity 
of  trading  opportunities  where  these  are  denied  to  them. 


Relations  with  the  Industrialised  Nations 

8.  The  Tokyo  Round  achieved  a reasonable  balance  of  concessions  in  industrial  tariffs 
between  the  three  chief  negotiating  parties:  the  EEC,  the  United  States  and  Japan.  The 
average  reduction  of  duties  by  each  was  in  the  25-30  per  cent  range.  What  will  be 
important  is  how  the  three  parties  apply  the  various  GATT  codes  regulating  matters  such 
as  government  procurement,  the  use  of  subsidies  and  countervailing  duties,  technical 
standards,  and  customs  valuation.  The  language  of  the  codes  is  broad  and  allows  scope 
for  varying  interpretation. 

9.  In  the  United  States  procedures  for  administering  trade  measures,  such  as  those 
protecting  against  dumping  and  subsidised  imports,  are  open.  But  there  is  a long  tradition 
of  initiating  actions  and  litigation  as  a means  of  harassing  unwanted  imports.  Moreover, 
measures  designed  for  a domestic  purpose,  such  as  the  Toxic  Substance  Control  Act,  may 
have  the  effect  of  inhibiting  foreign  competition.  Much  will  depend  on  the  will  of  the  US 
Administration  to  construe  the  Tokyo  Round  agreements  in  a manner  consonant  with 
their  spirit  as  well  as  their  letter. 

10.  Japan  has  the  reputation  of  being  an  opaque  market,  due  in  part  to  a culture  and 
business  methods  which  require  a patient  effort  of  understanding  by  the  foreign  supplier. 
It  also  has  a histoiy  of  intimate  co-operation  between  business  and  government  and  of 
resolute  defence  of  trading  interests.  Further,  where  high  industrial  efficiency  ends  and 
subsidy  begins  is  difficult  to  ascertain.  The  CBI  fully  supports  the  EEC  Commission’s 
attempts  to  reduce  Japanese  non-tariff  barriers  against  imports  (eg  standards,  certification, 
labelling),  and  obstacles  to  inward  investment,  especially  through  acquisitions.  The  key 
objectives  must  be  to  see  that  Japan  continues  its  trend  towards  buying  more  foreign 
manufactures  (now  about  30  per  cent  of  imports  as  against  an  OECD  average  of  50  per 
cent)  and  contains  attempts  at  rapid  penetration  of  foreign  markets  by  buying  market 
share. 


Relations  with  Less  Developed  Countries 

11.  The  problem  here  is  essentially  one  of  definition.  Membership  of  the  Group  of  77 
should  not  mean  for  all  LDCs  unchallenged  access  to  preferential  treatment  and  a very 
minimum  of  obligations  in  trade  matters.  Developing  status  covers  a wide  spectrum  of 
economic  advance  and  degrees  of  industrialisation.  Some  countries  like  South  Korea  and 
Brazil  are  internationally  competitive  in  some  products  and  yet  protect  their  home  markets 
and  subsidise  their  production.  Although  they  justify  such  action  on  balance  of  payments 
grounds  and  point  to  their  imports  of  capital  goods  from  OECD  countries,  the  fact  is  that 
they  use  the  framework  of  liberal  trading  rules,  with  all  its  imperfections,  at  a minimum 
cost.  CBI  members  strongly  feel  that  those  who  can  afford  to  pay  their  membership  fee 
in  GATT  should  do  so.  At  the  moment,  there  is  no  agreed  and  effective  process  in  GATT 
for  matching  the  balance  of  rights  and  obligations  with  the  stage  of  economic  advance  of 
its  members.  We  think  the  EEC  should  use  its  bargaining  weight  to  achieve  this  both  in 
the  GATT  and  through  its  network  of  bilateral  trade  and  co-operation  agreements. 
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Relations  with  the  Centrally  Planned  Economies 

12.  The  greatest  obstacle  to  trade  here  is  the  nature  of  centrally  planned  economies. 
Their  offers  of  tariff  cuts  or  larger  quotas  do  not  generally  open  up  more  business 
opportunities  for  our  exporters.  Access  to  final  buyers  and  commitments  by  their  govern- 
ments to  increases  in  the  volume  of  imports  can  do. 

13.  We  believe  that  three  orders  of  problem  characterise  trading  relations  with  these 
countries,  and  underlying  them  all  is  their  need  for  hard  currency,  imports  of  Western 
technology  and  marketing  technique.  First,  the  growth  of  compensation  trading  and  buy- 
back deals  needs  careful  watching  if  the  UK  market  is  not  to  be  disrupted  by  direct 
imports  or  those  entering  through  other  EEC  Member  States.  Where  the  Community  has 
a bilateral  agreement  which  offers  preferential  treatment  to  the  East  European  country 
(eg  Yugoslavia),  the  Nine  could  ask  for  a lowering  of  the  requirement  for  compensation 
trading  in  return. 

14.  Next,  it  makes  little  sense  to  subsidise  our  exports  of  capital  goods  to  these  countries 
excessively.  Action  by  the  UK  must  be  part  of  a concerted  Western  approach.  The 
Consensus  on  terms  and  interest  rates  for  export  finance  is  important  and  should  be 
tightened  up. 

15.  Finally,  dumping  and  the  abuse  of  outward  processing  needs  to  be  vigorously 
countered,  if  the  UK  market  is  not  to  be  disrupted. 

Conclusions  for  the  UK’s  Trade  Policy 

16.  UK  exports  of  goods  and  services  amount  to  about  30  per  cent  of  GDP,  imports 
slightly  more.  It  seems  evident  to  us  that  a country  so  dependent  on  foreign  trade  has  no 
choice  but  to  compete  successfully  for  its  standard  of  living.  We  believe  it  follows  from 
this  that  the  UK  should  run  a balanced  trade  policy  which  provides  the  maximum  business 
opportunities  for  our  exporters  of  goods  and  services,  ensures  fair  trading  conditions  for 
our  producers  at  home  and  abroad,  and  tempers  severe  hardship  in  adjusting  to  new 
trading  patterns.  Just  how  the  balance  should  be  struck  on  an  individual  issue  to  achieve 
such  a trade  policy  may  require  fine  judgment.  The  shape  of  the  GATT  safeguard  clause 
is  a case  in  point. 

17.  How  the  views  of  CBI  members  run  on  all  the  elements  of  the  UK’s  trade  policy 
(as  operated  through  the  EEC)  is  not  yet  fully  clear.  But  some  currents  of  opinion  are 
evident.  Companies  attach  great  importance  to  effective  reciprocity  and  vigorous  defence 
of  our  trading  interests.  International  rules  are  needed,  but  if  they  are  not  observed  by 
the  industrial  nations  and  those  LDCs  who  can  afford  to,  then  the  erosion  of  liberal  trade 
will  continue  apace.  In  these  circumstances  membership  of  the  EEC  remains  the  keystone 
of  policy  and  the  CBI  will  doubtless  continue  to  support  the  concept  of  free  trade  in 
Europe  and  fair  trade  in  the  world. 


11  March  1980. 
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Examination  of  witnesses 

Mr  Bryan  Rigby,  Deputy  Director  General,  the  Hon.  Mrs  Liliana  Archibald,  EEC 
adviser  to  Lloyds  of  London  (Insurance),  Mr  Owen  Etoe,  Deputy  Director  (Production, 
Research  and  Technology),  Mr  Geoffrey  Nichols,  OBE,  DFC,  Chairman  Rotaprint 
Ltd,  Member  of  CBI  Overseas  Committee,  Mr  Graham  C Mason,  Deputy  Director, 
International  Affairs  and  Mr  Dermot  Glynn,  Economic  Director,  Confederation  of 
British  Industry,  called  in  and  examined. 

Chairman  that  document.  It  would  be  helpful  if  you 

406.  May  I welcome  the  representatives  could  tell  us  when  you  think  approximately 
from  the  CBI  to  this  public  sitting  of  the  you  will  reach  any  conclusion  on  that 
Industry  and  Trade  Committee.  Mr  Rigby,  document. 

you  are  Deputy  Director  General  of  the  (Mr  Rigby.)  The  discussions,  of  course, 
CBI.  I wonder  if  you  would  be  kind  enough  are  taking  place  throughout  the  regions  of 

to  introduce  your  colleagues  who  accom-  the  United  Kingdom.  We  have  13  regions 

pany  you  so  that  we  may  identify  you  when  so  it  takes  quite  a little  time  for  them  all  to 

we  speak  to  you.  consider  the  document.  I think  June  will  be 

(Mr  Rigby.)  May  I introduce  first  Mrs  the  time  when  consultations  will  be 

Liliana  Archibald,  EEC  Adviser  of  Lloyds  complete, 
of  London,  who  is  a member  of  the  £BI 

Europe  Committee  and  a member  of  the  408.  Would  you  be  good  enough  to 
CBI  Export  Credit  Committee?  Geoffrey  send  us  a copy  of  your  conclusions  when 
Nichols  is  Chairman  of  Rotaprint  and  a you  have  arrived  at  them? 
member  of  the  CBI  Overseas  Committee  (Mr  Rigby.)  Certainly, 
and  a member  of  the  British  Overseas 

Trade  Board.  Dermot  Glynn  is  the  Director  409.  The  aim  of  your  paper  M39  is,  as 
in  charge  of  economic  affairs  in  the  CBI.  you  say  in  your  paragraph  2,  to  give  some 
Owen  Etoe  is  the  Deputy  Director  in  charge  perspective  to  the  effects  of  barriers  on  our 
of  production,  research  and  technology  and  trade.  Do  the  CBI  witnesses  share  the  views 
is  particularly  concerned  with  things  like  which  were  expressed  to  us  last  week  by 
technical  barriers,  standards  and  that  sort  Lord  Limerick  and  in  print  in  the  BOTB 
of  thing.  On  my  right  is  Graham  Mason,  Annual  Report  for  1979  that  “the  main 
Deputy  Director  in  charge  of  international  factor  affecting  export  performance  and 
affairs,  with  a particular  interest  in  trade  import  penetration  is  our  own  industrial 
policy  matters.  I should  say  I am  also  a performance  rather  than  some  factor  spe- 
memoer  of  the  British  Overseas  Trade  cifically  linked  to  international  trade”?  Are 
Board,  so  between  us  we  hope  we  have  an  most  of  these  which  have  already  been  dis- 
adequate  range  of  talent  to  answer  your  cussed  of  relatively  marginal  significance  or 
questions.  are  other  factors,  for  example,  the 

407.  As  I think  you  know,  our  inquiry  exchange  rate,  high  interest  rates,  really  of 
is  a wide-ranging  one  at  the  moment;  the  more  significance? 

Committee  is  anxious  to  obtain  a wide  (Mr  Rigby.)  It  is  certainly  our  view  that 
range  of  views  on  why  the  United  Kingdom  the  greatest  problem  of  United  Kingdom 

does  not  export  more  and  why  we  ought  to  trading  in  the  world  is  the  competitiveness 

import  less,  and  we  are  anxious  to  get  what  of  UK  industry  and  that  involves  all  the 

I may  call  hard  evidence  for  unfair  prac-  things  you  have  said  — exchange  rates, 

tices,  of  administrative  blockages  which  domestic  inflation  — and  that  competitive- 

many  businessmen  allege  take  place.  We  ness  has  certainly  deteriorated  over  recent 

would  like  to  see  that  picture  in  the  wider  years  to  a degree  which  is  certainly  of  a 

context  of  reasons  for  our  poor  industrial  different  order  of  magnitude  to  the  prob- 

performance  at  the  present  time.  In  this  lems  of  individual  obstacles,  barriers  and 

regard  you  provided  us  with  a memoran-  incentives, 

dum  which  we  have  marked  M39  and  we 

have  also  seen  your  draft  discussion  paper,  Mr  Mikardo 

which  we  have  marked  M12*,  on  interna-  410.  Would  you  include  in  that  invest- 

tional  trade  policy  and  industrial  change.  I ment  levels? 

believe  you  are  still  discussing  (Mr  Rigby.)  Investment  is  part  of  the 
'Not  printed 
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[Mr  Mikardo  Contd.  ] 


whole  mix.  I think  we  would  judge  that  the 
problem  of  loss  of  competitiveness  has  had 
an  effect  on  investment  but  on  the  whole 
investment  has  held  up  incredibly  well,  con- 
sidering all  the  other  aspects  of  the 
problem. 

Chairman 

411.  In  paragraph  4 of  your  paper  M39 
you  appear  to  give  our  export  services  gen- 
erally a clean  bill  of  health.  May  I put  this 
to  you:  if  the  CBI  had  charge  of  ordering 
priorities,  which  bits  of  the  export  promo- 
tion services  would  you  stress  at  a time  of 
stringency  in  Government  spending?  In 
fact,  have  you  been  consulted  by  the  Gov- 
ernment on  the  Question  of  priorities? 

(Mr  Rigby.)  Yes,  we  have.  It  would  be 
too  much  to  say  that  we  were  actually  order- 
ing priorities  as  the  CBI,  but  Geoffrey 
Nichols  is  a member  of  the  BOTB  and  so 
am  I.  The  other  industrial  members  are,  I 
think  without  exception,  all  CBI  members; 
therefore,  they  are  all  part  of  the  same 
consultative  process.  Therefore,  we  have  a 
very  significant  input  into  the  choosing  of 
priorities  under  conditions  of  restraint. 
That  process  has  gone  on  and  we  are 
broadly  satisfied  with  the  way  that  the  prior- 
ities have  been  chosen  by  BOTB,  given  the 
constraints  upon  them.  Geoffrey,  would 
you  like  to  add  to  that? 

(Mr  Nichols.)  I would  like  to  say  there  is 
a continuing  need  to  maintain  a sharp  attack 
on  the  overseas  markets.  That  means  we 
must  put  at  the  forefront  of  our  minds  the 
need  tor  maintaining  a major  selling  force, 
that  is  the  Foreign  Office  representatives  in 
the  embassies  of  the  world,  our  own  sales 
teams  particularly  that  go  out  from  indus- 
try. I think  for  me  this  is  one  of  the  key 
factors.  I realise,  of  course,  that  we  have  to 
have  a supporting  staff  back  here  in  Lon- 
don, but  I think  we  must  make  sure  we  get 
the  balance  right  between  the  front  line 
troops  and  the  support  troops. 

412.  Your  memorandum  at  paragraph 
5 says  that  generally  it  is  in  the  United 
Kingdom’s  interest  to  avoid  reckless  com- 
petition and  to  conclude  agreements  such 
as  the  Consensus  where  they  can  be  effec- 
tively policed.  I would  like  to  ask  you  two 
points  on  that.  When  is  it  not  in  the  United 
Kingdom’s  interest  to  do  so? 

(Mr  Rigby.)  When  is  it  in  the  United 
Kingdom’s  interest  therefore,  to  have  reck- 
less competition? 


Mr  Mikardo 

413.  No,  when  is  it  not?  Since  you  say 
generally  it  is,  when  is  it  not? 

(Mr  Rigby.)  I do  not  think  you  should 
read  too  much  into  the  word  “generally”, 
suggesting  that  there  are  cases  we  can  iden- 
tify where  it  is  actually  in  the  interests  of 
the  UK  to  have  reckless  competition.  One 
of  the  problems  in  international  trade,  I 
would  nave  thought,  is  that  governments 
tend  to  compete  with  each  other  in  giving 
support,  and  in  those  circumstances  you 
can  get  self-defeating  competition  between 
governments  in  exactly  the  same  way  as  you 
can  between  companies,  so  we  would  say 
that  it  is  very  general  that  it  is  in  our  interest 
to  avoid  reckless  competition. 

Chairman 

414.  Do  you  have  any  view  on  the  effec- 
tiveness of  the  policing  of  Consensus 
arrangements?  Are  there  any  loopholes  still 
to  be  blocked?  You  suggest  in  your  para- 
graph 14  that  the  Consensus  should  be 
tightened  up? 

(Mr  Mason.)  We  do  not  have  any  com- 
plaints from  our  members  as  to  its  effec- 
tiveness. I think  the  problems  arose  when 
the  Consensus  was  first  signed,  when  exist- 
ing lines  of  credit  were  exempted  from  it. 
It  was  our  impression  that  certain  countries 
put  rather  a lot  of  existing  lines  of  credit  in 
the  pipeline,  and  the  French  and  the  Japa- 
nese were  cited  to  me.  If  the  Consensus  is 
re-negotiated,  as  it  may  and  as  it  should  be, 
we  would  not  really  like  to  see  a repeat  of 
that  operation. 

Mr  Mikardo 

415.  In  paragraph  5 of  your  memoran- 
dum you  refer  to  tne  concept  of  matching 
terms  and  you  say:  “Our  experience  is  that 
it  rarely  works:  the  decision  by  HMG  to 
match  is  often  too  late  to  save  the  contract.” 
One  knows  that  is  so.  Do  you  have  any  idea 
why  it  takes  so  long? 

(Mr  Mason.)  I believe  this  is  because  of 
the  processes  of  reaching  a decision  in 
Whitehall,  when  the  company  negotiator 
negotiating  the  contract  has  to  give  an 
answer  to  the  other  party  to  whom  he  is 
trying  to  sell  quickly  and  tne  process  is  here 
deciding  whether  we  should  go  so  far  down 
the  road  as  another  competitor,  and  the 
request  from  Whitehall  for  evidence  from 
time  to  time  does  make  the  whole  business 
too  time-consuming. 
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416.  Are  you  saying  that  Whitehall  protection,  etc.  They  would  prefer  more 

does  not  act  in  this  regard  as  toughly  and  as  vigorous  enforcement  of  the  rules—-  an 

determinedly  as  its  counterparts  in  other  interesting  sentence.  How  would  you  think 
countries?  it  should  be  done?  What  is  it  you  would 

(Mr  Mason.)  I would  say  it  has  the  will  want  them  to  do  that  they  are  not  doing? 
to  but  the  procedures  are  such  that  it  takes  (Mr  Etoe.)  In  this  case  we  are  up  against 
too  much  time.  That  is  my  impression  from  the  aftermath  of  a programme,  certainly  in 
speaking  to  members.  the  Community,  of  directives.  This  pro. 

gramme  was  started  in  1969  with  the  inten- 
Chairman  don  of  removing  these  technical  barriers  to 

417.  I wonder  if  I might  intervene  to  trade  between  particular  countries.  I think 

supplement  that  last  question.  Have  the  the  basis  upon  which  it  was  started  was 
CBI  any  proposals  to  make  to  Whitehall  on  over-ambidous  and  somewhat  unapprecia- 
the  point  that  Mr  Mikardo  raised?  tive  of  the  problems  that  would  be  involved. 

(Mr  Mason.)  I think  from  time  to  time  Although  the  programme  of  creadng  new 
we  should  not  be  matching,  we  should  be  Community  directives  has  gone  ahead  at  a 
perhaps  slightly  out  in  front  of  the  game.  I certain  pace,  a much  slower  pace  than 
am  referring  specifically  to  the  use  of  aid  anticipated,  what  has  happened  is  that  the 
to  soften  terms.  There  is  a contingency  effort  required  by  officials  in  Brussels  has 
arrangement  made  for  this,  and  when  we  been  far  greater  than  expected,  so  they 
see  a valuable  contract  we  should  be  the  have  very  little  time  or  resources  to  devote 
first  to  offer  the  terms  and  not  be  using  it  to  policing  the  ones  which  were  introduced 
for  a matching  purpose.  ten  years  ago,  in  1971/72/73,  all  of  which 

became  active  about  eighteen  months  after 
Mr  Kerr  approval  by  the  Council,  and  the  troops 

418.  What  formal  or  informal  represen-  have  moved  on  to  get  the  next  lot  of  direc- 
tations  have  you  made  to  Whitehall  or  the  tives  on  the  statute  book  rather  than  seeing 
Government?  They  are,  after  all,  a politi-  which  countries  have  evaded  what  the 
cally  sympathetic  Government,  are  they  directives  said. 

not? 

(Mr  Mason.)  We  have  certainly  been  in 
touch  with  the  Department  of  Trade  over  Mr  Kerr 

a period  of  time  on  this  and  we  have  sup-  420.  You  are  saying  the  officials  get  a 
ported  the  arrangement  for  the  trade  and  bit  choked  up? 

aid  contingency  allowances,  to  give  it  its  (Mr  Etoe.)  Their  expectations  were  much 

correct  title.  We  have  certainly  made  these  greater  than  was  realistic,  that  is  true, 
views  known  on  several  occasions. 

(Mr  Rigby.)  Could  I add  that  it  is  true  to 
say  that  all  governments  are  sympathetic  to  Mr  Thompson 

winning  overseas  contracts.  It  is  not  a party  421.  Before  we  go  into  the  EEC  fur- 
political  matter  at  all.  Could  I add  one  ther,  could  I tidy  up  the  last  piece?  It  seems 
further  thing  as  well  on  the  particular  point  from  what  we  have  heard  up  to  now  in  this 
about  the  renegotiation  of  rates,  picking  up  room  that  by  and  large  our  export  guaran- 
what  Mr  Mason  said.  There  is  the  problem  tees  and  our  British  Overseas  Trade  Board 
of  trying  to  ensure  that  no-one  enters  into  and  that  sort  of  assistance  are  as  good  as  in 
long-term  fixed  interest  rate  arrangements  any  other  countries,  apart  from  internal 
at  a time  when  interest  rates  are  being  administrative  clumsiness  and  delays? 
negotiated  and  changed.  This  is  something  Apart  from  that,  it  seems  they  compare 
that  we  have  discussed  with  the  UK  Gov-  with  any  other  countries.  Do  you  agree  with 
ernment.  They  are  very  aware  of  who  is  that? 

likely  to  do  so  and  they  are  working  on  it.  (Mr  Rigby.)  Broadly  speaking  that  is 

true.  What  evidence  we  have  suggests  that 
Mr  Mikardo  we  have  a competitive  mixture,  if  you  like. 

419.  Paragraph  7 of  the  memorandum  We  have  not  got  the  best  scheme  in  every 
talks  about  manufacturers’  complaints  of  respect  and  there  is  a continuous  process 
unfair  trade  practices  and  the  deployment  going  on  to  try  to  assess  other  people’s 
of  standards  and  certification  procedures  to  schemes  and  improve  our  own  in  various 
keep  out  imports  and  says  that  CBI  mem-  ways.  Broadly  speaking,  yes,  we  have,  we 
bers  do  not  particularly  want  widespread  believe,  seen  evidence  that  that  is  so. 
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Chairman 

422-  Those  schemes  are  not  obstacles 
to  trade  really? 

(Mr  Rigby.)  No. 

Mr  Crowther 

423.  I would  like  us  to  go  through  the 
various  points  you  have  set  out  in  paragraph 
7 in  the  order  in  which  you  have  mentioned 
them.  You  start  with  a fairly  acceptable 
point,  that  the  Common  Market  is  far  from 
complete,  and  all  of  us  in  touch  with  indus- 
trialists in  our  own  areas  would  agree  with 
that.  The  next  point  you  make  concerns 
service  industries  and  their  difficulty,  in 
some  cases,  in  establishing  themselves.  You 
quote  insurance  as  an  example  but  can  you 
tell  us  a little  more  about  the  problems  of 
insurance  industry  and  what  other  indus- 
tries have  a similar  difficulty? 

(Mr  Rigby.)  Yes,  I think  we  can. 

Chairman 

424.  Would  you  add  to  your  answer  any 
propositions  you  are  putting  forward  with 
regard  thereto? 

(Mrs  Archibald.)  The  first  thing  to  be 
said  about  this  is  that  insurance  is  one  of 
the  most  important  contributors  to  the  UK 
balance  of  payments  and  that  in  1978,  for 
instance,  winch  is  the  latest  year  for  which 
total  figures  are  available,  net  insurance 
invisible  earnings  for  the  UK  totalled  some 
£970m.  Some  60  per  cent  of  non-life  insur- 
ance business  underwritten  in  the  UK  mar- 
ket comes,  in  fact,  from  overseas.  It  is 
therefore,  I think,  particularly  galling  that 
something  which  is  called  freedom  of  serv- 
ices in  the  Community,  which  is  promised 
by  the  Treaty  of  Rome,  and  which  should 
have  been  completed  by  the  end  of  1969, 
has  not  in  fact  occurred.  Freedom  of  serv- 
ices, I think,  for  insurance  can  be  defined 
simply  as  the  covering  of  risks  in  one  Mem- 
ber State  by  insurance  contracts  issued  by 
insurers  from  an  establishment  in  another 
Member  State.  I think  it  is  true  to  say  that 
insurance  companies  have  their  investment 
in  bricks  and  mortar  and,  to  use  Community 
jargon  if  I may,  are  “established”  in  one 
way  or  another  in  every  Community  mar- 
ket. This  follows  from  the  establishment 
directive  which  came  out  in  1973.  There  is, 
of  course,  the  problem  of  Lloyds  which  is 
not  a company  in  any  way  and  Lloyds,  in 
particular  Lloyds  brokers,  wish  for  the 
requirements  of  the  Treaty  of  Rome,  so  far 
as  they  relate  to  the  freedom  of  services,  to 
be  given  effect  to  as  quickly  as  possible. 


Now,  in  effect,  this  is  not  just  a selfish 
inward-looking  objective.  We  feel  that  we 
cannot  only  do  ourselves  some  good,  and 
therefore  the  UK  balance  of  payments 
some  good,  but  we  feel  very  strongly  that 
the  creation  of  a free  European  insurance 
market  would  allow  the  Community  as  such 
to  compete  more  effectively  with  new  insur- 
ance markets  that  are  opening  up  outside 
the  Community;  Hongkong  and  Singapore 
are  but  two  examples.  The  creation  of  a 
real  freedom  of  services  in  insurance  mar- 
kets inside  the  Community  would  better 
allow  the  Community  to  start  negotiating 
for  the  dismantlement  of  non-tariff  barriers 
which  exist  in  almost  every  class  of  insur- 
ance in  the  world  outside  the  Community. 
It  is  a fact,  for  instance,  that  at  present 
industry  cannot  obtain  one  insurance  policy 
to  cover  its  requirements  where  it  has  fac- 
tories and  investments  in  other  Member 
States.  What  happens,  to  take  a very 
extreme  example,  is  that  if  an  industry  has 
factories  in  eight  Member  States,  eight  pol- 
icies of  insurance  have  to  be  produced  and 
furthermore  they  are  subject  both  to  terms 
and  conditions  and  rates  to  the  ultimate 
supervision  and  say-so  of  bureaucrats  in  the 
supervisory  departments  which  exist  in  each 
Member  State.  To  be  able  to  meet  the 
needs  of  multinationals,  whether  they  are 
big  or  small  — i.e.  companies  which  have 
interesLs  in  more  than  one  Member  State 
— you  need  to  have  a very  large  financially 
sound  international  insurance  market  in  the 
Community  backed  not  only  by  the  tech- 
nical skills  which  we  have  but,  more  import- 
antly, by  fully  adequate  financial  resources. 

425.  Could  I interrupt  to  supplement 
Mr  Crowther’s  question  as  to  what  other 
industries  there  are  besides  insurance  to 
which  remarks  of  this  kind  would  apply,  or 
are  we  limited  solely  to  insurance? 

(Mr  Mason.)  I believe  in  the  banking 
field,  Mr  Chairman,  but  we  cannot  give  you 
the  kind  of  chapter  and  verse  that  Mrs 
Archibald  has  given. 

Mr  Crowther 

426.  I am  very  grateful  for  that  detailed 
explanation  of  the  insurance  problems.  Can 
you  tell  the  Committee  whether  this  failure 
to  introduce  the  freedom  of  services 
arrangement  to  which  you  referred  is  due 
to  resistance  from  other  member  countries 
who  would  benefit  less  than  Britain  would, 
bearing  in  mind  that  London  is,  of  course, 
the  great  world  centre  for  insurance?  Is  that 
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the  reason  why  it  is  not  being  brought  in? 

(Mrs  Archibald.)  It  is  partly  the  reason 
why  this  is  meeting  with  protectionism  and 
obdurate  arguments  being  put  up  by  other 
Member  States.  There  are  many  real  prob- 
lems but  one  problem  is  that  the  United 
Kingdom  — and  we  welcome  this  — is  an 
open  market  and  there  are  some  40  EEC 
companies  who  form  part  of  the  London 
market  and  participate  in  the  international 
portfolio  of  risks.  This  we  welcome,  this  is 
what  keeps  London  as  the  international 
insurance  centre.  The  problem  is  that  these 
same  companies  who  are  established  in  the 
London  market  have  their  company  rep- 
resentatives in  each  of  the  Member  States 
back  home  who  tend  to  concentrate  on 
domestic  risks  and  when  they  get  an  inter- 
national risk  pass  it  through  to  the  London 
office,  if  I can  use  that  term  loosely,  so  that 
you  are  getting  schizophrenic  advice  from 
the  nation-based  insurance  companies  who 
are  afraid  of  competition,  even  in  Ger- 
many, particularly  in  France,  but  the  Mem- 
ber States  Governments  do  not  hear  from 
those  companies  that  are  established  in  the 
London  market  who  know  what  the  com- 
petition is  all  about  and  welcome  it.  So  you 
tend  to  get  from  the  insurance  industry 
point  of  view  only  the  selective  advice  which 
is  given  back  to  the  national  governments. 
This  is  something  which  we  have  seen  very 
clearly  developing,  in  particular  over  the 
last  two  or  three  years. 

427.  What  steps  is  the  CBI  taking,  or 
can  it  take,  to  accelerate  the  introduction 
of  a free  insurance  market  throughout  the 
Community? 

(Mrs  Archibald.)  The  CBI  through  its 
membership  of  UNICE  in  Brussels,  the 
European  level  organisation  where  all  the 
CBIs  of  the  nine  Member  States  join  in,  are 
in  fact  becoming  increasingly  vociferous  in 
their  demands  not  just  to  the  Commission 
but  to  their  governments  to  do  something 
about  the  absence  of  competition  and  the 
absence  of  an  ability  to  buy  their  insurance 
in  the  most  competitive  markets.  This,  as 
I am  sure  you  are  aware,  Mr  Chairman,  is 
a slow  and  continuing  process  and  it  can 
only  be  dealt  with  on  tnat  basis,  but  it  is 
certainly  happening  in  that  area. 

Chairman 

428.  You  said  “as  I know”:  all  I know 
is  that  it  is  extraordinarily  slow. 

(Mrs  Archibald.)  Sir,  we  agree  with  you, 
it  is  extraordinarily  slow.  And  being  a rea- 


sonably impatient  person  by  temperament 
I think  we  could  have  wished  to  see  this 
matter  speeded  up,.  I think  that  the  discus- 
sions are  accelerating  and  the  move  towards 
a freedom  of  services  market  is  accelerat- 
ing, if  only  because  we  now  have  a co- 
insurance  directive  which  will  come  into 
force  on  Monday  2nd  June  1980,  and 
it  is  a further  step  towards  freedom  of 
services. 

Mr  Crowther 

429.  It  is  nine  years  late  already. 

(Mrs  Archibald.)  It  is  late. 

430.  Could  we  turn  to  the  third  line  of 
paragraph  7 of  your  memorandum?  It  has 
already  been  mentioned  and  refers  to  the 
complaints  of  manufacturers  against  what 
they  regard  as  unfair  trade  practices  includ- 
ing apparently  the  use  of  state  aid.  This  is 
a matter  we  have  talked  to  other  expert 
witnesses  about  in  past  weeks.  Can  the  CBI 
tell  us  how  widespread  these  complaints  are 
and,  most  importantly,  are  they  effectively 
dealt  with  when  they  are  referred  either  to 
the  Department  of  Trade  or  to  the  Com- 
mission in  Brussels. 

(Mr  Rigby.)  I will  ask  Graham  Mason  to 
give  you  some  examples  of  the  existence  of 
the  problem.  I think  in  fairness  one  ought 
to  keep  it  in  perspective  and  remember  that 
there  are  probably  as  many  — that  is  prob- 
ably stretching  it — there  are  probably  quite 
a lot  of  complaints  in  other  Member  States 
about  state  aid  in  the  UK  as  well;  so  our 
hands  are  not  entirely  clean  in  this  partic- 
ular game,  but  Graham  has  some  details  of 
what  is  happening. 

(Mr  Mason.)  The  cases  we  have,  the  ones 
which  come  to  mind  at  least,  relate  to  steel- 
based  products  coming  from  Italy  and  it  is, 
quite  frankly,  very  difficult  to  get  to  the 
bottom  of  where  the  subsidy  is  coming  from 
and  on  what  scale.  I have  a certain  sympa- 
thy with  the  Commission  in  trying  to  dis- 
cover exactly  whether  there  is  a subsidy  and 
whether  it  is  actually  distorting  competi- 
tion. To  answer  your  question  directly,  are 
we  satisfied  whether  the  Commission, 
whose  responsibility  it  is,  is  dealing  with  it 
effectively,  the  answer  is  no. 

Mr  Thompson 

431.  You  must  have  heard  of  the  Prato 
experience  in  the  British  textile  trade  and 
the  continuing  complaints  of  British  textile 
people  that  part  of  Italy  is  internally  subsi- 
dised. Have  you  an  opinion  about  that? 
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(Mr  Mason.)  I certainly  have  an  opinion  operation  fairly  swiftly  to  safeguard  the 
and  I know  the  reasons  why  they  are  com-  situation. 


peting  unfairly,  or  at  least  what  is  told  to 
me  by  our  own  textile  people.  Certain  of 
the  smaller  manufacturers  benefit  from 
relief  on  social  security  payments,  which 
are  substantial  in  Italy.  I understand  that 
under  Italian  law  if  you  have  30  or  fewer 
workers  you  automatically  get  relief  from 
them  and  it  may  be  they  so  alter  their 
arrangements  in  their  companies  that  they 
get  this  relief.  So,  under  Community  law, 
and  certainly  under  Italian  law,  they  are 
able  to  do  this  and  there  is  no  doubt  in  the 
minds  of  our  industry  that  this  is  an  unfair 
form  of  competition. 


Mr  Crowther 

432.  A point  you  make  in  paragraph  7 
concerns  the  development  of  standards  and 
certification  procedures  to  keep  out  imports 
by  other  countries.  This  is  a matter  again 
which  has  been  discussed  with  other  expert 
witnesses  in  this  Committee,  whose  view 
appeared  to  be  that  there  was  really  no 
problem  here,  that  this  method  of  keeping 
out  British  imports  was  not  in  any  wide- 
spread use.  Is  that  the  CBI’s  view?  I would 
assume  from  the  fact  that  it  has  been 
referred  to  here  that  the  CBI  possibly  have 
a different  view? 

(Mr  Rigby.)  It  certainly  exists.  I would 
not  like  to  say  it  is  widespread.  One  does 
not  want  to  over-exaggerate  the  size  of  the 
problem. 

(Mr  Etoe.)  There  are  a number  of  cases 
which  have  certainly  preoccupied  us  and 
preoccupied  the  industries  which  have  suf- 
fered from  them.  It  may  still  be  fair  to 
conclude  that  the  practice  is  not  terribly 
widespread.  There  are  cases,  for  example, 
which  arose  in  connection  with  motor  lawn 
mowers,  which  you  may  remember.  There 
is  currently  a case  going  through  on  forklift 
trucks  and  there  is  one  looming  up  on  the 
horizon  concerning  a plug  connector  to  be 
fitted  to  the  back  of  television  sets  to  couple 
up  the  add-on  devices  like  games  and  the 
Prestel  system  developed  by  the  Post 
Office,  and  there  are  others  like  this.  The 
effects  on  industry  are  quite  traumatic  and 
they  tend  to  be,  unless  one  takes  remedial 
action  immediately,  absolute  in  their  block- 
ing power  by  the  country  originating  it.  One 
has  to  see  which  of  the  institutional  struc- 
tures already  there,  such  as  the  European 
standards  bodies  and  the  Commission  itself 
with  its  powers,  one  needs  to  bring  into 
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Mr  Mikardo 

433 . Does  it  not  come  back  to  what  you 
said  a little  earlier,  that  the  problem  is  that 
the  Commission  is  very  keen  to  chum  out 
directives  and  does  not  devote  much  atten- 
tion to  monitoring  what  has  happened  to 
the  ones  they  have  already? 

(Mr  Etoe.)  I think  there  is  something  in 
that,  but  there  is  a sense  in  which  their 
enthusiasm  can  be,  nonetheless,  diverted 
into  the  proper  sort  of  path.  Some  of  the 
industries  which  are  under  threat,  or  have, 
indeed,  suffered,  have  been  very  able  in 
their  representations  to  the  Commission 
and  they  have  diverted,  perhaps  to  the  det- 
riment of  other  people  whose  work  suf- 
fered, the  resources  to  deal  with  an  urgent 
problem  at  a crucial  juncture  in  the  scene. 

Mr  Crowther 

434.  The  Department  of  Trade  told  us 
there  are  140  draft  directives  at  the  moment 
in  different  stages  of  preparation.  Does  the 
CBI  have  a view  on  priorities  within  this 
rather  alarming  field? 

(Mr  Rigby.)  Yes.  One  of  the  things  that 
we  are  also  undertaking  at  the  moment  is 
an  assessment  of  all  this  output  to  see  if  we 
can  provide  any  more  pressure  than  we 
have  been  doing  and  the  way  that  we  put 
pressure  on  the  Commission  is,  as  has  been 
mentioned  earlier,  through  UNICE.  If  it  is 
an  industrial  priority  problem  it  is  often 
better  to  get  the  agreement  of  one’s  col- 
leagues throughout  Europe  and  put  on 
pressure  that  way  rather  than  to  peddle  a 
particular  British  point  of  view  versus  the 
Commission.  We  are  trying  to  do  more  and 
more  of  that  as  time  goes  on. 

Mr  Thompson 

435.  You  are  at  the  sharp  end  of  the 
CBI.  What  happens  if  a chap  from  Sow- 
erby,  in  my  constituency,  rings  up  and  says 
“They  have  suddenly  changed  the  standard 
in  the  EEC  deliberately  to  exclude  my 
product.  What  are  the  CBI  going  to  do 
about  it”?  Is  that  the  sort  of  case  that 
happens? 

(Mr  Etoe.)  Yes,  that  is  the  sort  of  case. 
As  recently  as  last  week  we  appeared  before 
a Committee  in  another  place  on  the  forklift 
truck  matter,  which  may  affect  some  of 
your  constituents,  and  got  across  the  uni- 
versal view  that  the  purely  national  require- 
ments which  have  been  introduced  by  the 
French,  and  which  they  have  succeeded  in 
persuading  Commission  officials  to  intro- 
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duce  into  the  draft  directive  coming  from 
Brussels,  were  highly  irregular  and  should 
be  opposed  by  all  means,  and  Members  of 
the  European  Parliament  have  also  been 
apprised  of  that. 

436.  How  long  does  this  process  take? 

(Mr  Etoe.)  It  can  take  a very  long  time. 

Mr  Crowtber 

437.  I have  one  further  question  within 
this  field  of  EEC  relationships.  I am  turning 
now  to  your  discussion  document,  para- 
graph 81(b)(ii).  You  mention  that  the  CBI 
is  assembling  evidence  on  intra-Community 
dumping.  Would  you  be  able  to  supply  the 
Committee  with  that  evidence  in  due 
course? 

(Mr  Mason.)  Yes,  we  would  be  able  to 
give  you  some  instances  of  it  certainly  in  a 
short  memorandum,  if  that  would  be 
helpful. 

(Chairman.)  It  would  be  very  helpful  if 
you  could  let  us  have  that  reasonably  soon. 

(Mr  Mikardo.)  Paragraph  15  says: 
“Dumping  and  the  abuse  of  outward  proc- 
essing needs  to  be  vigorously  countered,” 
What  would  you  want  done  tliat  is  not  being 
done? 

Chairman 

438.  In  a vigorous  manner? 

(Mr  Mason.)  As  far  as  dumping  is  con- 
cerned, Mr  Chairman,  as  I am  sure  you 
have  heard  from  other  witnesses  the  prob- 
lem is  time  and  the  opportunity  which  the 
procedures  allow  for  those  who  wish  to 
procrastinate  on  the  other  side  to  do  so  and 
continue  with  their  practices.  As  far  as  the 
Community  is  concerned,  we  would  like  to 
see  them  interpret  the  maximum  period  of 
twelve  months  in  which  to  complete  a case 
and  reach  a conclusion  very  much  in  the 
downward  direction,  to  have  it  shorter.  We 
think  there  should  be  proposals  for  report- 
ing to  the  complainant  industry  in  not  less 
than  six  months,  and  that  they  should  take 
perhaps  a rather  more  realistic  view  of  the 
material  injury,  what  has  happened  in  rela- 
tion to  the  market  and  how  they  define  the 
market.  The  market,  in  some  cases,  may 
only  consist  of  a few  customers,  particularly 
if  we  are  talking  about  a rather  narrow 
product  range.  They  also  ought  to  look  at 
the  condition  of  the  market  and  the  price 
differentials  and  their  effect  on  depressing 
general  market  levels.  All  these  are  the 
sorts  of  things  which  allow  for  administra- 
tive interpretation  and  are  clearly  within 
the  rules  and  ought  to  be  undertaken  by  the 
officials  in  Brussels. 


Mr  Mikardo 

439.  Could  it  be  speeded  up  and  made 
effective  if  we  changed  the  criteria  and 
relied  more  on  material  damage  than,  for 
example,  the  relation  of  selling  price  to 
cost?  Is  not  a lot  of  time  taken  up  on  what 
is  very  often  a vain  effort  to  determine  the 
cost  of  manufacture? 

(Mr  Mason.)  We  are  not  at  liberty  to 
ditch  one  yardstick.  In  all  these  matters  we 
have  to  be  careful  that  in  protecting  our- 
selves we  do  not  see  someone  using  the 
very  same  rules  against  us  in  an  aggressive 
way.  I am  sure  that  most  of  our  trade  nego- 
tiators have,  quite  rightly,  looked  in  the 
direction  of  the  United  States,  where  they 
tend  to  have  laws,  certainly  in  the  counter- 
vailing duty  and  subsidy  field,  which  are 
less  governed  by  GATT,  shall  we  say,  and 
there  are  plenty  of  American  industries 
who,  when  the  pressure  is  on,  are  willing  to 
open  up  action  in  harassment.  But  I per- 
sonally would  be  sceptical  about  relaxing 
the  yardstick.  I think  frankly  it  is  not  fea- 
sible to  do  so  because  there  are  rather  clear 
international  commitments  which  no  one  at 
the  moment  shows  any  signs  of  abandoning 
and  I do  not  think  it  would  be  in  our  inter- 
ests to  abandon  them.  What  I do  say  is  that 
the  procedures  and  the  yardsticks  should 
be  so  interpreted  that  they  are  more  useful. 

Mr  Crowther 

440.  Whatever  can  be  done  between 
the  EEC  and  non-EEC  countries  cannot  be 
done  in  what  you  describe  as  intra-Com- 
munity dumping  and  I presume  that  quo- 
tation marks  should  be  round  the  word 
“dumping”  anyway  because  in  GATT 
terms  it  is  not  possible  to  dump  within  the 
EEC. 

(Mr  Mason.)  In  Rome  Treaty  terms. 

441.  So  quite  clearly  some  different 
solutions  have  to  be  found. 

(Mr  Mason.)  Certainly.  Dumping,  as  you 
rightly  say,  does  not  exist  as  a legal  concept 
within  the  Community.  The  theory  is  that, 
if  someone  dumps  on  your  market,  you  can 
rapidly  dump  it  back  there  to  dissuade 
them.  I have  no  doubt  some  industries  do 
that;  not  all  of  them  have  sufficient  financial 
strength  to  be  able  to  carry  that  out.  We 
have  looked  at  Article  86  which  outlaws  the 
abuse  of  a dominant  position.  That  frankly 
only  deals  with  a small  amount  of  cases. 

(Chairman.)  May  we  turn  our  attention 
now  to  other  industrialised  nations  and  talk 
firstly  about  the  United  States  of  America? 
Mr  Kerr  has  a question  or  two  about  that. 
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Mr  Kerr 

442.  Mr  Rigby,  as  we  all  know  from  our 
reading  of  the  American  press  and  films 
and  all  the  rest  of  it.  American  litigiousness 
and  the  application  of  domestic  legislation 
can  inhibit  those  who  wish  to  export  to 
American  markets.  Is  the  harassing  action 
taken  by  US  manufacturers  or  by  the 
administration  or  by  both? 

(Mr  Mason.)  I think  it  is  by  the  industries, 
Chairman,  quite  clearly.  They  use  the  pro- 
cedures to  tne  full  and  usually  have  good 
corporate  counsel  skilled  in  the  task,  but  I 
think  successive  administrations  in  the 
United  States  of  whatever  colour  have  gen- 
erally a good  record  of  not  giving  way,  but 
they  usually  have  a fair  amount  of  congres- 
sional pressure  added  to  the  suit  to  induce 
them  to  change. 

443.  1 do  not  know  whether  you  per- 
sonally have  encountered  this  — I have  in 
a slightly  different  class  of  case — American 
practice  of  champerty,  in  other  words,  the 
splitting  of  whatever  sum  comes  from  the 
suit  between  lawyer  and  client.  That  would 
probably  help  the  encouragement  of  such 
actions,  would  you  not  agree?  Have  mem- 
bers of  the  CBI  any  experience  of  this  sort 
of  thing  leading  to  an  increase  in 
litigiousness? 

(Mr  Rigby.)  I think  that  is  true  of  the 
United  States  as  a whole.  It  does  not  just 
apply  to  this  type  of  case. 

444.  I know  that. 

(Mr  Rigby.)  It  has  obviously  been  a great 
stimulus  to  the  growth  of  local  action. 

445 . A growth  industry,  in  other  words! 

(Mr  Rigby.)  That  is  right. 

446.  Secondly,  do  the  CBI  receive 
many  similar  complaints  about  other  devel- 
oped countries  — other  than  Japan  and  the 
USA  — for  example,  Australia  or  Canada, 
in  this  regard?  There  is  a reference  to  this 
in  paragraph  25  of  your  document. 

(Mr  Mason.)  We  have  had  a certain 
amount  of  complaint  about  Australia  cer- 
tainly over  recent  years.  We  have,  of 
course,  in  that  period  lost  our  preference 
on  the  market  which  has  not  added  to  our 
competitive  situation  there.  There  has  been 
a distinct  tendency  over  the  last  four  or  five 
years  for  Australia  to  put  up  tariffs  gener- 
ally and  apply  quotas.  The  sorts  of  indus- 
tries where  they  are  in  difficulties  are  very 
much  those  where  we  have  problems  here, 


textiles,  clothing  and  so  on.  As  far  as  Can- 
ada is  concerned,  there  are  a certain 
number  of  complaints,  some  of  them  arising 
from  their  bi-language  laws. 

447.  Perhaps  I ought  to  preface  my 
remarks  by  stating  that,  for  my  sins,  I am 
the  only  Australian  Member  of  the  House 
of  Commons.  I would  like  to  ask  you  to  say 
something  about  the  Australian  attitude  to 
British  manufacturers.  In  the  vital  decade 
immediately  after  the  last  World  War  it  was 
certainly  true  that  you  started  with  an  enor- 
mous actual  advantage  with  markets  that 
were  non-existent.  Motor  cars  is  an  obvious 
example.  Basically  in  the  Australian  belief 
— and  I think  it  is  well  substantiated  — 
these  markets  were  thrown  away  — not 
only  motor  cars  but  many  other  items  as 
well  — by  general  neglect  of  the  customer. 
In  other  words,  the  export  follow-through 
service  was  in  no  way  equal  to  the  quality 
of  the  product.  Obviously  I am  abusing  my 
situation  this  morning,  Sir,  but  would  you 
care  to  make  a few  brief  comments  to  the 
Members  of  the  Committee  on  that  prop- 
osition? Perhaps  you  would  like  to  extend 
it  to  Canada  also  where  I have  heard  not 
wholly  dissimilar  comments. 

(Mr  Rigby.)  I think  it  is  true  to  say  if  you 
go  back  to  the  sort  of  period  you  are  talking 
about  the  United  Kingdom  had  what  can 
only  be  described  as  an  incredible  share  of 
world  trade.  We  had  a very  high  share 
particularly  among  the  Old  Commonwealth 
markets  and,  therefore,  I know  from  my 
own  experience  that  if  you  have  a high 
share  or  the  market  and  can  only  go  down- 
wards with  rising  competition  (because  that 
is  what  happened),  then  you  tend  perhaps 
to  get  this  sort  of  reputation.  I think  m 
some  cases  it  may  well  have  been  deserved. 
There  would  undoubtedly  be  companies 
that  sat  on  their  laurels  and  allowed  other 
competitors  to  come  in.  I think  there  were 
others  who  fought  but  lost  shares  in  many 
of  these  markets  because  one  has  to  accept 
the  fact  that  the  state  of  competition  from 
the  Far  East  and  European  markets  has 
changed  dramatically  over  that  period  of 
time  and,  therefore,  the  share  was  bound 
to  go  down;  we  could  not  conceivably  have 
hung  on  to  the  share  of  world  trade  we  had 
30  to  40  years  ago. 

448.  I accept  that,  I think  it  is  a very 
fair  way  of  putting  it;  but  it  is  also  true  there 
was  this  undoubted  post-war  vacuum  over 
a wide  range  of  quite  major  consumer  goods 
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which  was  to  a far  too  small  extent  filled  by 
Britain. 

(Mr  Rigby.)  Yes.  I find  it  difficult  to 
generalise  on  that  point.  Undoubtedly  we 
did  not  hang  on  to  all  the  markets  we  per- 
haps could  nave  done.  Nevertheless,  even 
today  although  we  say  things  have  gone 
very  badly,  that  our  share  has  dropped  very 
significantly,  we  have  still  by  the  standards 
of  developed  countries  of  our  size  a very 
large  part  of  our  GNP  going  to  exports. 

(Mr  Kerr.)  I apologise  for  that  digression . 

Mr  Mikardo 

449.  Chairman,  may  I turn  to  the 
thorny  subject  of  Japan  which  is  referred  to 
in  paragraph  10  of  the  Confederation’s 
memorandum  in  which  they  say  “The  CBI 
fully  supports  the  EEC  Commission’s 
attempts  to  reduce  Japanese  non-tariff  bar- 
riers against  imports  . . .”.  In  this  connec- 
tion as  in  others,  you  mention  the  question 
of  standards.  Do  you  think  the  Commission 
is  pursuing  this  matter  with  adequate 
vigour? 

(Mr  Nichols.)  Chairman,  I am  sure  it  is 
not.  The  largest  non-tariff  barrier  in  Japan 
is  the  Japanese,  113  million  of  them.  There 
is  no  doubt  that  the  Japanese  as  a nation 
are  so  very  nationalistic  that  there  is  an 
inbred  reluctance  to  purchase  goods  from 
overseas  whatever  the  country  may  be.  If 
we  look  at  the  amount  of  penetration  of  the 
Japanese  industrial  market  — leaving  aside 
the  raw  materials  — we  find  that  Britain 
had  less  than  2 per  cent  and  the  Germans 
had  no  more  than  3 per  cent;  so  that  in  a 
great  measure  we  are  not  doing  as  badly  in 
the  market  from  a competitive  point  of  view 
as  one  would  expect.  Nevertheless,  there  is 
this  extreme  reluctance  on  the  part  of  Jap- 
anese to  purchase  foreign  goods  and  we  are 
trying  as  much  as  we  can  to  move  away 
from  these  non-tariff  barriers.  I think  the 
make-up  of  Japanese  industry,  which  was 
so  closely  linked  with  their  government  and 
their  banking  system,  enables  the  Japanese 
to  have  formed  these  very,  very  large  trad- 
ing companies  that  arc  virtually  controlling 
the  market  and  they  are  able  to  support  one 
industry  with  another  right  from  the  basic 
purchase  of  raw  materials  through  the  man- 
ufacture of  steel  and,  in  consequence,  right 
up  through  to  the  financial  side.  In  conse- 
quence, I think  there  are  a number  of  non- 
tariff barriers  which  are  very  frustrating  to 
the  exporter  from  here.  The  barrier  is  not 
really  as  difficult  as  we  make  it  seem.  It  is 
just  the  fact  that  there  is  a barrier  and  it  is 


a barrier  which  is  extremely  difficult  from 
10,000  miles  away  to  penetrate. 

450.  That  is,  as  you  described  it,  a tough 
one.  Do  you  think  there  is  any  more  that 
either  Government  or  British  industry  can 
do  about  it  that  we  are  not  doing? 

(Mr  Nichols.)  Certainly.  As  an  industri- 
alist I would  suggest  this  is  one  of  the  major 
markets  of  the  world  and  we  should  attack 
it  with  absolute  vigour  because  if  we  do  not 
attack  the  Japanese  market  we  are  allowing 
them  a very  substantial  area  of  the  world 
where  they  can  build  industries  and  then 
spread  outwards.  We  have  to  get  into  that 
base. 

451.  On  the  other  side  of  it,  Japanese 
exports  to  us  and  to  other  countries,  you 
talk  about  — and  it  is  an  interesting  phrase 
— rapid  penetration  of  foreign  markets  by 
buying  market  shares.  I want  to  be  quite 
clear  what  you  mean  by  that.  Do  you  mean 
by  going  in  in  an  initial  push  on  a non- 
profit, or  even  on  a loss  basis,  a loss  leader 
oasis,  to  get  a foothold  and  develop  from 
there?  Is  that  what  you  mean? 

(Mr  Rigby.)  Yes.  That  is  quite  a normal 
commercial  technique,  of  course,  with 
individual  companies  as  well  as  countries 
and  it  is  easier  the  stronger  your  base  back 
home,  of  course,  because  if  you  have  a 
large-scale  profitable  production  it  is  much 
easier  to  invest  in  the  development  of  a 
market  whether  you  arc  developing  it  from 
scratch  or  whether  you  are  knocking  out 
existing  competition  and  buying  shares,  as 
is  mentioned  in  this  case. 

Chairman 

452.  Do  you  have  any  view  about  the 
implications  of  Japanese  inward  investment 
in  Europe  and  particularly  in  the  United 
Kingdom? 

(Mr  Mason.)  I think  if  there  has  to  be 
Japanese  investment  in  Europe  it  would  be 
preferable  that  we  had  it  here  because  if  we 
do  not  have  it  here  we  shall  get  their  exports 
from  other  parts  of  the  Community  in  any 
event.  I am  sure  it  will  be  well-known  to 
Members  of  the  Committee  thal  there  were 
two  cases  where  Japanese  investment  was 
resisted  here:  in  one  case  I think  the  words 
were  “held  in  suspense”.  But  the  feeling 
now  amongst  the  industries  concerned  is 
that  there  is  room  for  co-operation  and  the 
Japanese  are  beginning  to  learn  that  in 
some  cases  joint  ventures  with  British  com- 
panies here  in  the  market  is  the  better  way 
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to  go  on,  for  political  reasons.  The  reason  Mr  Thompson 

Japanese  investment  was  resisted  here  in  455.  You  mentioned  a moment  ago 

these  two  cases  was,  quite  frankly,  because  Japanese  investment  in  other  countries  and 

there  was  a suspicion  that  they  were  going  I presume  you  meant  developing  countries? 
to  replace  exports  to  this  country  by  assem-  (Mr  Nichols.)  Yes,  indeed, 
bly  of  largely  Japanese-made  components. 

It  is  a little  early  to  judge  whether  all  Jap-  456.  In  your  statement  in  paragraph  11 
anese  investment  is  entirely  beneficial  you  say  the  same  thing  that  the  Secretary 

because  a lot  of  it  is  very  recent  in  manu-  of  State  for  Trade  has  said  here,  that  is, 

facturing  but  there  is  a more  relaxed  atti-  that  the  more  industrialised  developing 
mde  amongst  industry,  as  far  as  I can  countries  should  accept  some  of  the  obli- 
detect,  towards  it.  gations  that  development  entails.  I was 

thinking  of  developed  industry  in  a devel- 
oping country  and  the  developing  country 
Mr  Emery  _ is  getting  an  unfair  advantage  by  using 

453.  Might  I congratulate  Mr  Nichols  developing  country  status  with  a fully  devel- 
in  what  he  was  saying  about  having  to  get  oped  industry.  Would  you  like  to  comment 
a base  in  Japan.  It  is  of  considerable  impor-  on  that  and  do  you  think  that  the  EEC 
tance  in  being  able  to  deal  with  that  area  of  could  do  more  to  bring  these  countries  into 
the  market  in  the  East  which  would  flow  line? 

from  Japan.  May  I suggest  that  actually  (Mr  Rigby.)  Certainly,  we  agree.  This  is 
what  he  was  saying  was  that  we  are  against  something  we  feel  very  strongly  about 
sin.  We  believe  we  should  get  in  a further  because  in  the  original  rules  the  status  of  a 
base  into  Japan  and  Mr  Mikardo’s  question  developing  country  was  based  on  the 
was,  was  there  anything  further  that  Gov-  assumption  that  there  were  just  developed 
ernment  or  the  CBI  or  organisations  could  and  developing  countries.  It  is  now  very 
or  should  do  to  assist  in  getting  that  base,  evident,  as  you  say,  that  there  are  some 
That  question,  it  seemed  to  me,  was  not  countries  that  are  in  a very  much  better 
answered  and  I wonder  whether  it  was  not  developed  state  than  others  and  there  are 

answered  because  Mr  Nichols  does  not  some  industries  within  some  of  those  coun- 

know  of  any  answer  or  whether  he  has  any  tries  who  are  world-competitive  by  any 
views  on  that?  standards.  We  certainly  think  it  is  high  time 

(Mr  Nichols.)  I certainly  have  a view  on  the  rules  were  changed  to  make  them  rather 

it.  I am  not  sure  that  I totally  agree  with  more  selective,  to  discriminate  more 

you  that  everybody  believes  in  getting  a between  those  which  actually  need  devel- 

base  there.  That  would  be  an  important  oping  country  status  and  need  help  and 

starting  point.  those  which  can  actually  stand  on  then  own 

feet  and  share  some  of  the  burden  which 

454.  Let  us  presume  they  do.  Then  we  assumed  in  the  past,  which  the  devel- 

what  do  we  do?  oped  countries  could  take  on  for  the  world 

(Mr  Nichols.)  It  seems  to  me  we  must,  as  a whole, 
through  the  Overseas  Trade  Board,  con- 
tinue to  put  up  Japan  as  one  of  the  leading  457.  But  how  are  we  going  to  bring 
markets  of  the  world  for  the  investment  of  them  into  line  — within  the  GATT  agree- 
British  marketing  resources,  which  I do  not  ment  or  Multi-Fibre  Arrangements? 
think  we  do  at  this  moment.  I do  not  think  (Mr  Rigby.)  That  is  right.  It  is  a question 
the  industrial  sector  pays  enough  attention  of  renegotiation.  Graham  Mason  can  tell 
to  the  Japanese  market  from  a pure  mar-  you  where  we  are  up  to  on  this, 
keting  strategy.  I know  there  are  other  mar-  (Mr  Mason.)  There  is  an  approach  which 
kets  in  the  world  where  one  can  get  a better  may  be  taken  on  the  general  front.  Progress 
return  on  money  in  the  short  term,  and  will  be  very  slow  but  we  can  make  sure 
British  industry  at  this  moment  is  rather  where  they  have  not  signed  the  various  non- 
short of  money,  and  there  naturally  is  the  tariff  bamer  codes  and  standards  and  so  on 
point  that  people  are  going  to  Europe  that  they  do  so,  or  if  they  have  signed  them, 
because  the  fare  is  cheaper,  the  time  is  that  they  do  not  seek  developing  country 
cheaper,  and  so  on  and  the  rewards  greater,  status  as  a way  of  getting  out  of  any  obh- 
but  I see  that  as  not  good  marketing  strat-  gations  at  all;  in  other  words,  they  do  not 
egy.  It  is  a very  short-term  strategy  and  I just  have  the  benefit.  But  I think  a practical 
would  like  to  see  a much  longer  one.  way  and  probably  a shorter-term  way  of 
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doing  it  is  through  the  network  of  EEC 
bilateral  trade  co-operation  agreements.  To 
n example  of  that,  the  Community  is 

E.bout  to  renegotiate  this  one  with 
and  we  are  putting  in  a detailed 
dossier  to  the  Department  or  Trade  which 
will  indicate  the  points  we  think  the  Com- 
munity ought  to  pursue.  It  is  quite  clear 
that  the  Brazilians  are  trying  to  stake  out  in 
this  a negotiating  position  and  saying: 
“Developing  country  status,  please.  This  is 
what  we  would  like  on  our  side.”  We  do 
not  think  this  should  be  accepted  by  the 
Community  and  an  element  of  reciprocity 
should  be  required. 

458.  Do  you  think  we  should  go  further 
and  exclude  people  deliberately  and 
consciously? 

(Mr  Mason.)  Do  you  mean  by  “exclu- 
sion” through  instruments  such  as  the 
generalised  scheme  of  preferences? 

459.  That  is  right? 

(Mr  Mason.)  I think  that  probably  over 
the  next  five  years  the  donor  countries, 
including  the  EEC,  will  have  to  grasp  the 
nettle  and  I must  say  the  indications  at  the 
moment  are  that  they  are  not  willing  to  do 
so  and  are  looking  more  in  terms  of  exclud- 
ing the  advanced  industries  within  those 
developing  countries.  I think  that  is  the  way 
to  start,  but  sooner  or  later  they  will  have 
to  insist  that  certain  countries  no  longer 
qualify  when  one  starts  looking  at  yard- 
sticks to  determine  exclusion.  When  one 
starts  looking  at  yardsticks  to  determine 
exclusion,  it  is  an  extremely  difficult  matter 
but  I think  it  will  have  to  be  done. 

460.  How  do  banking  and  insurance 
rate  in  development  interest? 

(Mrs  Archibald.)  I am  very  glad  you 
raised  that. 

461.  I noticed  you  were  wanting  to  be 
asked  that! 

(Mrs  Archibald.)  Not  unnaturally,  since 
the  foundation  of  the  Community  most  of 
the  effort  has  gone  on  to  the  manufacturing 
side  and  the  goods  side  and  it  is  only  very 
recently  that  I think  industry  itself  has  been 
pressing  for  the  inclusion  of  invisible  serv- 
ices, banking  and  insurance  — particularly 
insurance  — to  be  put  on  the  table  in  the 
discussions  of  the  high  level  bilaterals  which 
the  Community  has  with  practically  every 
country  in  the  world,  because  there  are  so 
many  discriminations  internationally  and 
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most  of  the  countries  outside  are  deman- 
deur  in  the  true  sense  of  the  word  of  what 
they  want  to  see  from  the  Community  that 
it  is,  I think,  a tremendous  waste  of  time 
for  the  Commission  not  to  put  the  problems 
dealing  with  insurance,  both  direct  insur- 
ance and  reinsurance  in  particular,  on  the 
table  as  something  on  which  we  would  like 
to  see  some  liberalisation  take  place.  Brazil 
is  a very  good  case  in  point.  They  have 
mandatory  requirements,  they  forbid  the 
placing  of  insurance  business  abroad.  We 
would  like  to  see  the  market  opened  up  not 
only  in  direct  insurance  but  to  start  with  in 
reinsurance  which  is  one  of  the  vital  keys  to 
a free  competitive  market  and  a soundly 
based  one  internationally.  So  we  think  the 
Commission,  and  the  Department  of  Trade 
behind  that,  ought  to  be  pressing  for  spe- 
cific discriminations  to  be  put  on  the  taule 
in  the  negotiations  between  the  Community 
in  their  bilateral  discussions  and  it  ought  to 
be  pressed  with  much  greater  vigour. 

Mr  Foster 

462.  In  some  of  the  talks  in  which  I 
have  participated  with  foreign  countries  it 
has  been  suggested  that  the  best  of  the 
British  companies  are  superb  at  exporting 
but  there  are  many  — I do  not  know 
whether  we  should  say  the  average  British 
company  — where  they  are  a good  deal 
more  amateurish  in  approach.  Do  you  think 
that  this  view  is  correct?  Secondly,  do  you 
think  that  we  are  doing,  both  the  CBI  and 
the  Government  — and  perhaps  also  the 
education  service,  sufficient  to  encourage 
the  teaching  of  business  languages  in  col- 
leges of  further  education  and  polytechnics, 
and  the  teaching  of  all  kinds  of  background 
marketing  information?  Are  there  deficien- 
cies in  the  way  we  go  about  this? 

(Mr  Rigby. ) That  takes  us  into  a complete 
new  ball  game,  does  it  not?  I think,  Sir, 
there  is  every  evidence  to  suggest  that  the 
best  of  British  companies  are  superb  by 
world  standards  and  successfully  compete 
in  some  remarkable  places.  That  the  aver- 
age is  not  good  enough  I think  everyone 
would  agree.  But  I do  not  see  how  the 
average  can  be  so  bad  if  we,  compared  to 
the  size  of  the  population , still  export  really 
quite  a lot  of  our  total  output  by  comparison 
with  most  other  people  in  the  world.  So  I 
would  not  like  to  undermine  the  efforts  to 
get  better  and  to  learn  from  those  who  are 
doing  these  things  very  well,  but  I do  not 
think  one  should  knock  us  too  much  by 
comparison  with  the  rest  of  the  world. 
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There  are  all  sorts  of  things  that  need  to  be 
done  on  the  educational  front  to  make  us 
all  more  conscious  of  the  need  to  earn  our 
way  in  the  world,  and  one  of  the  specific 
areas,  of  course,  is  language  tuition.  Cer- 
tainly BOTB  have  taken  an  active  part  in 
trying  to  promote  language  learning  as  a 
means  of  supporting  export  activity.  I sup- 
pose maybe  we  were  a little  slow  in  that 
compared  to  others  because  of  the  tradi- 
tional pattern  of  our  exports  being  to  a 
Commonwealth  which  by  and  large  would 
talk  to  us  in  English , whereas  the  Dutchman 
has  always  hadto  export  to,  and  a lot  of  his 
trade  has  been  with,  people  who  did  not 
speak  his  language  and  therefore  he  has 
taken  it  as  the  most  natural  thing  in  the 
world  to  speak  these  other  languages.  But 
there  are  many,  many  things  that  need  to 
be  done  in  education  — language  teaching 
is  certainly  one.  I think  there  is  a sign  that 
language  teaching  both  in  schools  and 
among  employees  in  business  is  a growing 
business. 


Mr  Crowther 

463.  I did  try  to  catch  your  eye,  Chair- 
man, before  we  left  the  United  States.  I 
would  like  to  ask  whether  the  CBI  has  a 
view  on  the  rather  uninhibited  way  in  which 
the  United  States  Government  unilaterally 
uses  import  quotas.  I know  it  creates  prob- 
lems from  time  to  time  for  special  steels.  Is 
it  a widespread  problem  for  British  industry 
and  does  the  CBI  hold  any  views  on  it? 

(Mr  Mason.)  I do  not  think  it  is  a wide- 
spread problem.  On  quotas  as  such  the 
Americans  have  legislation  which  now  con- 
forms broadly  with  GATT  and  1 think  this 
Administration  and  the  ones  before  have 
been  reluctant  to  use  quotas.  Perhaps  a 
symbol  of  the  Americans’  reasonableness, 
their  moderation  in  using  this  kind  of 
device,  takes  us  back  to  President  Nixon 
and  his  threat  to  put  on  a surcharge  in  1971 
which  caused  a great  deal  of  consternation 
and  was  rather  uncharacteristic  of  Ameri- 
can behaviour.  I think  what  does  bother 
British  exporters  is  that  they  can  be  in  the 
sition,  with  other  supplier  countries,  of 
coming  too  successful,  that  is  when  you 
invoke  or  call  upon  yourself  this  kind  of 
action  for  anti-dumping  countervailing 
duties  which  in  the  States  is  not  only  a way 
of  trying  to  get  redress  but  also  a means,  I 
think,  of  calling  down  political  attention 
upon  your  case. 


Mr  Emery 

464.  Sir  Donald,  it  might  seem  appro- 
priate to  go  from  American  to  the  centrally 
planned  economies  and  our  trading  with 
them.  If  one  reads  with  care  paragraph  13 
of  the  paper  where  the  CBI  is  talking  about 
the  compensation  trading  and  buy-back 
deals,  am  I right  in  coming  to  the  general 
conclusion  from  that  that  the  CBI  is  against 
barter  trading  with  centrally  planned 
economies? 

(Mr  Rigby.)  I think  there  is  no  doubt 
about  it,  that  barter  trading  can  lead  to 
market  disruption,  not  necessarily  for  the 
people  who  are  engaged  in  trading.  In  other 
words,  if  you  are  selling  plant  and  taking  a 
product  by  way  of  payment,  you  can  do 
damage  to  other  markets  and  you  can  do 
damage  to  overall  British  interests  and  I 
think  there  is,  therefore,  a good  case  for 
being  careful  and  being  concerned  about 
how  you  set  up  the  deal.  We  are  reluctant 
to  try  to  produce  hard  and  fast  rules  as  to 
how  one  can  deal  in  what  are  effectively 
highly  competitive  commercial  circum- 
stances. 

465.  Therefore,  if  I can  interpret  your 
answer,  you  would  prefer  not  to  have  barter 
deals  but,  if  there  is  no  way  of  getting  a deal 
other  than  by  barter  trading,  then  you  are 
willing  to  consider  that  as  Tong  as  it  does 
not  do  irreparable  harm  in  our  having  to 
take  such  goods  etc? 

(Mr  Rigby.)  I think  we  cannot  take  the 
commercial  decisions.  The  commercial 
decisions  have  to  be  taken  by  individual 
companies  looking  at  the  total  situation 
which  faces  them.  There  are  cases  where 
the  barter  deal  is  not  necessarily  done  by  a 
British  company  but  is  done  by  a German 
company,  but  the  market  is  a common  mar- 
ket in  the  product  and  therefore  everyone 
is  affected. 

466.  All  right.  If  I can  take  that  a stage 
further,  if  we  have  to  watch  the  barter  deal 
very  carefully,  does  the  CBI  believe  that 
the  Government  or  themselves  are  carrying 
out  this  watchdog  process  efficiently  and 
sufficiently  and,  if  they  do  not  think  that, 
what  further  steps  would  they  like  to  sec 
taken  in  order  to  monitor  barter  deals? 

(Mr  Mason.)  I am  not  aware,  Chairman, 
of  any  arrangements  within  the  Community 
or  the  OECD  to  monitor  barter  deals  to  see 
whether  a disruption  is  likely.  We  tried  to 
float  this  idea  amongst  our  colleagues  of  the 
Nine  a few  years  ago  and  were  without  any 
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great  success.  I have  a feeling  that  perhaps 
they  might  think  otherwise  now,  but  at  the 
very  least  there  ought  to  be  some  arrange- 
ments for  seeing  what  the  trends  are  so  that 
one  can  foresee  possible  trouble  and  not 
just  have  to  meet  it  when  it  arrives. 

467.  Yes,  I see  that,  but  I am  afraid  that 
is  not  a direct  answer  to  my  question.  I am 
being  specific.  What  extra  would  you  like 
to  see  Government  or  anybody  else  do? 

(Mr  Mason.)  I would  like  to  see  the  gov- 
ernments of  the  Community  at  least  have 
arrangements  to  pool  information  so  that 
people  were  required  .when  they  had  barter 
deals  or  buy-back  deals  or  compensation 
deals,  to  make  this  information  known. 

468.  Thank  you,  that  is  positively  help- 
ful. Might  I go  on  to  one  further  aspect  of 
your  discussion  on  the  centrally  planned 
economies.  You  make  the  point  that  it  is 
immensely  important  we  should  watch  our 
subsidisation  of  exports  of  capital  goods  to 
these  countries  and  this  should  be  done 
throughout  the  whole  of  the  EEC  and  the 
Western  nations.  Do  you  consider  that 
there  is  a lack  of  a concerted  Western 
approach  on  this  matter? 

(Mr  Mason.)  There  is  the  OECD  Con- 
sensus which,  as  we  mentioned  earlier,  we 
think  has  worked  reasonably  well  on  the 
basis  of  a lack  of  complaints  from  our  mem- 
bers, but  when  we  say  “tightening  up"  what 
is  meant  there  is  that  some  of  the  interest 
rates  agreed  under  the  Consensus  arrange- 
ment in  the  7 to  8 per  cent  range  are  perhaps 
now  looking  a little  on  the  low  side.  We 
think  they  might  be  raised  but  they  ought 
to  be  raised  By  all  OECD  suppliers.  We 
would  not  like  to  see  a large-scale  getting- 
out  of  such  an  obligation  by  people  saying 
they  have  existing  lines  of  credit  and,  there- 
fore, these  credits  must  be  exhausted  before 
they  take  on  a new  obligation  to  charge  a 
higher  interest  rate.  That  is  what  is  meant. 

469.  Might  I then  take  one  particular 
example.  The  trade  agreement  that  was 
negotiated  with  Russia  did  provide  a vast 
sum  of  credit  at  a very  considerably  lower 
rate  of  interest.  From  a political  angle  that 
may  have  been  a politically  justified  deci- 
sion. From  an  industrial,  economic  and 
trading  angle,  as  far  as  the  CBI  is  con- 
cerned, does  the  CBI  believe  that  was  jus- 
tified in  trading  terms  or  would  they  have 
rather  seen  those  facilities  spread  much 


more  widely  and  not  just  limited  to  one 
area  or  one  block? 

(Mr  Mason.)  I think  we  would  have 
judged  that  particular  agreement  as  we 
would  judge  any  other  of  the  kind:  were 
the  interest  rates  being  asked  or  being 
granted  on  the  same  level  as  our  main  com- 
petitors, and  I think  at  the  time  they  were 
on  about  a par. 

(Mr  Rigby.)  That  is  the  problem.  It  is  a 
competitive  game  supplying  plant  and  tech- 
nology  to  these  countries  and,  therefore, 
unless  you  can  get  a concerted  move  you 
are  in  the  dilemma  as  to  whether  you  offer 
terms  which  you  may  think  are  very  gen- 
erous or  lose  the  business  altogether. 

470.  But  if  the  same  kind  of  terms  can 
be  provided  in  other  countries  for  the  same 
types  of  business,  would  you  not  believe  it 
was  just  as  useful  to  be  able  to  have  this 
spread  around  rather  than  dominated  in 
one  particular  market? 

(Mr  Rigby.)  I am  not  sure  we  have  ever 
been  offered  that  option,  have  we? 

(Mr  Mason.)  No. 

471.  But  I am  offering  it  to  you  now? 

(Mrs  Archibald.)  It  is  true  to  say  that  in 

spite  of  the  very  generous  interest  rate  sub- 
sidies of  the  1970s  it  did  not  necessarily 
follow  that  it  was  that  which  determined 
whether  or  not  business  was  placed  with  a 
country  offering  the  same  or  a better  sub- 
sidised rate  of  interest.  In  the  sense  that 
contracts  placed  by  the  Soviet  Union  are 
political  contracts,  the  point  you  are  making 
is  that  if  you  were  able  to  give  a Consensus 
rate  to  other  countries  where  the  contracts 
are  not  politically  placed  but  are  placed  on 
the  basis  of  fair  competition,  technology, 
price,  delivery  and  service,  then  I think  it 
is  an  extremely  interesting  proposition,  if 
that  is  what  we  are  being  offered,  but  my 
colleague  is  quite  right  in  saying  we  have 
never  been  given  the  option. 

(Mr  Rigby.)  Just  trying  to  pursue  your 
idea  further,  there  is  also  the  point  that  if 
that  meant  that  a more  generous  offer  were 
made  in  another  part  ofthe  world,  then  the 
odds  are  that  would  be  matched  very 
quickly  and , therefore,  it  is  conceivable  that 
what  you  would  have  succeeded  in  doing 
was  merely  choosing  not  to  compete  in  one 
large  market  and  Being  left  in  the  same 
competitive  situation  after  the  event  in  the 
other  market,  because  of  the  problem  we 
were  talking  about  earlier,  the  problem  of 
competition  between  nations  in  support  of 
this  type.  The  trouble  is  it  is  a type  of 
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competitive  weapon  which  is  very  easy  to 
match. 

Chairman 

472.  I propose  to  ask  you  one  or  two 
questions  about  anti-dumping.  In  your 
Study  paper,  paragraph  35,  you  say: 
"dumping,  which  is  obviously  widespread,  ” 
— a throwaway  line,  as  it  were.  Have  you 
any  particular  products  in  mind  where,  in 
your  view,  anti-dumping  measures  are 
needed,  and,  I may  add,  needed  urgently? 
If  you  want  a guide  I will  quote  footwear 
and  ready-made  clothing.  Some  of  us 
remember  the  times  of  the  50  shilling  suit; 
indeed,  some  were  less  than  that,  45  shill- 
ings. Now  we  can  buy  an  overseas  ready- 
made suit  for  something  in  the  region  of 
£10  to  £15  as  against  £50,  £60,  £70  for  a 
British  suit.  I throw  those  in  for  your  con- 
sumption as  you  answer  the  question? 

(Mr  Rigby.)  The  problem  of  goods  being 
cheaper  from  overseas,  of  course,  is  not 
necessarily  a problem  of  dumping.  We  have 
a problem  of  competitiveness  which  is  a 
combination  of  domestic  inflation,  relative 
lack  of  productivity  improvement  and  a 
very  strong  exchange  rate.  Those  contrib- 
ute to  many  of  the  cases  where  overseas 
goods  are  becoming  more  competitive  in 
the  UK  market,  but  even  with  those  goods 
there  are  undoubtedly  those  which  are 
dumped.  I do  not  know  whether  Graham 
Mason  would  like  to  pick  on  any  specific 
examples. 

(Mr  Mason.)  All  I can  do  is  inform  the 
Committee  of  the  kind  of  things  which  are 
currently  under  investigation  and  say  that 
if  any  of  our  members  come  to  us  with  what 
we  think  is  a reasonable  case  and  they  are 
not  used  to  deploying  this  kind  of  represen- 
tation, we  will  assist  them  in  it.  Most  of 
them  now  are  in  industries  which  are  quite 
used  to  this  kind  of  operation,  but  from  the 
figures  I have  here  of  cases  currently  under 
investigation  (but  not  in  all  cases  decided) 
the  great  bulk  of  the  products  are  coming 
in  from  Eastern  European  countries.  There 
are  a few  from  Southern  Europe,  quite  a 
number  from  South  East  Asia,  South 
Korea,  some  from  Japan  and  a number 
now,  particularly  where  feedstocks  are  con- 
cerned, which  come  in  from  the  United 
States.  In  the  last  quarter  of  1979  there 
were  15  cases  under  investigation  or 
notified. 

473.  Would  you  care  to  tell  us  what 
industries  those  fifteen  cover? 


(Mr  Mason.)  I can  read  them  out,  Chair- 
man: gas  tubes  from  Rumania;  cold  formed 
steel  sections  from  Rumania;  light  bulbs 
from  a number  of  Eastern  European  coun- 
tries; integral  horsepower  electric  motors, 
also  from  a number  of  Eastern  European 
countries  and  Spain,  Sweden,  Norway  and 
Finland;  quartz  crystals  from  Japan,  South 
Korea  and  USA;  mechanical  alarm  clocks 
from  a number  of  Eastern  European  coun- 
tries and  Hong  Kong;  saccharine  from 
Japan,  China,  the  United  States;  stereo 
cassette  player  heads  for  car  stereo  units 
from  Japan;  canned  peaches  from  Greece; 
acrylic  fibre  from  USA,  Japan,  Spain,  Tur- 
key and  Greece;  cotton  yam  from  Turkey; 
and  motor  car  tyres  from  a number  of  East- 
ern European  countries.  Provisional  anti- 
dumping duties  have  been  imposed  on  lith- 
ium hydroxide  from  the  USA  and  the  Soviet 
Union  and  sodium  carbonate,  soda  ash, 
from  the  USSR. 

474.  I notice  you  did  not  mention  foot- 
wear or  wholesale  clothing.  Are  they  not 
being  looked  after  by  you? 

(Mr  Mason.)  If  their  cases  are  not  here 
they  have  obviously  not  made  an  applica- 
tion, but  those  are  particular  industries 
where  if  they  had  a dumping  case  I am  sure 
they  would  have  lodged  it. 

(Mr  Rigby.)  1 am  not  sure  that  they  do 
not  fall  into  the  first  category  1 was  talking 
about,  because  they  are  products  which 
have  a significant  content  of  labour  in  them 
and,  if  our  labour  rates  by  world  standards 
— that  is,  through  the  exchange  rates  — 
escalate  much  more  than  many  of  these 
other  countries,  that  will  inevitably  happen 
without  their  actually  being  guilty  of  tech- 
nically dumping. 

475.  How  often  do  the  industries  you 
mentioned  who  have  raised  such  dumping 
questions  complain  to  you  about  the  hand- 
ling of  the  claims  as  to  both  time  and  detail 
by  the  Department  of  Trade  or  by  the  EEC? 

(Mr  Mason.)  I would  say  I cannot  put  a 
figure  on  it,  Chairman,  but  quite  often  is 
the  answer  that  one  must  give  I think.  There 
are  a number  of  reasons  for  this  and  some 
of  them  may  relate  to  the  numbers  of  people 
employed  by  the  Commission  looking  at 
dumping  cases,  although  in  recent  years 
this  has  been  increased.  As  I mentioned 
earlier,  some  of  the  problems  arise  from 
the  procedures  themselves  and  the  way  they 
are  interpreted.  I think  one  must  be  fair: 
some  of  the  problems  arise  from  companies 
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or  industries  new  to  the  problem  not  being 
skilled  in  the  presentation  of  their  case.  The 
sort  of  questionnaire  which  the  Commission 
presents  to  anybody  wanting  to  make  a 
complaint  does  seem  fearsome  to  the  per- 
son not  used  to  it,  but  I think  with  a little 
practice  and  some  help,  either  from  the 
CBI  or  perhaps  from  our  own  officials,  it 
possible  to  make  a reasonable  case.  But  the 
fundamental  problem  is  that  of  getting  the 
information  to  the  standards  of  proof  which 
are  required  by  international  rules,  which 
allows  ample  scope.  I am  afraid,  for  those 
who  want  to  procrastinate  to  do  so.  There 
is  a feeling  that,  if  the  country  complained 
about  procrastinates,  refuses  to  provide 
information  in  good  time,  then  the  Com- 
mission should  arrive  at  a conclusion  on  the 
basis  of  the  facts  it  has  before  it  and  not 
wait  until  it  has  an  absolute  cast  iron  case. 

476.  I am  sorry  to  press  this  point  but 
what  is  the  longest  case  in  time  you  have  on 
your  records  when  anti-dumping  has  been 
required?  Would  you  deal  with  this  in  the 
second  part  of  your  answer:  we  have  been 
told  the  EEC  do  not  deal  with  such  cases  as 
rapidly  as  our  Department  of  Trade  did 
when  it  was  responsible.  It  would  be  helpful 
if  you  could  comment  on  that  remark. 

(Mr  Mason.)  I can  only  answer  the  first 
question  from  memory,  but  I can  think  of 
one  which  has  taken  up  to  two  years.  I think 
the  current  figure  for  average  time  taken 
for  the  Commission  is  around  about  seven 
months  or  something  like  that,  which  is  not 


Mr  Crowther 

477.  Is  the  list  you  have  just  read  a list 
of  currently  outstanding  complaints? 

(Mr  Mason.)  Yes,  under  investigation. 

Chairman 

478.  Some  of  which  are  up  to  two  years? 

(Mr  Mason.)  Not  particularly  on  this  list, 

no. 

479.  There  is  another  list? 

(Mr  Mason.)  It  is  one  I am  speaking  of 
from  memory  and  it  goes  back  several 
years. 

480.  But  it  is  not  on  this  list?  Is  it  that 
the  existing  anti-dumping  legislation  is 
inadequate,  or  is  it  inadequately  enforced? 

(Mr  Mason.)  I would  say  it  is  the  second 
point. 


481.  Because  the  rules  are  stiff.  Then 
may  I ask  what  you  feel  should  be  done 
about  it,  because  many  of  our  manufactur- 
ers have  a great  sense  of  grievance  that 
nothing  appears  to  be  done.  They  are  given 
an  8-page  document  to  fill  in  from  the  EEC 
which  they  struggle  to  complete  and  then 
they  find  it  is  bounced  back  at  them  because 
they  have  probably  missed  out  a comma  or 
not  crossed  a “t”,  or  words  to  that  effect. 
What  can  you  do  to  help  to  get  this  period 
of  time  shortened,  or  the  procedures 
simplified? 

(Mr  Mason. ) The  procedures,  Chairman, 
are  prescribed  by  international  obligations! 

I think  it  would  be  fruitless  as  a short  term 
operation  to  try  and  get  them  changed 
because  they  are  laid  down  in  GATT  codes. 
Where  the  problem  lies  is  in  the  interpret- 
ation, and  I think  that  officials  should  be 
satisfied  with  a somewhat  less  good  stand- 
ard of  proof  than  they  now  require  and  that 
they  should  not  allow  countries  who  wish 
to  procrastinate  and  withhold  information 
or  raise  new  objections  to  do  so;  they  should 
cut  through  this  and  say  “On  the  facts  as 
we  had  them  before  us  we  think  that  there 
is  a case  of  dumping",  and  they  should 
apply  the  duty.  That  would  cut  down  the 
time  as  much  as  anything  I think. 

Mr  Foster 

482.  I did  want  to  ask  this  question  on 
a previous  section,  I hope  you  will  bear 
with  me.  How  significant  is  the  problem  of 
goods  imported  into  Britain  from  Comecon 
countries,  and  into  other  EEC  countries? 

(Mr  Rigby.)  The  so-called  DDR  loophole 
— Graham,  how  accurately  do  we  know 
the  answer  to  that7 

(Mr  Mason.)  I think  the  answer  is  that 
we  just  do  not  know.  We  do  not  have  the 
figures  but  we  have  a number  of  allegations, 
particularly  in  the  clothing  field  and  in  hand 
tools.  Those  are  the  sorts  of  industries,  but 
we  do  not  have  enough  hard  evidence  al 
the  moment  to  pursue  it  and  we  do  not  have 
enough  hard  evidence  really  about  the  way 
the  West  German  Government  polices  the 
arrangements. 

Mr  Emery 

483.  If  we  are  considering  the  obtaining 
of  a balance  of  fair  trading  conditions  gen- 
erally, obviously  the  GATT  safeguard 
clauses  in  their  operation  are  of  very  con- 
siderable importance.  How  does  the  CBI 
consider  the  GATT  safeguarding  clauses 
are  being  interpreted  at  the  moment,  and 
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enforced?  Do  they  think  that  this  is  ade- 
quate and,  if  it  is  not,  what  sort  of  article 
_ is  it  Article  19  or  20  — should  HMG  and 
the  EEC  now  aim  to  obtain? 

(Mr  Mason.)  I think  the  answer  to  that, 
Chairman,  is  that  the  type  of  safeguard 
clause  which  the  British  Government,  of 
course,  and  the  EEC  which  is  negotiating, 
is  trying  to  get  is  the  one  we  would  support 
and  the  two  main  elements  of  this  are  these . 
First  of  all,  only  the  offending  supplier 
should  see  his  sales  restricted  by  quotas  and 
not  everybody,  and  that  has  been  a major 
inhibiting  factor  — that  quotas  have  to  be 
applied  against  all  suppliers  regardless  of 
whether  they  were  actually  hurting  our 
industry.  Secondly,  there  should  be  a rea- 
sonable amount  of  multilateral  surveillance 
but  not  that  we  should  get  locked  into  pro- 
cedures which  would  effectively  delay 
action  to  protect  our  industries  when  it  was 
clear  that  they  were  being  seriously  dis- 
rupted over  a short  time-scale.  Those  are 
the  two  objectives  which  I think  both  the 
British  Government  and  the  EEC  have 
clearly  in  mind,  but  this  requires  the  assent 
of  all  our  trading  partners  if  we  are  going  to 
have  it  all  prescribed  in  GATT.  Until  then 
I think  we  must  do  what  we  have  been 
doing,  that  is  to  say,  so  interpreting  the 
existing  GATT  Article  19  that  this  allows 
us  to  do  selective  operation. 

484.  Could  I pursue  that  further.  The 
simplicity  of  the  procedures  seems  to  me  to 
be  of  the  greatest  relevance.  I am  not  cer- 
tain that  that  has  existed  in  the  past.  Is  it 
the  view  of  the  CBI  that  the  British  Gov- 
ernment and  the  EEC  have  looked  at  this 
thing  very  carefully  and  that  the  proposals 
for  the  procedures  in  a newly  negotiated 
article  are  as  simple  as  we  can  get  them? 

(Mr  Mason.)  1 think  they  probably  are. 
The  key  thing  is  that  one  can  take  emer- 
gency action  without  having  to  refer  to 
anybody.  If  you  get  locked  into  a situation 
where  you  must  consult  first,  then  I think 
it  would  be  a way  to  inadequacy  again.  By 
all  means  warn  the  trading  partner  that  you 
may  have  to  take  emergency  action  but  do 
not  have  a requirement  to  consult  with  him 
first  if  the  situation  is  serious.  I think  that 
is  the  key  provision. 

Mr  Foster 

485.  At  a time  when  British  industries 
are  suffering  from  increasing  import  pene- 


tration, have  you  reached  any  conclusion 
on  the  core  industries  thesis  put  forward  in 
your  paper,  M12* , paragraph  66,  and  if  you 
have,  what  do  you  think  are  the  implica- 
tions for  Government  policy? 

(Mr  Rigby.)  No,  we  have  not  come  to 
any  conclusions.  I think  you  will  find  that 
that  is  one  of  the  three  suggestions  that  we 
make.  The  whole  purpose  of  this  document 
was  to  spark  off  discussion  among  our  mem- 
bers to  get  them  to  face  up  to  the  conflicting 
problems  and  to  give  them  a number  of 
alternatives  to  chew  on.  In  some  ways  it  is 
unfortunate  that  that  is  not  only  underlined 
but  is  obviously  an  attractive  phrase  which 
has  found  its  way  into  all  sorts  of  odd  places 
without  the  other  two  options.  So,  the  doc- 
ument itself  is  a consultative  document  and 
we  are  consulting  our  members  at  the 
moment  in  order  to  come  to  some  conclu- 
sion on  these  alternatives.  The  indications 
are  that  our  members  do  not  want  and  are 
not  looking  for  a significant  amount  of  pro- 
tection, and  that  the  problems  of  choosing 
core  industries  as  opposed  to  non-core 
industries,  the  problems  of  fairness 
between  those  who  might  be  in  and  those 
who  might  be  out,  the  problem  of  ensuring 
that  a temporary  “hospitalisation”,  if  you 
like,  inside  a core  could  actually  be  used  to 
make  progress  towards  long-term  compet- 
itiveness which  could  not  be  achieved  by 
any  other  means  — those  are  the  formida- 
ble problems  and  on  the  whole  I believe 
that  our  members  arc  tending  to  say  what 
we  expected  them  to  say  and  that  is  that 
there  are  too  many  jobs  which  are  actually 
dependent  on  exports  for  us  and  too  many 
jobs  that  are  ultimately  long-term  depend- 
ent on  individual  industries  and  companies 
being  competitive  by  world  standards  that 
elements  of  protection  are  rather  a snare 
and  delusion  and  should  be  avoided  at  all 
costs.  I think  that  is  where  we  are  moving 
but  we  are  in  the  middle  of  consultation. 

486.  Can  I ask  you  if  I heard  you  cor- 
rectly. You  said  most  of  your  members  are 
saying  that  they  really  do  not  want  very 
much  protection  because  that  seems  to  be 
a very  different  message  from  the  one  that 
some  of  us  have  been  hearing  over  the  last 
few  months? 

(Mr  Rigby.)  I do  not  know  how  repre- 
sentative your  sample  is,  of  course.  I said 
that  most  of  our  members  see  the  disadvan- 
tages in  total  of  protection . Of  course  .there 
are  industries  that  have  short-term  prob- 
lems but  some  of  them  are  already  subject 
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to  short-term  alleviation  of  one  sort  or 
another,  such  as  textiles  under  the  MFA  or 
voluntary  arrangements  whereby  overseas 
suppliers  are  deliberately  restricting  on  a 
voluntary  basis  their  sales  in  this  country 
for  a time.  So,  I am  not  saying  that  no  one 
needs  “hospitalisation”.  I am  saying  that  I 
think  the  bulk  of  our  membership  have  a 
very  great  interest  in  freedom  of  trade  and, 
therefore,  it  is  something  they  will  jeopar- 
dise only  after  they  have  exhausted  all  other 
opportunities. 

Mr  Crowther 

487.  Do  most  of  your  members  take  an 
active  part  in  the  debate  on  matters  of  this 
kind  at  all? 

(Mr  Rigby.)  The  way  in  which  we  are 
consulting  is  that  we  have  widely  publicised 
the  fact  that  we  are  doing  it.  We  had  a 
debate  at  our  conference  last  year.  The 
document  was  only  just  available  at  that 
time  but  the  conference  debate  set  the 
scene,  as  it  were,  for  that  document  being 
widely  published.  We  are  consulting  13 
regions  and  those  13  regions  all  nave 
regional  councils  and  the  regional  council- 
lors have  an  obligation  not  just  to  say  what 
they  believe  is  right  for  theiT  individual 
company  but  they  are  elected  and  they  have 
a representational  function  and  we  expect 
them  to  be  able  to  reflect  other  people’s 
views  than  their  own.  We  have  all  the  main 
sectors  of  industry  in  membership  through 
their  trade  associations.  We  are  consulting 
those  trade  associations  as  well  and  we  will 
bring  the  whole  thing  back  together  again 
and  it  will  have  to  be  approved  by  our 
council,  which  is  another  400  members.  I 
think  through  that  process  we  should  get  a 
very  good  feel  for  the  balance  of  interest  as 
expressed  by  British  industry  and  I have  no 
doubt  that  the  subject  will  come  up  again 
at  our  next  conference,  where  another 
1,000-odd  people  will  be  able  to  express  a 
view. 

Chairman 

488.  Mr  Rigby,  I began  this  line  of 
questioning,  you  may  recall,  by  asking  one 
or  two  questions  on  macro-economics  and 
1 am  wondering  if  Mr  Glynn,  your  Econom- 
ics Director,  has  any  views  upon  the  points 
generally,  especially  with  regard  to  the 
obstacles  to  trade  we  have  been  discussing 
and  any  steps  which  the  Government 
should  be  taking  to  stem  the  tide  of  imports 
of  manufactured  goods.  We  would  welcome 
any  views  he  has? 
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(Mr  Glynn.)  The  main  point  is  the  one 
you  asked,  which  was  very  fairly  answered 
by  Mr  Rigby,  and  this  was  to  try  and  get  a 
sense  of  perspective  between  the  different 
obstacles  to  trade  on  one  side  and,  on  the 
other,  the  overall  competitiveness  of  the 
economy  and  of  industry.  This  is  some- 
thing, I would  say,  which  has  been  implicit 
in  everything  that  has  been  said  so  far: 
firstly,  that  tne  degree  of  overall  competi- 
tiveness in  absolutely  basic  and  important, 
and  the  fact  that,  measured  as  a comparison 
of  the  unit  cost  of  production  here  and  in 
our  competitor  countries,  we  have  lost  very 
markedly  in  terms  of  competitiveness  in  the 
last  few  years,  is  a fundamental  reason  why 
the  prospects  for  trade  are  very  disturbing. 
The  second  reason  is  one  which  is  less 
within  our  control,  that  is,  that  world  trade 
growth  generally  is  obviously  in  a depressed 
state.  Those  are  the  two  general  reasons. 
Having  said  that,  it  obviously  heightens  the 
importance  of  doing  everything  that  can 
possibly  be  done  to  improve  the  details  of 
the  trade  arrangements.  In  a period,  in 
other  words,  when  we  are  going  to  be  very 
toughly  pressed  by  the  general  economic 
situation,  the  importance  which  has  always 
been  there  of  getting  Government  and 
other  support  for  our  own  exporters  at  least 
as  good  as  that  enjoyed  by  other  countries’ 
exporters,  getting  the  machinery  for  pro- 
tecting our  own  firms  against  unfair  dumped 
exports  at  least  as  good  as  anybody  else’s, 
if  not  better,  is  heightened.  This  is  why  I 
would  say  you  are  asking  the  questions  in 
the  good  and  pointed  way  you  have  been, 
and  why  CBI  experts  in  these  fields  have 
been  applying  themselves  to  the  same 
issues.  In  other  words,  the  point  I would 
want  to  make  has  been  implicit  in  the  whole 
of  the  conversation  so  far,  except  that  I am 
glad  to  have  the  opportunity  of  underlining 
this  loss  of  55-60  per  cent  cost  competitive- 
ness since  the  end  of  1976,  which  is  a hor- 
rendous loss. 

Mr  Crowther 

489.  How  much  is  due  to  exchange 
rate? 

(Mr  Glynn.)  About  half.  The  remainder 
is  due  to  the  fact  that  our  inflation  has  been 
higher  than  other  countries  and  our  pro- 
ductivity worse. 

Mr  Emery 

490.  Sir  Donald  will  correct  me  if  this 
question  has  been  posed  earlier.  I just 
wanted  to  ask,  beanng  in  mind  what  Mr 
Rigby  has  said,  what  is  the  general  view  of 
the  CBI  about  the  efficiency  and  assistance 
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that  is  available  to  a British  exporter  from 
the  BOTB.  Do  they  believe  this  is  suffi- 
cient? How  would  they  like  to  see  it 
improved  if  they  could  have  their  way? 

(Mr  Rigby.)  We  did  cover  that  but  I can 
say  very  quickly  we  — Geoffrey  Nichols 
and  I — sit  on  the  BOTB  as  CBI.  We  have 
quite  deliberately  trawled  our  members 
who  are  exporters  to  find  out  which  parts 
of  the  BOTB  services  — export  services 
generally  — are  appreciated,  which  ones 
are  given  the  highest  priority  for  retention 
at  a time  when  we  are  trying  to  cut  or  hold 
public  expenditure,  and  our  advice  has  been 
taken  on  board.  So  that  we  are  satisfied 
that,  given  stringency,  the  pattern  is  reflect- 
ing the  views  of  the  users  of  the  services  as 
to  what  they  think  is  important.  When  it 
comes  to  comparing  the  British  services 
with  the  countries  against  whom  we  com- 
pete, broadly  speaking  we  believe  that  our 
services  are  competitive,  they  are  not  dra- 
matically better  or  dramatically  worse  than 
anyone  else’s.  There  are  features  in  each 
country’s  mix  which  are  slightly  better  than 
another;  some  of  ours  are  better  and  more 
ingenious  and  more  enterprising  perhaps 
than  those  of  some  other  countries.  I think 
the  recently  introduced  market  entry  guar- 
antee scheme,  although  it  is  a small 
spender,  is  a typical  enterprising  way  to  use 
money  to  stimulate  the  entry  of  exporters 
into  markets  that  they  would  not  otherwise 
get  into.  So  some  parts  of  the  mix,  I think, 
we  are  ahead  in,  in  some  parts  we  may  be 
marginally  behind.  But  broadly  speaking 
we  think  we  have  a competitive  mixture. 

491.  1 believe  it  is  the  case  that  we  spend 
£80  million  plus  where  the  Germans  spend, 
although  in  different  ways  because  they  are 
assessed  in  different  ways,  in  total  only 
about  half  of  what  we  do.  I would  therefore 
have  hoped  the  answer  I was  going  to  get 
from  you  was  that  we  were  very'  much  better 
than  the  Germans.  We  ought,  if  we  are 
looking  at  cost-effectiveness,  to  be  getting, 
if  not  double,  certainly  an  arithmetical 
improvement  on  that  which  is  available  to 
one  of  our  own  EEC  competitors. 

(Mr  Rigby.)  I am  not  aware  that  there 
are  comparisons  which  are  that  clear,  Sir. 
The  Germans  do  not  spend  as  much  on 
some  of  the  direct  supports  like  trade  fairs 
but  they  spend  an  awful  lot  of  money  on  the 
overseas  chambers  of  commerce  that  we  do 
not.  Certainly  we  have  asked  the  question 
on  a number  of  occasions  in  the  British 
Overseas  Trade  Board  for  comparisons 
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against  what  other  people  are  doing.  The 
answer  I gave  you  is  the  conclusion  we  have 
come  to  that  broadly  it  is  similar,  but  I have 
not  seen  anything  which  suggests  reliably 
that  we  are  spending  twice  as  much  as  the 
Germans. 

(Mr  Nichols.)  Neither  have  I. 

492.  We  will  check  up  on  that  because 
I believe  those  figures  are  approximately 
accurate. 

(Mr  Rigby.)  Any  information  on  relative 
spending  would  be  welcome  because  it  is 
extremely  difficult  to  get  it. 

Mr  Foster 

493.  Can  I again  ask  a rather  general 
question?  You  are  talking  about  our  loss  of 
competitiveness.  How  convinced  are  you 
that  we  can  regain  some  of  that  lost  com- 
petitiveness in  view  of,  one,  the  recession 
which  we  are  entering  and,  two,  the  impres- 
sion one  gets  that  in  some  of  our  industries 
we  have  gone  so  far  that  to  put  things  right 
would  need  perhaps  a period  of  hospitalis- 
ation, as  you  said  earlier? 

(Mr  Glynn.)  I am  not  at  all  confident  on 
that  point.  It  is  one  of  the  fundamental 
worries  and  problems  for  the  economy.  I 
think  that  over  the  next  several  years  the 
North  Sea  implication  on  the  exchange  rate 
is  going  to  mean,  whatever  else  happens, 
the  pound  is  going  to  be  relatively  strong  so 
that  element  of  the  competitiveness  (and 
that  has  good  effects  as  well  as  damaging 
effects,  it  is  very  helpful  on  the  inflation 
front  and  so  on)  is  not  going  to  ease.  The 
other  elements  are  inflation  and  productiv- 
ity. Taking  them  in  reverse  order,  the  cycl- 
ical effect  of  the  recession  on  productivity 
is  on  balance  unfavourable  but  the  more 
important  question  is  the  longer  term 
underlying  improvement  in  productivity, 
working  practices,  efficiency  of  industry 
generally  — lam  not  pointing  any  fingers 
at  any  particular  place  here  — and  the 
severity  of  the  test  which  many  companies 
are  facing  will  have  some  good  as  well  as 
some  baa  effects  on  that.  How  will  it  come 
out?  We  at  the  CBI,  like  other  people  as 
well,  are  straining  every  nerve  we  can  to 
maximise  the  chances  of  it  coming  out 
favourably,  that  is,  on  the  productivity  side. 
I cannot  myself  think  that  anything  like  the 
order  of  magnitude  of  55-60  per  cent  which 
I was  talking  about  is  achievable  in  the  next 
few  years  — obviously  not.  We  must  do 
everything  we  can  to  improve  that.  The 
other  element  is  the  big  one  and  this  is 
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inflation,  Here  what  you  and  we  are  are 
asking  about  — this  is  the  crucial  issue  — 
is  the  speed  with  which  the  inflation  adjusts 
downwards  to  the  restrictive  fiscal  and  mon- 
etary policies  which  are  entirely  supported 
by  the  CBI,  because  you  must  beat  infla- 
tion. This  is  a necessary  part  of  doing  that. 
If  the  domestic  costs  adjust  rapidly  to  the 
tough  competitive  situation,  then  we  can 
get  back  a part  of  the  loss  of  competitive- 
ness and  the  prospect  is  then  reasonably 
favourable,  with  North  Sea  oil,  in  general 
for  the  economy,  with  rather  favourable 
good  prospects  in  the  medium  term.  If  there 
is  a very  long  stubborn,  sluggish  response 
of  domestic  inflation  to  the  new  conditions, 
then  the  trading  prospects  and  prospects 
for  the  economy  and  industry  generally  are 
bleak.  That  in  a word  is  what  the  economic 
issue  is.  If  I could  put  it  in  a sentence  I 
would  say  that  is  really  what  it  is  about, 
competitiveness  is  absolutely  basic  to  our 
prospects  for  getting  back  to  growth  and 
prosperity  generally.  As  I was  saying  earlier 
this  is  why,  as  well  as  the  general  econom- 
ics, it  is  absolutely  vital  at  this  time  to  be 
doing  everything  we  can  in  every  possible 
field  which  contributes  to  any  improvement 
even  if  the  individual  step  is  a marginal  one. 
We  need  every  bit  we  can  get  by  way  of 
improvement  in  competitiveness  over  the 
next  two  or  three  years. 

(Mr  Rigby.)  Could  I add,  going  down 
from  the  macro-economics  to  the  micro 
scale.  1 think  there  is  no  doubt  that  the  loss 
of  competitiveness  is  much  more  widely 
understood,  I think  there  is  much  more 
concern  among  managers  of  businesses  and 
people  employed  in  businesses.  One  has  to 
admit,  if  as  the  statistics  suggest  our  pro- 
ductivity is  so  much  lower  than  that  of  most 
or  our  competitors  because  it  has  not  grown 
at  the  same  pace  over  the  last  few  years, 
there  must  be  scope  to  do  something  about 
it  and  one  of  the  problems  I always  feel  is 
that  it  is  quite  easy  to  see  the  large-scale 
negative  problem,  the  loss  of  50,000  jobs  in 


steel  or  whatever  it  is  which  comes  in  large 
visible  slugs;  what  is  much  more  difficult  to 
see  is  where  those  jobs  are  being  taken  up 
in  a myriad  of  much  smaller  companies.  I 
was  heartened  the  other  day,  listening  to 
the  Regional  Development  Officer.  I think 
he  is  called,  in  Corby,  who  was  saying  that 
because  the  labour  force  there  which  is 
coming  on  to  the  market  is  so  skilled,  indus- 
try is  being  attracted  and  industry  is  going 
into  that  area  preferentially  to  other  parts 
of  the  country.  So,  I think  that  the  change 
is  taking  place.  The  trouble  is  knowing  how 
quickly  it  will  take  place,  and  one  of  the 
problems  in  predicting  what  will  happen  is 
that  some  of  the  down  signs  are  much  more 
visible  than  the  up  signs. 


Chairman 

494.  That  seems  to  conclude  the  series 
of  questions  we  wished  to  ask  you  and  your 
colleagues  this  morning,  but  I wonder 
whether  there  is  anything  you  or  your  col- 
leagues would  care  to  say  on  any  matters 
that  you  think  we  should  have  referred  to 
and  have  not  done  so? 

(Mr  Rigby.)  Subject  to  what  my  col- 
leagues say,  I would  not  have  thought  so. 
I would  have  thought  you  had  given  the 
subject  quite  a going  over  this  morning.  If 
there  are  any  particular  avenues  you  wish 
to  pursue  or  any  additional  evidence  you 
feel  on  reflection  you  may  need,  we  would 
be  happy  to  provide  it  to  you  in  writing  or 
in  such  other  way  as  you  may  need  it. 

(Chairman.)  Thank  you  very  much.  It 
remains  for  me  to  thank  you  and  your  col- 
leagues for  your  attendance  this  morning 
ana  for  the  clear  and  helpful  answers  you 
have  given  us.  Some  of  my  colleagues  had 
to  withdraw  early,  not  out  of  disrespect  to 
you  and  your  colleagues  but  out  of  respect 
to  a former  colleague  whose  memorial  serv- 
ice they  were  attending.  On  behalf  of  all  of 
us  thank  you  very  much  indeed  for  your 
presence  this  morning. 
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WEDNESDAY,  16  APRIL  1980 


Members  present: 


Mr  Kenneth  Carlisle 
Mr  Stan  Crowther 
Mr  Peter  Emery 
Mr  Derek  Foster 
Mr  Russell  Ken- 


Sir  Donald  Kaberry,  in  the  Chair 

Mr  Robin  Maxwell-Hyslop 
Mr  Thomas  McNally 
Mr  Ian  Mikardo 
Mr  Donald  Thompson 


Mr  David  Basnett,  Chairman  of  the  Economic  Committee,  General  Secretary  of  the 
General  and  Municipal  Workers’  Union;  Mr  Alec  Smith,  Chairman  of  the  TUC’s  Textile, 
Clothing  and  Footwear  Industries  Committee,  General  Secretary  of  the  National  Union 
of  Tailors  and  Garment  Workers;  Mr  Bill  Sirs,  Member  of  the  General  Council,  General 
Secretary  of  the  Iron  and  Steel  Trades  Confederation;  Mr  Stan  Pemberton,  Member  of 
General  Council  of  TUC,  Chairman  of  the  Executive  of  the  Transport  and  General 
Workers’  Union;  Mr  David  Lea,  OBE,  Assistant  General  Secretary  and  Mr  Bill 
Callaghan,  Secretary  Economic  Department,  Trades  Union  Congress,  called  in  and 
examined. 


Chairman 

495.  Good  morning,  gentlemen.  May  I 
welcome  you  to  this  public  sitting  of  the 
Select  Committee  on  Industry  ana  Trade. 
If  I may  address  my  remarks  particularly  to 
you  Mr  Basnett,  as  Chairman  of  the  Eco- 
nomic Committee  of  the  TUC,  that  might 
be  easiest. 

(Mr  Basnett.)  Thank  you  very  much.  I do 
not  know  what  your  wish  is  — do  you  wish 
me  to  make  an  opening  statement? 

496.  No.  I have  a bit  of  a welcome  to 
make  to  you,  and  thereafter  we  have  a 
series  of  questions  which  each  of  you  may 
answer  as  best  may  be  the  case.  What  I 
would  like  to  do  is  welcome  you  all  here  to 
this  meeting  of  our  committee.  We  have 
already  taken  evidence  from  some  Govern- 
ment departments,  and  also  from  the  CBI. 
You  have  very  kindly  provided  us  with  the 
TUC  Economic  Review  1980  and  Chapter 
3 on  Industrial  Policy  is  the  basis  of  our 
questioning  today.  As  you  know,  we  are 
concerned  with  the  simple  question  yet  very 
difficult  one  to  answer  in  any  way  as  to  why 
this  country  does  not  export  more  and  why 
we  import  so  much.  We  are  particularly 
concerned  with  the  encouragement  of 
exports  and  it  is  on  that  question  that  we 
would  first  like  to  ask  you  some  questions. 

I understand,  Mr  Basnett,  you  are  rather 
anxious  to  make  a short  introductory 
statement? 

(Mr  Basnett.)  Yes,  if  that  is  agreeable  to 
you,  because  we  have  been  in  correspond- 
ence with  the  Government  over  trade  mat- 

Printed  image  digitised  by  the  Universit 

Printed  image  digitised  by  the  University  of  Southampton  Lil 


ters  recently  and  I think  it  might  be  useful 
to  refer  to  that  correspondence  and  give 
you  some  indication  of  our  general  attitudes 
to  trade,  particularly  in  relation  to  imports, 
though  I understand  what  you  say  about 
the  importance  of  exports  in  this.  I think 
with  yourselves  we  are  concerned  at  the 
deterioration  of  our  trading  position  which 
has  now  reached  critical  proportions.  We 
think  without  the  lifeline  of  North  Sea  oil, 
a lifeline  which  we  have  got  to  remember 
will  probably  be  withdrawn  in  late  1980s  or 
early  in  the  next  decade,  it  is  difficult  to  see 
how  the  United  Kingdom  would  even  pay 
for  the  most  essential  imports.  Of  particular 
concern  to  us  and  of  course  to  your  Com- 
mittee is  the  worsening  trade  performance 
of  the  United  Kingdom  manufacturing 
industry.  In  the  past,  to  state  the  obvious, 
the  United  Kingdom  has  relied  on  its  sur- 
plus of  manufactures  to  pay  for  its  imports 
of  food  stuffs  and  materials.  This  surplus  is 
diminishing  rapidly.  In  1963  the  UK 
exported  double  the  amount  of  manufac- 
tures that  it  imported.  By  1970  its  manufac- 
tured exports  had  fallen  to  one  and  a half 
times  the  volume  of  imports.  By  1977  it  had 
fallen  to  one  and  a quarter  times.  Last  year, 
manufactured  exports  were  only  5 per  cent 
higher  than  manufactured  imports.  In  the 
next  year  or  two  we  could  see  m the  United 
Kingdom,  which  we  know  of  as  the  original 
workshop  of  the  world,  a deficit  in  our 
manufacturing  trade  which  we  all  regard  as 
a most  alarming  situation.  It  is  against  this 
background  that  the  TUC  has  called  for  a 
co-ordinated  industry  and  trade  policy 
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[Chairman  Could.} 

which  is  set  out  in  the  Economic  Review  in  synthetic  fibres,  it  has  been  too  little,  too 
— copies  of  which  have  been  sent  to  you.  late,  but  of  course,  this  is  not  surprising 
The  TUC  has  repeatedly  called  for  import  There  is  a philosophy  of  free  trade  followed 
penetration  ceilings  to  be  set  on  an  industry  by  the  Government,  an  adherence  to  poli- 
bv  industry  basis  above  which  imports  ctes  of  free  market  economy  and  monetar- 
should  not  rise.  When  a ceiling  is  threat-  ism  that  appears  to  us  to  be  determined  to 
ened  by  rising  import  penetration,  the  Gov-  make  the  UK  an  open  market,  whatever 
ernment,  employers  and  trade  unions  the  cost  to  our  producers,  and  almost 
should  take  action  to  ensure  that  the  ceiling  regardless  of  the  behaviour  of  our  compet- 
is  not  breached.  Action  can  of  course  take  itors.  The  Government  fail  to  recognise 
many  forms.  It  could  include  the  imposition  that  we  do  not  live  in  a world  of  free  trade 
ofquotacontrolsasinmotorcarsandtyres;  versus  protectionism  but  in  a world  where 
international  trade  agreements  as  in  tex-  trade  is  ostensibly  free  but  increasingly 
tiles;  anti-dumping  measures  as  in  clothing;  managed  to  some  degree.  Trade  manage- 
maker-user  agreements  as  in  footwear;  ment  can  take  many  forms  and  I would  like, 
joint  union  management  task  forces  for  Chairman,  to  draw  your  attention  to  page 
example  in  the  construction  equipment  41  of  our  report,  where  we  show  the  per- 
industry.  If  it  is  your  wish,  later  on,  I could  centage  of  managed  trade  in  relation  to 
elaborate  on  more  of  these  measures  in  each  country.  It  does  seem  to  us  that  John 
other  industries.  The  difficulty  that  faces  us  Nott’s  reply  relates  to  a philosophy  which, 
on  this  is  that  the  TUC  has  called  for  these  in  view  of  these  facts,  is  somewhat  out  of 
import  penetration  ceilings  and  has  not  only  date,  and  the  Government,  I regret  to  say, 
been  ignored,  but  has  been  misinterpreted  appears  to  be  complacent  in  that  the  reply 
by  the  Government.  In  March  the  TUC  we  received  claims  that  though  we  arc 
wrote  to  the  Secretaries  of  State  for  Trade  importing  more  we  are  also  exporting  more, 
and  Industry  outlining  their  concern  at  the  Of  course,  Chairman,  we  recogmse  the 
severe  impact  of  import  penetration  on  out-  importance  of  exports  to  the  economy  and 
put  and  employment  in  some  of  our  major  we  recognise,  as  has  been  pointed  out  to 
manufacturing  industries.  Motor  cars,  tex-  us,  that  the  UK  has  broadly  held  its  share 
tiles,  clothing  and  footwear  and  steel  were  of  world  trade  at  9 per  cent  over  the  past 
specifically  referred  to.  I should  like  to  six  or  seven  years.  However,  it  is  these 
emphasise  that  in  that  letter  the  TUC  called  facts,  alongside  the  fact  of  our  rapidly  dis- 
for  selective  import  controls  to  be  imposed  appearing  manufacturing  trade  surplus  and 
in  these  and  other  import  sensitive  indus-  the  startling  fact  that  over  the  past  two 
tries,  backed  by  a programme  of  Govern-  years  manufacturing  imports  increased  at 
ment  assisted  investment  and  ten  times  the  rate  of  manufacturing  exports 
modernisation  in  these  industries  to  enable  — 30  per  cent  compared  with  3 per  cent 
them  to  re-equip  and  re-structure  to  meet  — which  convinces  us  that  the  United  King- 
future  international  competition.  The  reply  dom's  trading  problem  is  an  excessive  tend- 
from  the  Secretary  of  State  for  Trade  shows  ency  to  import  rather  than  an  inadequate 
that  the  Government  have  fundamentally  ability  to  export.  Another  feature  of  our 
misunderstood  the  TUC’s  approach.  The  trading  performance  which  worries  us  is 
Secretary  of  State  for  Trade  suggests  that  lhat  the  United  Kingdom  is  increasingly 
our  policy  of  import  penetration  ceilings  is  developing  a tendency  to  trade  down-mar- 
implicitly  a policy  for  general  import  con-  ket.  Many  Sector  Working  Parties  and  Eco- 
trols.  Firstly,  the  ceilings  are  those  agreed  nomic  Development  Committees  are 
on  a tripartite  basis  most  commonly  by  reporting  that  their  industrial  sectors  are 
unions,  management  and  Government  rep-  increasingly  concentrating  on  producing 
resentatives  on  a particular  sector  working  goods  of  low  or  middle  categories  of  tech- 
party  or  economic  development  committee.  nological  accomplishment.  If  this  tendency 
They  are  of  course  a guide  for  action  not  a continues  there  are  obvious  dangers  for  the 
control.  Inevitably  such  a policy  means  that  United  Kingdom.  In  the  first  place,  the 
action  will  only  be  taken  and  can  only  be  United  Kingdom’s  ability  to  compete  on 
taken  in  selective  import  sensitive  sectors,  price  alone  will  be  seriously  restrained  by 
I re-emphasise  the  point  that  the  Secretary  the  newly  found  strength  of  the  pound, 
of  State  appears  to  have  missed.  We  are  in  Secondly,  as  the  newly  industrialising  coun- 
favour of  selective  not  general  import  con-  tries  further  develop,  their  ability  to  outsell 
hols.  Of  course,  Chairman,  we  support  the  the  United  Kingdom  in  the  manufacture  of 
limited  action  taken  by  the  Government  in  these  less-advanced  products  will  increase, 
a number  of  industries  but  all  too  often  as  I would  like  to  conclude  by  highlighting 
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what  I think  is  the  essential  difference 
between  the  TUC  and  the  Government  on 
this  issue.  The  Government  say,  import 
controls,  treat  the  symptoms  rather  than 
the  disease.  We  would  agree  that  import 
controls  by  themselves  are  not  enough,  but 
they  do  afford  a breathing  space  so  that  we 
can  improve  our  investment  and  industrial 
performance.  As  the  Economic  Review 
makes  abundantly  clear,  policies  on  imports 
must  be  backed  up  by  industrial  policies, 
but  Government  policies  are  going  in  the 
opposite  direction.  They  have  emasculated 
the  NEB  and  they  are  slashing  support  for 
industry  by  at  least  half  in  the  next  five 
years.  The  combination  of  the  Govern- 
ment’s current  economic  policies,  particu- 
larly on  free  trade,  poses  a threat  to  the 
survival  of  our  manufacturing  industry,  and 
the  TUC,  as  it  does  in  the  Economic 
Review,  calls  for  a policy  of  controls  on 
damaging  imports  and  the  modernisation 
of  British  industry  to  put  the  British  econ- 
omy back  on  its  feet.  Thank  you  for  allow- 
ing me  to  make  that  statement,  which 
reflects  what  we  say  in  the  Economic 
Review  but  equally  deals  with  our  recent 
correspondence  with  the  Secretaries  of 
State  tor  Trade  and  Industry. 


related  developments,  such  as  cut-backs  of 
staff  and  facilities  at  Government  testing 
centres,  delaying  export  certification  and, 
related  to  that  in  terms  of  public  expendi- 
ture, decreasing  the  overseas  aid  pro- 
gramme, will  certainly  not  assist  UK 
exporters  at  a time  when  export  markets 
are  tightening,  so  we  are  worried  about  the 
trend  of  assistance.  I do  not  think  we  would 
quarrel  directly  with  the  argument  that  the 
package  may  be  broadly  comparable  but  in 
third  markets  we  are  perhaps  doubtful 
whether,  if  you  take  the  comparison  with 
the  Japanese  MTO  approach,  it  is  quite  as 
simple  as  that. 

499.  We  shall  come  to  the  question  of 
third  markets  very  shortly  in  our  question- 
ing, but  are  there  any  points  which  the  TU  C 
would  like  to  see  the  Government  lake 
generally  with  regard  to  export  incentives 
at  the  present  time? 

(Mr  Lea.)  You  mean  direct  incentives  as 
opposed  to  the  argument  on  the  exchange 
rate? 

500.  Yes? 

(Mr  Lea.)  No,  we  have  no  particular 
points. 


497.  Thank  you  very  much,  Mr  Bas-  MrMikardo 

nett,  for  making  that  statement.  I do  not  501.  On  the  BOTB,  is  there  any  serious 
think  it  would  be  appropriate  at  this  point  involvement  of  trade  unionists  or  trade 
in  time  to  ask  direct  questions  upon  that  union  representatives  in  outward  trade  mis- 
but  Members  will  have  the  opportunity  dur-  sions  which  are  organised  by  the  BOTB? 
ing  our  questioning  to  pick  up  some  of  the  (Mr  Lea.)  I am  glad  you  asked  that  ques- 
various  points  you  have  made  and  we  shall  tion.  1 do  not  think  it  is  an  area  where  you 
refer  back  to  it  from  time  to  time.  I would  can  have  a straightforward  statistical 
like  to  begin  by  asking  some  questions  of  answer  but  both  in  respect  of  the  export 
you  about  exports  generally.  Do  the  TUC  missions  and  something  1 was  going  to  make 
agree  with  the  CBI  who  have  told  us  a week  a point  on  later,  inward  investment  mis- 
or  so  ago  that  the  United  Kingdom  policy  sions,  until  last  year  we  got  the  impression 
of  offering  a package  of  export  incentives  that  not  only  was  Government  behind  it  but 
which  were  broadly  comparable  to  those  of  the  general  practice  was  to  involve  trade 
our  competitors  had  been  largely  achieved?  unionists,  and,  indeed,  when  the  argument 

(Mr  Basnett.)  No,  I do  not  think  we  are  is  posed  about  delivery  dates  and,  “What 
intimately  informed  on  that  subject  but  I about  the  trade  union  structure  in  Britain? 
will  ask  Mr  Lea  if  we  have  any  information  Is  that  not  going  to  affect  your  delivery 
on  that.  dates?”  To  take  a convenor  or  full-time 

official  or  somebody  who  could  answer 

498.  Perhaps  in  that  regard  he  could  directly  was  of  assistance  not  only  to  show 

also  deal  with  the  question,  if  you  do  not  that  the  chap  did  not  have  horns  but  he 
see  wholly  eye  to  eye  with  it,  of  what  you  could  give  chapter  and  verse  on  the  indus- 
feel  about  the  operation  of  the  British  trial  position.  Secondly,  he  could  come 
Overseas  Trade  Board  and  the  perfor-  back  and  say,  “I  have  been  convinced  if  you 
mance  of  the  Export  Credit  Guarantee  go  round  the  Asian  area,  or  wherever,  it 
Department?  could  be  that  we  have  problems  in  the  fol- 

(Mr  Lea.)  We  have  some  involvement  lowing  years  and  we  have  to  do  something 
with  the  BOTB.  We  think  that  the  move  to  about  them.”  So,  in  answer  to  Mr 
cut  back  the  budget  of  the  BOTB  and  Mikardo’s  question,  our  impression  is  that 
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there  has  been  a marked  run-down  of 
involvement  of  trade  unionists  over  the  last 
year. 

Chairman 

502.  Could  you  tell  us  in  any  way  from 
your  knowledge  whether  there  are  export 
incentives  that  our  Government  should  be 
offering  which  other  competitive  govern- 
ments offer  to  their  exporters  at  the  present 
time? 

(Mr  Lea.)  Points  have  been  put  in  the 
area  of  fiscal  incentives,  in  the  area  of  tax, 
which  we  know  some  other  people  are 
allegedly  offering  which  are  without  inter- 
national agreements.  We  do  not  see  any 
obvious  area  which  we  could  move  into 
which  is  not  running  into  that  difficulty, 
although  we  would  not  take  that  as  the  final 
answer,  if  it  is  clear  that  other  people  are 
developing  incentives  which  we  are  not 
using. 

Mr  Carlisle 

503.  Have  you  anything  specific  on  this 
because  obviously  if  one  is  going  to  try  and 
remedy  the  situation  one  has  to  know  spe- 
cific examples  of  where  other  countries  give 
their  exporters  more  incentives  than  we  do? 

(Mr  Sirs.)  I can  give  you  one  in  steel,  but 
not  just  particularly  for  the  exporters.  We 
have  the  situation  in  steel  where  we  now 
have  88  per  cent  of  our  imports  coming 
from  Europe.  The  reason  for  that  is  that  in 
Europe  all  the  European  manufacturers  are 
getting  government  subsidies  to  a degree 
that  is  unheard  of  on  fuel,  coke,  transport, 
research,  training,  anyone  going  on  short- 
time;  the  government  make  payments. 
What  this  does  is  to  create  for  those  steel- 
makers the  possibility  of  producing  steel 
cheaper  than  we  can  produce  it  because 
they  are  getting  a tremendous  advantage 
which  runs  into  hundreds  of  millions  of 
pounds.  What  is  happening  is  that  they  are 
able  to  sell  it  over  here  more  cheaply  than 
we  can  make  it  if  we  have  to  pay  the  interest 
burden  and  all  the  other  problems  we  have. 
Here  is  a direct  situation  in  which  the  Gov- 
ernment could  help  very  immediately  and 
independently  by  only  giving  us  the  same 
opportunities  in  the  steel  industry  as  we 
have  the  other  steel  industries  of  Europe, 
for  instance,  without  going  into  America  or 
Japan. 

Chairman 

504.  That  is  the  hidden  subsidy  that  the 
basic  supply  services  in  the  manufacture  of 
steel  — 
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(Mr  Sirs.)  It  is  not  a hidden  subsidy — it 
is  a direct  subsidy. 

505.  I wonder  if  you  could  just  take  it 
a little  step  further.  Could  you  define  the 
countries? 

(Mr  Sirs.)  Germany,  France,  Belgium; 
nearly  all  the  European  countries  and  it  is 
from  here  we  have  tremendous  import 
problems.  I believe  the  Government  should 
go  into  it  thoroughly  and  deeply.  For 
instance,  in  the  special  steels,  55  per  cent 
of  the  material  — special  steels  — is 
imported  nowadays.  It  used  to  be  about  8 
to  10  per  cent.  We  are  in  a terrible  situation. 
Our  industrial  base  is  suffering  and  you  talk 
about  core  industries.  Well  — here  we  have 
one.  It  is  because  the  assistance  is  not  com- 
ing and  all  countries  in  the  world  support 
their  steel  industries  — all  governments. 

Mr  Mikardo 

506.  Getting  away  from  steel,  is  it  not 
a fact  that  in  the  Republic  of  Ireland  there 
is  no  liability  to  tax  on  profits  derived  from 
export  activity? 

(Mr  Lea.)  I believe  that  is  true,  and  we 
would  hope  that  your  Committee  would 
investigate  the  circumstances  and  how  that 
is  compatible  with  international  rules, 
which  do  not  appear  to  be  available  here. 

Mr  Emery 

507.  Could  we  ask  Mr  Sirs  if  he  could 
put  in  a paper  which  will  put  figures  to  the 
amounts  and  in  general  to  the  points  that 
he  has  made,  because  I think  factually  we 
would  like  to  see  that  backed  up  by  some 
submissions? 

(Mr  Sirs.)  I would  be  happy  to. 

Chairman 

508.  I am  anxious  to  stick  to  the  ques- 
tion of  our  exports  rather  than  imports  to 
which  we  will  come  in  a moment.  Have  you 
any  evidence  of  any  unfair  practices  by 
competitor  countries  in  third  country  mar- 
kets? Mr  Lea  did  refer  in  part  to  it. 

(Mr  Smith.)  I would  also  like  the  oppor- 
tunity to  submit  a paper  on  tax  advantages 
that  are  given  in  certain  developing  coun- 
tries where  companies  that  go  into  these 
areas  have  massive  financial  assistance  by 
way  of  tax  holidays  and  all  sorts  of  other 
things,  which  then  operate  against  the  UK’s 
export  performance.  We  can  certainly 
make  that  information  available  to  you. 

Mr  Maxwell-Hyslop 

509.  On  that  point,  it  might  be  helpful 
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to  us  all  if  the  TUC  has  an  agreed  definition 
of  what  a developing  country  is,  so  that 
when  it  occurs  in  the  course  of  evidence  we 
all  know  that  we  are  talking  about  the  same 
thing.  Is  Brazil  a developing  country?  Is 
Taiwan  or  is  Korea? 

(Mr  Basnett.)  I think  you  are  going  to 
end  up  with  a spectrum  of  definitions. 

(Mr  Lea.)  It  has  been  largely  self- 
defining. 

Chairman 

510.  I wonder  if  I might  go  back  to  the 
question  I last  asked,  and  that  was  whether 
you  have  had  any  evidence  about  other 
unfair  practices  by  competitor  countries  in 
third  country  markets? 

(Mr  Basnett.)  We  do  not  have  any 
detailed  evidence.  Chairman,  but  we  have 
been  becoming  increasingly  aware  of  coun- 
tries like  Japan,  who  enter  these  markets 
through  initial  low  price  entry  long  term 
strategy  to  increase  their  market  share.  I 
wonder  if  in  referring  to  that  I could  just 
refer  back  to  the  importance  of  the  support 
of  banks  in  this  area  particularly  to  the 
Japanese  and  the  Germans.  We  have  seen 
a recent  example  of  major  entry  of  Japanese 
construction  equipment  manufacturers  in 
South  East  Asian  markets  at  low  prices. 
How  they  sustain  this  we  cannot  be  quite 
clear  but  clearly  their  banking  system  has 
a lot  to  do  with  it. 

(Mr  Pemberton.)  You  are  asking  ques- 
tions of  the  TUC  relating  to  the  question  of 
effects  on  import/export.  We  have  no  tan- 
gible evidence  of  such  but  we  believe  that 
some  of  the  transnational  companies  have 
been  selling  technological  know-how  to 
manufacturing  industry  abroad,  which 
includes  the  Eastern  Bloc  countries  as  well. 
In  part  of  those  bilateral  agreements  there 
is  an  undertaking  to  take  back  from  those 
countries  to  whom  they  sell  the  technology 
a high  percentage  of  their  manufactured 
goods  into  the  United  Kingdom.  I consider 
that  is  terrible,  having  been  unemployed 
for  the  first  time  in  my  life  after  44  years 
with  the  Dunlop  organisation  as  a conse- 
quence of  one  of  these  bilateral  agree- 
ments. I think  some  kind  of  research  should 
be  done.  If  these  facts  are  proven  to  be 
true,  then  it  can  lead  to  the  very  fact  of  41 
out  of  every  100  tyres  that  are  being  sold  in 
this  country  being  manufactured  abroad, 
not  only  in  low  cost  countries  like  Korea, 
but  in  Eastern  Bloc  nations  as  well,  mainly 
arising  through  bilateral  agreement 
between  multinationals,  and  I consider  that 
unfair  trading.  In  the  last  12  months  alone 
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we  have  seen  the  Goodyear  Tyre  factory 
close  down,  Speke,  Firestone  at  Wolver- 
hampton and  others  mainly  arising  through 
this  type  of  agreement.  The  transnational 
companies  keep  their  cards  very  close  to 
their  chests  and  will  certainly  not  admit, 
although  we  know  it  to  be  true,  that  these 
bilateral  agreements  are  in  fact  being  made 
with  some  of  our  competitors. 

511.  What  do  you  say  is  the  remedy  for 
that? 

(Mr  Pemberton.)  I would  argue  that  there 
is  a need  for  both  countries,  when  they  are 
talking  about  the  purchase  or  selling  of 
technology,  to  be  bound  by  the  fact  that 
they  must  first  of  all  conserve  in  their  own 
countries  the  livelihoods  of  those  people 
who  are  selling  it  abroad.  That  should  be 
the  first  and  not  the  last.  Usually  we  find 
that  the  first  thing  that  is  considered  is  the 
amount  of  profit  they  can  make  and  usually 
the  last  thing  that  they  are  concerned  about 
is  the  loss  ofjobs  of  the  people  (and  myself) 
as  a consequence. 

Mr  MaxweU-Hyslop 

512.  Would  you  equate  that  with  for 
instance  supplying  ships  to  Eastern  Euro- 
pean merchant  fleets,  for  instance,  the  Pol- 
ish contract,  which  will  come  into  direct 
competition  with  the  British  merchant  fleet 
which  pays  higher  rates  of  pay  and  cause 
unemployment  that  way?  Would  you 
regard  that  as  a parallel  to  the  physical  tyre 
example  that  you  have  given? 

(Mr  Pemberton.)  I cannot  talk  too  defin- 
itively about  the  situation  as  it  relates  to 
shipyards  but  I can  say  that  there  has  been 
greatly  assisted  overseas  subsidy  to  ship- 
yards. There  has  not  been  anything  on  this 
scale  that  has  been  forthcoming  to  British 
shipyards  in  the  past.  There  again,  1 have 
got  the  understanding  that  a lot  of  ships 
nave  been  placed  where  they  can  be  made. 
We  have  had  the  evidence  over  the  last  18 
months  that  a lot  more  trade  in  shipbuilding 
is  coming  back  to  Europe  because  of  the 
inability  of  the  Japanese  yards  to  cope  with 
the  orders  they  have  got. 

513.  Is  there  a TUC  condemnation  of 
us  paying  subsidies  for  instance  to  British 
shipyards  in  order  to  put  foreign  ship  lines 
in  a better  position  to  compete  with  the 
British  merchant  fleet? 

(Mr  Basnett.)  There  is  no  TUC  general 
policy  about  that.  The  issue  which  you  raise 
was  one  in  which  the  TUC  was  closely 
consulted  throughout  the  whole  of  the  deal 

f Southampton  Library  Digitisation  Unit 
y Digitisation  Unit 


154 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


16  April  1980 ] Mr  David  Basnett,  Mr  Alec  Smith,  Mr  Bill  Sirs,  [Continued 
Mr  Stan  Pemberton,  Mr  David  Lea,  OBE  and  Mr  Bill  Callaghan 


(Mr  Maxwell-Hyslop  Conti.) 


with  the  Poles.  There  was  consultation  and 
there  was  understanding.  On  the  deals  on 
which  Mr  Pemberton  was  speaking  there 
was  no  knowledge  and  we  were  just  faced 
by  the  effect. 

514.  Did  the  TUC  in  its  consultations 
over  this  specific  example  of  the  Polish  ship- 
ping order  agree  that  this  was  on  balance  in 
the  national  interest  to  do  or  against  the 
national  interest  as  promoting  the  run  down 
of  our  merchant  fleet? 

[Mr  Lea.)  I think  if  you  take  the  rela- 
tionship, which  is  implied  in  your  question 
but  you  did  not  state  it  explicitly,  between 
this  and  the  UK  shipping  industry  the  argu- 
ment then  is  that  you  would  then  have  a 
subsidised  Polish  maritime  fleet  competing 
with  the  Red  Ensign  and  so  on.  We  have 
had  discussions  with  unions  in  shipbuilding 
and  British  Shipbuilders  and  the  unions  in 
seafaring  and  we  have  some  understanding 
of  the  balance  of  advantage  in  taking  the 
Polish  order  as  long  as  we  have  some  under- 
standing about  the  basis  of  competition  and 
the  role  of  the  British  merchant  fleet  over 
the  next  few  years,  which  raises  some  wider 
issues.  The  point  which  is  worth  underlining 
in  this  — and  it  contrasts,  as  the  Chairman 
said,  very  sharply  with  the  Polish  situation 
— is  that  there  was  a degree  of  discussion 
and  public  accountability.  It  was  all  done 
on  the  basis  of  the  fact  that  we  knew  what 
British  Shipbuilders  were  doing  and  we 
knew  what  was  happening  in  general. 
Although  there  is  shortly  to  be  an  OECD 
code  and  a UN  code  on  transfer  pricing, 
there  is  no  binding  code  and,  indeed,  the 
transnational  corporations  pay  only  lip- 
service  to  these  codes  and  are  bringing  them 
into  disrepute.  What  we  are  saying  is  that 
we  want  to  have  the  facts  on  the  table  and 
we  hope  you  will  demand  that  these  things 
are  made  more  transparent.  So,  there  is  a 
difference  in  those  two  respects.  There  are 
no  objective  criteria  you  can  apply  on  a cost 
basis  and  say  this  should  be  applied  rigidly. 
You  have  to  look  at  the  total  context  in 
which  these  deals  are  made. 

Mr  Thompson 

515.  Did  you  consult  the  textile  unions 
on  the  amount  of  jobs  lost  in  the  bartering 
arrangement  that  bought  these  Polish 
ships? 

(Mr  Smith.)  No,  we  are  not  aware  that 
there  is  a bartering  arrangement.  You  can- 
not enter  into  an  arrangement  like  that  and 
not  consider  the  current  social  conse- 
quences of  not  entering  into  that  arrange- 
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ment  m the  areas  that  are  deprived  regions 
by  anybody’s  standards.  The  ability  to  pro- 
vide those  ships  provided  employment  not 
only  in  shipbuilding  but  in  steel  and  all  the 
other  provisions  and  the  social  conse- 
quences must  become  part  of  the  equation. 

(Chairman.)  Can  we  turn  our  attention 
to  technical  barriers  to  trade. 

Mr  Kerr 

516.  Has  the  TUC  formed  any  assess- 
ment of  the  relative  significance  of  technical 
barriers  to  British  exporters  in  entering 
markets  inside  and  outside  the  EEC? 

(Mr  Basnett.)  If  I may  give  a general 
answer  to  this  first  of  all;  not  only  have  we 
a view  on  this  but  I would  like  to  draw  the 
Committee’s  attention  to  the  fact  that  this 
has  been  considered  on  a number  of  occa- 
sions by  the  National  Economic  Develop- 
ment Council  and  there  are  papers  available 
from  that  Council  which  would  be  helpful 
to  you.  As  to  the  extent  of  this,  I would 
draw  your  attention  again  to  the  table  on 
page  41,  which  shows  the  percentage  of 
managed  trade  according  to  each  country. 
It  vanes  between  3 per  cent  and  100  per 
cent  in  manufacture,  so  it  does  occur.  We 
are  aware  of  the  technical  standards,  both 
in  France  and  Germany,  which  have  formed 
formidable  barriers  to  the  export  of  United 
Kingdom  manufactured  goods,  and  I 
understand  they  are  now  using  the  phrase 
"type  approval”.  I am  not  quite  sure  what 
that  means;  perhaps  you  can  tell  me  after- 
wards. But  the  French  are  doing  this  and 
this  is  making  it  very  difficult  for  us  to  get 
industrial  trucks  into  this  country.  BL  have 
made  public  their  objection  to  the  difficul- 
ties which  are  presented  to  their  getting 
into  the  Spanish  market,  where  duty-free 
quotas  have  been  allocated  only  to  those 
companies  which  are  manufacturing  in 
Spain.  In  footwear  we  will  be  able  to  say 
something  more  on  bartering  later  this  year 
because  we  arc  going  to  Poland  to  look  at 
the  difficulties  there.  There  is  a wide  range 
of  things,  from  import  quotas  to  Spain  hav- 
ing very  high  tariffs  on  this.  There  have 
been  attempts  to  deal  with  these  problems 
but  it  is  very  clear  to  us  that  there  are  a 
number  of  examples  of  this,  to  which  Mr 
Lea  may  be  able  to  add . Can  I say  in  passing 
if  you  visit  countries  like  Japan  you  can  see 
the  immediate,  hidden  barrier  to  imports 
which  they  have  by  the  nature  of  their  dis- 
tributive system,  which  is  difficult  to  enter, 
whereas  ours  is  very  simple.  But  these  bar- 
riers do  exist;  we  are  aware  of  them  and  our 
employers  frequently  talk  to  us  about  them. 
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(Mr  Lea.)  I would  like  to  underline  the 
significance  of  the  point  here  about  man- 
aged trade  because  it  is  increasingly  difficult 
to  draw  the  boundary  line  between  non- 
tariff  barriers  to  trade  and  industrial  policy. 
We  think  that  categorising  this  now  in  the 
OECD  is  really  quite  significant  and  you 
see  enormous  increases  in  criteria,  both  in 
manufactures  and,  indeed,  trade  as  a whole 
in  the  proportion  of  trade  which  is  man- 
aged, and  this  is  often  in  government-to- 
govemment  deals.  On  the  question  of  tech- 
nical standards  which  you  raised  specifi- 
cally, Mr  Basnett  has  given  some 
illustrations  but  we  think  that  we  are  mov- 
ing into  a world  now  where  technical  stand- 
ards as  such  are  really  not  the  principal  non- 
tariff  barrier.  It  is,  as  it  were,  part  of  a total 
movement  towards  the  growth  of  managed 
trade  and  it  is  on  that  main  issue  that  we 
would  like  you  to  consider  the  matter  more 
generally  as  you  go  through  your  work,  if 
I may  put  it  that  way. 

517.  Does  the  TUC  have  a view  as  to 
what  are  the  principal  obstacles  facing  Brit- 
ish exporters?  Do  they  relate  to  the  sorts  of 
issues  raised  in  the  previous  questions  or 
are  non-price  factors  such  as  design,  qual- 
ity, delivery  or  failure  to  adopt  more  mod- 
em productive  techniques  more  important, 
and  which  is  most  important? 

(Mr  Basnett.)  I think  which  is  most 
important  varies  from  time  to  time.  The 
National  Economic  Development  Council 
has  spent  a considerable  amount  of  time 
over  many  years  discussing  the  price  bar- 
riers to  exports  as  well  as  the  the  non-price 
barriers,  and  it  obviously  varies  with  the 
value  of  the  pound.  Having  a petro-cur- 
rency  at  the  moment,  we  have  particular 
difficulties  on  price  but  we  are  aware  of  the 
other  factors.  If  I could  draw  your  attention 
to  paragraph  81  of  the  TUC  report,  which 
reflects  the  discussions  which  have  gone  on 
at  the  National  Economic  Development 
Council,  it  talks  about  these  factors.  They 
are  related  to  design,  quality,  the  embodi- 
ment of  recent  technological  innovation 
and  performance,  and  this  again  is  being 
down-market  on  technological  content. 
Failing  to  adopt  new  techniques  and  pro- 
duce new  products  opens  the  oomestic  mar- 
ket to  overseas  competitors  who  do  adopt 
new  technology. 

518.  Could  I interrupt  you  there.  What, 
in  your  view,  have  been  the  principal 
obstacles  to  the  introduction  of  new  indus- 
trial technology.  Could  you  or  any  of  your 


colleagues  give  us  your  views  on  that? 

(Mr  Basnett.)  The  initial  impetus  by  Gov- 
ernment assistance  just  has  not  existed  in 
this  country  as  it  has,  of  course,  in  America 
and  Japan.  America,  with  its  space  pro- 
gramme and  huge  arms  programme  re- 
assessments, does  have  that  additional 
impetus.  Japan  has  had  the  same  financial 
impetus  from  the  government,  and  we 
found  on  a trip  to  America  that  while  this 
impetus  was  in  the  area  of  hardware,  the 
existence  of  the  hardware  industry  in 
America  and  its  close  connection  with 
industrial  development  aided  the  develop- 
ment of  software  in  that  country  as  well. 
Therefore,  there  is  a need,  if  we  are  to 
develop  into  this  high  technology  area,  to 
get  ourselves  into  the  hardware  area,  spe- 
cifically into  the  manufacturing  of  the 
micro-chip.  In  this  we  are  concerned,  of 
course,  about  the  Government's  attitude  to 
INMOS,  where  they  have  given  half  the 
tranche  to  the  NEB  for  its  development  and 
have  not  yet  given  the  other  half.  The  pur- 
pose of  INMOS  was  to  go  ahead  of  the 
other  micro-chips.  It  was  to  be  up-market 
as  a chip  and  would  have  given  us  a foot  in 
this  field,  would  have  given  us  a connection 
with  industry  in  which  we  could  have  seen 
software  development.  I think  there  is  also 
a need  for  the  Government  to  look  at  its 
own  policies.  One  of  the  most  significant 
areas  of  development  is  of  course  m office 
equipment,  so  far  as  new  technology  is  con- 
cerned, which  is  going  to  be  a very  large 
and  very'  growing  market.  We  have  a foot- 
hold in  that  market  which  we  are  very 
barely  keeping  to  at  the  moment.  Govern- 
ment could  give  assistance  here  by  simply 
having  a procurement  policy  to  use  a com- 
pany fike  NEXOS,  which  is  an  NEB  estab- 
lished company,  to  ensure  the  development 
of  our  presence  in  that  field.  In  summary, 

I think  the  Government  has  a very  large 
part  to  play  in  the  development  of  high 
technology  and  its  application  in  this 
country. 

Mr  McNally 

519.  Is  it  not  true  that  new  investment, 
even  before  we  get  to  micro-technology, 
usually  means  a job  loss  and  how  is  the 
trade  union  view  of  new  investment  squar- 
ing with  its  fear  of  higher  and  higher 
unemployment? 

(Mr  Lea.)  Could  I answer  that  in  a 
moment.  I think  Mr  Pemberton  would  like 
to  add  one  further  point  to  the  previous 
question. 

(Mr  Pemberton.)  David  Basnett  touched 
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on  a point  relating  to  Government  aid  for 
new  technology  and  surely  we  all  have  com- 
mon ground  that  micro-chip  technology  is 
a new  technology  and  it  is  bound  to  affect 
the  question  of  exports  in  this  country.  The 
disparity  of  the  difference  is  a question  of 
Government  aid.  As  David  has  said,  we  are 
still  waiting  to  get  the  second  tranche  of  the 
£50  million  that  the  previous  government 
agreed  to  give  INMOS.  In  the  meantime, 
Japan  has  been  giving  £500  direct  aid  to  the 
micro-chip  industry  and  America  has  given 
£100  million  per  year  over  the  last  three 
years  to  the  same  industry.  How  the  hell 
can  we  keep  abreast  of  the  new  develop- 
ments in  technology  like  that  if  that  is  the 
kind  of  treatment  we  are  given?  Those  are 
the  kinds  of  disparities  in  Government  aid 
that  we  are  talking  about. 

(Mr  Lea, ) Can  Itake  Mr  McNally’s  point . 
We  have  a comprehensive  report  on 
employment  and  technology  which  was 
adopted  by  Congress  — - unanimously  I 
believe.  It  has  got  a number  of  different 
aspects  to  it  including  the  one  that  has  just 
been  referred  to  but  it  is  also  referring  to 
Mr  McNally’s  point. 

Chairman 

520.  As  you  appear  to  be  so  well 
acquainted  with  its  contents,  I wonder  if 
you  could  answer  Mr  McNally’s  question  in 
a short  paragraph? 

(Mr  Lea.)  Yes,  certainly.  As  regards 
trade  unions’  acceptance  of  new  technology 
against  the  background  of  job  loss,  we  say 
that  the  main  thrust  of  approach  must  be 
that  there  should  be  technology  agreements 
at  all  levels  and  that  certainly  one  of  the 
rincipal  precepts  is  that  you  have  got  to 
ave  change  by  agreement.  You  cannot  just 
impose  things  on  people  and  expect  them 
to  go  along  with  it.  When  you  have  got  a 
systematic  approach,  we  have  got  a ten 
point  check  list  and  we  will  leave  you  a copy 
of  this  if  you  are  interested,  you  look  at 
some  of  the  results  and  they  are  going  to 
cause  losses  of  employment  and  increas- 
ingly we  have  got  to  took  at  the  responsi- 
bilities of  the  enterprise.  We  must  not  just 
throw  people  on  the  external  labour  market 
but  we  must  look  with  the  unions  at  alter- 
native plans  and  we  believe  there  is  a role 
for  public  assistance  in  this  matter.  It  is 
affecting  regional  policy  and  so  on.  There 
has  got  to  be  much  more  disclosure  of  infor- 
mation before  the  purchase  of  new  equip- 
ment, and  we  are  talking  about  applications 
now  as  opposed  to  production.  There  has 
got  to  be  a new  approach  to  re-training  and 


other  matters.  Then  we  have  got  to  look 
again  at  redundancy  situations,  and  look  at 
the  control  of  work , distribution  of  benefits 
of  technology  and  so  on.  I can  assure  you 
that  it  is  rather  comprehensive.  The  final 
point  is  that  we  are  endeavouring  to  reach 
agreement  with  the  CBI  on  getting  this 
check  list  agreed  at  national  level.  We 
believe  it  is  not  the  case  that  employers 
generally  are  in  favour  of  our  forward  look- 
ing plans  and  that  it  is  the  unions  who  are 
resisting.  There  are  many  many  occasions 
when  it  is  the  unions  that  have  been  asking 
in  advance  for  information  and  it  is  the 
employers  who  are  behindhand  in  coming 
forward  with  discussion  of  new  possibilities 
What  often  happens  is  that  the  next  Mon- 
day morning,  when  it  is  too  late,  people  say 
"We  have  got  to  go  in  this  direction”.  The 
principal  thing  is  call  for  information  and 
discussion  ana  procedures  for  involvement 
with  the  workers’  representatives  well  in 
advance.  It  is  a fairly  big  question  that  you 
cannot  properly  answer  in  a short  para- 
graph but  that  is  a start. 

(Mr  Basnett.)  We  have  a booklet  on  this 
employment  and  technology  thing.  May  be 
you  would  like  copies  of  that? 

521.  We  would  indeed. 

(Mr  Basnett.)  I would  just  add  that  our 
concern  is  that  the  failure  to  use  the  new 
technology  will  lead  to  higher  unemploy- 
ment in  the  long  run  — we  want  to  see  it 
used. 

(Mr  Sirs.)  We  have  lost  100,000  in  ten 
years  and  quite  a lot  of  that  is  due  to  accept- 
ance of  new  technology.  We  have  agreed  it. 
It  has  been  done  up  to  the  present  time 
without  a great  deal  of  difficulty  and  one 
recognises  that  if  we  do  not  go  in  this  direc- 
tion then  of  course  we  arc  not  going  in  any 
direction  other  than  downwards.  Our  prob- 
lem is  this:  that  the  Government’s  attitude 
now  seems  to  be  that  the  investment  is  not 
going  to  be  there,  not  only  in  the  ship  and 
steel  industry,  which  are  the  basic  industries 
in  this  country  at  the  moment,  but  also  they 
will  not  have  the  material  to  provide  the 
requirements  for  the  consumer  industries. 
All  the  training  aspects  come  into  it.  We 
would  not  be  getting  people  into  the  uni- 
versities for  training  which  we  should  pro- 
vide. Technology  in  America  has  proved  to 
us  that  it  creates  jobs  and  does  not  reduce 
employment.  Even  though  some  jobs  go 
out  in  one  section  they  come  in  in  another. 
The  main  thing  is  the  investment  side  of  it. 
The  Government  must  be  prepared  to 
invest. 
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(Mr  Smith.)  In  the  Clothing  industry  for 
instance,  we  have  shed  25  per  cent  of  the 
labour  force  in  the  last  ten  years  and  raised 
productivity  by  40  per  cent.  That  has  been 
done,  until  recently,  relatively  painlessly. 

Mr  Emery 

522.  Could  I come  to  a general  point, 
going  back  to  exports  because  that  is  really 
what  we  were  on:  the  first  question  is  this 
and  I have  not  clearly  had  any  direct  under- 
standing from  the  replies  of  the  members 
before  us:  has  the  TUC  any  direct  specific 
proposals  to  Government  for  aid  to  assist 
m greater  export  performance  by  British 
industry?  Is  there  any  specific  factor  in 
which  the  TUC  thinks  that  the  Government 
can  and  should  take  or  play  a greater  role? 

(Mr  Callaghan.)  I think  the  point  we  are 
making  in  the  Economic  Review  is  relevant 
— we  referred  you  to  Chapter  Three  but 
all  of  it  is  relevant  — we  are  talking  about 
a range  of  policies  which  have  to  be  adopted 
together  and  I think  it  is  wrong  to  isolate 
one  particular  policy  which  will  somehow 
solve  the  export  problem.  What  we  are 
saying  is  if  you  adopt  the  range  of  policies, 
macro-economic  policies,  financial  policies, 
industrial  policies,  manpower  policies,  that 
will  improve  the  performance  of  British 
Industry,  and  therefore  our  trading  record. 
There  are  particular  instances  we  refer  to 
about  using  the  market  entry  guarantee 
scheme,  using  a Section  8 scheme  tailored 
to  improve  trade  performance,  but  that  is 
really  part  of  the  general  approach  and  I 
think  it  is  wrong  to  look  specifically  just  for 
export  incentives.  We  are  looking  for  a 
range  of  policies. 

523.  Really  the  direct  answer  therefore 
to  my  question  is  “No”? 

(Mr  Basnett.)  It  cannot  be  taken  as  no. 
What  Mr  Callaghan  is  saying  is  that  there 
are  a range  of  policies  which  go  from  cre- 
ating an  economic  climate  in  which  the 
industries  in  this  country  can  develop  and 
assisting  them  to  be  competitive  and  the 
use  of  micro-technology  and  the  Govern- 
ment’s role  in  that  is  very  clear,  as  are  the 
TUC’s  policies.  We  say  we  have  to  protect 
them  while  they  are  restructured  or  while 
investment  takes  place,  which  underlies  our 
ideas  of  selective  import  controls.  If  you 
ask  for  an  ABC  list  it  is  difficult  to  give  it  in 
that  sense,  but  the  creation  of  the  correct 
economic  climate,  direct  Government 
measures  to  get  us  into  an  area  of  high 
technology,  protection  and  restructure  for 
investment  would  define  our  policies. 


524.  I think  I understand  that  and  you 
are  talking  of  a climate.  I was  talking  of  a 
specific  direct  practice  and  you  are  saying 
this  is  a climate  which  must  be  brought 
about? 

(Mr  Sirs.)  Could  I make  two  points  in 
relation  to  the  ones  you  asked.  We  prom- 
ised to  give  you  something  for  steel  which 
will  give  you  the  exact  position,  whereby 
you  can  prevent  the  loss  of  many  thousands 
of  jobs,  the  loss  of  two  million  tons  of 
exports  by  Government  action.  We  will 
send  that  to  you  in  great  depth  and  I only 
hope  you  take  advantage  of  it.  The  other 
point,  in  relation  to  exports  again,  is  in 
relation  to  Sheffield  cutlery,  which  is  a 
problem.  It  is  a problem  whereby  we  are 
faced  with  difficulties  because  exports  have 
not  risen.  I am  not  saying  where  that  ma- 
terial comes  from  but  you  can  go  wherever 
you  like  in  the  world,  to  the  Western  Indus- 
trialised countries,  and  they  would  like  to 
buy  Sheffield  steel  but  what  is  happening  is 
that  they  are  making  it  abroad  and  plating 
only  in  Sheffield  without  putting  on  that  it 
is  not  purely  and  simply  Sneffield-made.  In 
those  circumstances,  the  Government  can 
alter  the  regulations , which  would  help  con- 
siderably, but  no  more  than  that,  and  peo- 
ple then  buying  Sheffield  cutlery  would 
know  full  well  it  has  been  made  in  the  UK. 


525.  The  second  line  I wanted  to  go  on 
with  is  that  you  referred  specifically  to  the 
managed  trade  and  the  list  on  page  41.  If 
you  look  at  that  is  it  not  the  case  that  with 
the  exception  of  Greece  and  Turkey,  who 
you  claim  to  have  100  per  cent  managed 
trade  in  those  two  years,  the  overall  level 
of  managed  trade  on  the  manufacturing 
side,  which  is  what  we  are  particularly  con- 
cerned with,  was  minimal  and  non-existent 
in  many  countries  in  1974.  This  is  the  rea- 
son, and  you  are  making  the  point,  for  the 
figures  for  1979  averaging  between  12  and 
18  per  cent,  that  sort  of  level,  Would  it  not 
be  better,  because  we  export  more  than 
anybody  else  as  a percentage  of  our  GNP, 
to  stop  all  this  managed  trade,  to  be  work- 
ing actually  towards  the  reduction  of  this 
problem,  which,  after  all,  is  something 
which  has  arisen  only  since  1974?  Would  it 
not  be  better  to  be  working  for  the  reduc- 
tion of  that  rather  than  our  getting  into  this 
particular  field  and,  therefore,  encourag- 
ing, it  seems  to  me,  a greater  degree  of 
managed  trade?  Surely  the  answer  is  would 
it  not  in  theory  be  best  to  have  none  at  all? 

(Mr  Smith.)  And  in  between  times? 
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526.  That  you  have  to  work  for. 

(Mr  Smith.)  This  is  the  problem. 

(Mr  Lea.)  Could  we  point  out  this  is  a 
world  concern.  We  believe  it  is  inexorable 
and  growing  and  it  is  not  necessarily  the 
case  of  the  ideal  world,  as  Mr  Emery  is 
implying,  where  you  do  not  have  such 
developments.  The  fact  that  the  trans- 
national corporations  arc  providing  some 
transfer  of  technology,  North-South  and  so 
on,  means  that  is  an  engine  of  potential 
growth  in  the  world  for  the  rest  of  this 
century  and  we  are  not  against  that  as  long 
as  it  is  compatible  with  the  interest  of  parent 
countries  as  well  as  host  countries,  and  the 
trade  unions  are  involved  in  this  process.  If 
you  look  ahead  and  look  at  the  different 
reports,  and  the  Brandt  Report  is  very 
interesting  on  this,  you  can  see  different 
models  and  one  model  is  that  you  have 
regional  groupings  such  as  the  European 
grouping.  Of  course,  it  depends  how  you 
define  these  things  but  you  were  talking 
about  export  assistance  a moment  ago.  We 
have  not  mentioned  agriculture  and  agri- 
culture may  be  outside  your  terms  of  ref- 
erence, but  it  is  notorious  that  the  pattern 
of  trade  in  agriculture  is  very  much  in  the 
area  of  managed  trade.  I am  not  sure 
whether  Mr  Emery  has  that  in  mind  in 
saying  let  us  abolish  it , abolish  the  Common 
Agricultural  Policy.  We  think  it  is  our  policy 
to  abolish  it  but  if  Mr  Emery  thinks  it  is 
practicable  maybe  he  can  tell  us  the  time- 
scale  he  is  talking  about.  We  do  not  see  that 
in  the  immediate  future,  nor  do  we  in  the 
immediate  future  have  the  sales  aid  Mr  Sirs 
was  referring  to.  Let  us  take  coking  coal. 
The  Germans  have  sales  of  it  through  the 
ECSC  and  coking  coal  exports  to  Italy.  We 
do  not  have  that.  Our  coking  coal  — it  may 
be  from  South  Wales  to  Redcar  in  the 
future  — does  not  get  the  same  sort  of 
assistance  because  it  is  not  trans-frontier 
under  the  Davignon  Plans.  The  future  in 
the  Eighties  is  more  management  rather 
than  less  because  it  is  the  only  way  in  which 
we  will  get  world  trade  moving  again.  We 
are  not  saying  it  is  an  ideal  world.  We  are 
saying  it  ts  probably  a world  exclusively 
related  to  national  protection  and  related 
to  free  trade,  and  that  is  the  only  practical 
area  to  stand  on.  The  ideal  world  is  not 
available. 

527.  1974  is  not  so  long  ago? 

(Mr  Lea.)  It  is  a long  time  ago  in  terms 
of  the  way  trade  has  gone  and  the  options 
in  the  Eighties  are  very  different  indeed 
from  the  options  in  the  seventies. 


Mr  Carlisle 

528.  Mr  Basnett,  in  your  general  intro- 
duction you  paid  a lot  of  attention  to  the 
great  increase  in  imports,  although  you  did 
also  say  we  have  not  done  too  badly  io 
exports  in  the  sense  that  exports  have  gone 
up.  In  the  middle  of  the  1970s  we  were 
exporting  only  a quarter  of  our  GDP  and 
we  are  now  exporting  about  a third  of  our 
GDP.  Therefore,  the  number  of  jobs  tied 
up  in  exports  is  absolutely  massive,  espe- 
cially, obviously,  in  manufacturing.  There- 
fore, is  one  not  right  to  pay  much  more 
attention  to  actually  increasing  exports  as 
opposed  to  trying  to  limit  imports  if  one  is 
concerned  about  jobs? 

(Mr  Basnett.)  Yes.  What  I said  in  my 
introductory  statement  was  to  underline  the 
unhealthy  expansion  of  imports  and  the 
problem  that  creates  for  our  economy,  but 
also  to  identify  some  other  reasons  why  this 
level  of  exports  exists  at  the  moment,  that 
we  are  coming  down-market  in  technolog- 
ical content  and  we  are  facing  increasing 
competition  in  this  area.  We  are  losing  and 
have  lost  industries  in  this  country.  As  an 
example,  in  television  we  lost  the  British 
television  tube  industry,  which  happened 
to  have  the  most  modem  manufacturing 
plant  in  Europe,  by  failing  to  give  it  short- 
term protection,  while  the  Japanese  were 
flooding  the  market  with  localised  initial- 
entry  goods.  Obviously  we  are  concerned 
to  increase  exports  and  our  policies  are 
aimed  at  increasing  the  efficiency  of  indus- 
try, but  we  need  also  to  protect  those  indus- 
tries which  are  vulnerable,  with 
restructuring,  with  re-investment  to  do 
that,  by  stopping  the  flood  of  imports,  and 
one  factor,  of  course,  is  the  petro-cunency. 

529.  You  seem  to  say  we  can  help  out 
exports  most  by  investing  but  there  has 
been  a massive  investment,  as  big  as  any  of 
our  competitors,  in  the  car  industry  and 
also  in  steel.  Should  one  not  really  look  at 
other  factors  to  assist  our  export  perfor- 
mance more  than  just  investment;  for 
example  productivity  can  be  increased  to  a 
great  degree  without  any  investment  at  all? 

(Mr  Basnett.)  I do  not  think  we  take  the 
view  that  there  is  a single  factor  to  improve 
efficiency.  There  is  a range  of  factors,  which 
ranges  from  investment  to  restructuring 
through  the  examination  of  productivity, 
and  our  view  on  that  is  quite  clear,  that  we 
welcome  productivity  agreements  where 
they  are  concerned  with  a greater  involve- 
ment of  the  work  force  in  the  discussion 
and  development  of  the  companies’  strate- 
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des  and  plans.  There  is  nothing  in  what  I 
say  which  denies  that  there  are  other  things 
that  need  to  be  done  which  we  would 
advocate. 

(Mr  Smith.)  There  might  be  some  scope 
for  giving  some  assistance  in  developing 
market  expertise  and  perhaps  design 
development. 

Mr  Crowther 

530.  Arising  out  of  this  very  interesting 
question  of  the  relative  importance  of 
exports  and  imports,  would  you  not  agree 
that  an  industry  which  is  going  to  be  able  to 
develop  an  export  market  must  have  a very 
solid  home  base,  and  clearly  an  industry 
which  has  been  wiped  out  by  imports  is  not 
going  to  be  there  to  do  any  exports  anyway? 

Is  this  not  the  general  experience  of 
industry? 

(Mr  Basnett.)  Yes. 

531.  The  home  market  is  really  the  first 
thing  to  establish? 

(Mr  Basnett.)  Yes. 

(Mr  Lea.)  I think  we  are  underlining  the 
fact  that  we  are  not  saying  it  is  either/or 
between  exchange  rate  policy,  investment 
policy  and  trade  policy.  We  have  to  stand 
on  all  three  legs  because  many  of  our  com- 
petitors have  this  investment  policy  and 
investment  assistance,  and  clearly  in  many 
of  these  industries  the  investment  pro- 
gramme will  be  the  significant  thing  even 
though  we  know  (there  is  no  great  secret 
about  it)  that  our  investment  levels  per 
head  are  well  below  the  OECD  average 
and  so  is  our  use  of  capital.  We  are  not 
trying  to  run  away  from  the  one  to  empha- 
sise the  other.  We  say  both.  Nor  do  we 
want  people  to  say  it  is  a question  of  pro- 
ductivity not  of  investment.  It  is  a vicious 
circle.  You  have  to  do  something  on  the 
petro-currency  side  as  well.  It  is  a multi- 
relationship  problem  and  you  have  to  have 
a multi-relationship  answer. 

(Mr  Pemberton .)  Mr  Carlisle,  you  posed 
a question  relating  to  imports:  I am  pretty 
good  at  making  giant  tyres  or  rear  tractor 
tyres,  but  I am  a pretty  poor  economist. 
Reading  the  economic  leaflets  and  booklets 
that  are  available  there  appears  to  be  a 
fairly  broad  opinion  that  we  are  likely  to 
lose  in  the  next  two  years  10  per  cent  of  our 
present  manufacturing  base  due  to  the  pres- 
ent Government  restrictions  on  growth.  If 
that  is  true , how  are  some  of  our  firms  likely 
to  compete  abroad  as  well  as  maintain  their 
present  home  markets,  and  this  is  a type  of 
question  I would  like  to  ask  you.  I would 
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like  your  views  about  the  holding  back  of 
growth  and  the  effect  on  the  loss  of  a further 
10  per  cent  of  our  manufacturing  base  in 
the  next  two  years.  Do  you  see  that  affect- 
ing first  of  all  British  firms  that  are  compet- 
ing in  world  markets,  and  secondly 
unemployment? 

Mr  Carlisle 

532.  Really,  we  want  to  ask  you. 

(Mr  Pemberton.)  I am  asking  you  though. 

(Mr  Basnett.)  I am  sure  when  we  read 
your  report  we  will  find  Mr  Carlisle’s 
answer. 

(Mr  Smith.)  There  are  other  things  to 
consider:  the  exceptionally  high  value  of 
overall  currency  which  is  detrimental  to 
Britain’s  export  performance,  high  interest 
rates  which  prevent  people  from  carrying 
stock  forward.  We  might  like  to  be  here  to 
try  and  change  Government  policy  on  that 
but  then  you  cannot  separate  out  those 
items  that' are  working  against  the  devel- 
oping effects. 

533.  I think  one  has  to  accept  that  it  is 
a very  complex  issue  and  there  are  many 
strands  to  the  problem. 

(Chairman.)  Let  us  turn  our  attention  to 
the  question  of  imports:  as  to  the  core 
industry  and  the  international  agreements, 
we  are  indeed  seeking  the  view  of  the  TUC 
upon  these  matters  which  will  not  necessar- 
ily be  answered  by  us  being  asked  ques- 
tions. We  would  like  you  to  answer  our 
questions  quite  frankly  as  fully  as  you  can. 
That  is  what  we  are  seeking.  We  are  seeking 
the  truth. 

Mr  Mikardo 

534.  There  are  references  in  the  Eco- 
nomic Report  and  there  have  been  refer- 
ences this  morning  to  core  industries.  In 
some  cases  it  is  pretty  obvious  which  indus- 
try is  a core  industry.  Mr  Sirs  mentioned 
the  steel  industry  in  that  context  this  morn- 
ing, but  there  are  some  cases  where  it  is  not 
all  that  obvious  and  it  is  a question  of  def- 
inition. How  do  you  define  a core  industry? 
Does  the  effect  of  high  import  penetration 
upon  British  industry  in  that  sector  consti- 
tute an  element  in  including  an  industry  in 
the  core  group  and  if  that  is  so,  ought  there 
not  to  be  continuous  monitoring  so  that 
some  drop  out  of  the  group  and  others  go 
on  in?  How  do  you  envisage  all  this  business 
of  defining  and  identifying  the  core  group? 

(Mr  Basnett.)  Could  I say  a few  words 
first  of  all  on  identifying  them  and  secondly 
on  the  issue  of  dealing  with  the  review  of 
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wbat  core  industries  there  are.  I understand 
the  CBI  have  already  said  something  to  you 
on  this  particular  subject.  Obviously  your 
major  concern  is  with  industries  that  affect 
the  balance  of  payments  and  affect  initially 
when  you  speak  about  core  industries,  and 
that  expression  must  embrace  industries 
producing  basic  industrial  materials  and  I 
imagine  that  while  you  talk  of  things  going 
in  and  out  there  is  very  few  of  these  that 
you  would  like  to  see  going  out,  like  coal, 
if  you  have  it,  steel,  petrol,  chemicals,  and 
those  service  industries  that  provide  the 
basic  industrial  infra-structure.  Railways  is 
an  obvious  example  of  that.  They  would  be 
amongst  the  core  industries  in  the  first 
place,  we  think.  Then  you  would  have  those 
industries  which  are  essential  for  the  other 
industries  which  are  going  to  assemble 
goods  themselves.  These  would  include 
machine  tools,  foundries,  diesel  engines, 
industrial  electrical  equipment,  electronic 
components  and  obviously  man-made 
fibres  as  well  because  they  are  going  to  go 
into  the  final  products  of  so  much  of  what 
we  make.  Those  ate  the  two  main  ones,  1 
would  think,  that  we  should  be  concerned 
with,  though  you  do  turn  round  and  say 
that  some  of  the  industries  in  the  end  that 
are  assembling  like  the  motor  car  industry 
themselves  become  core  industries  because 
their  removal  from  the  economy  would  be 
so  drastic  and  dramatic  for  us.  What  we 
would  like  to  see  is  a strategic  policy 
towards  these  industries  so  that  we  could 
quickly  identify  any  increases  in  import 
penetration  that  threatens  them  in  the 
United  Kingdom,  and  introduce  control 
measures.  Obviously,  and  I hope  I made 
this  clear  in  my  statement,  the  control  of 
imports  is  not  the  end  of  it.  There  have  got 
to  be  Government  measures  in  the  end  to 
assist  those  industries  to  do  what  is  neces- 
sary to  face  competition  because  just  to 
underline  again  our  concern  with  import 
controls,  it  is  that  they  should  be  selective 
and  they  should  have  a finite  period,  and 
that  period  should  be  used  for  these  indus- 
tries to  become  efficient  again.  I think  I 
should  conclude  by  merely  saying  that  we 
are  in  discussions  ourselves  with  the  CBI 
on  this  subject  and  hopefully  it  is  one  of 
those  subjects  on  which  we  might  in  the  end 
see  the  TUC  and  the  CBI  saying  the  same 
thing  to  the  Government. 

535.  That  would  be  nice.  When  you  say 
“selective  import  controls”  are  you  saying 
only  selective  in  relation  to  the  industry, 
the  product  group,  so  to  speak,  looking  ad 


hoc  at  the  particular  problems  of  a partic- 
ular industry,  or  manufacturing  group,  or 
do  you  envisage  some  selectivity  on  import 
controls  as  between  different  countries  ol 
origin,  eg,  take  cases  that  Mr  Smith  hai 
mentioned  today  in  the  field  of  textiles  and 
clothing.  Would  you  think  it  selective  to  say 
“Well,  that  is  one  industry  where  we  ought 
to  have  some  control  of  penetration  but  the 
control  ought  to  be  exercised  on  imports 
into  Great  Britain  from  markets  A,  B and 
C,  and  not  from  markets  X,  Y and  Z.”  Do 
you  think  of  selective  in  those  terms  as 
well? 

(Mr  Basnett.)  Yes , we  are  concerned  with 
developing  countries  and  would  be  con- 
cerned that  whatever  we  do  is  not  to  dam- 
age  their  own  trade  position,  which  I 
assume  is  the  import  of  your  question. 

536.  Could  I ask  you  another  question 
in  the  international  dimension?  I know  the 
TUC  is  very  active  in  the  trades  union  com- 
mittee of  the  European  Community,  and 
doubtless  in  addition  to  that  you  have  bilat- 
eral contacts  with  other  trade  union  centres 
in  other  countries.  Do  you  have  any  discus- 
sions with  them  either  through  the  ETUC 
or  in  other  ways  about  the  sort  of  problems 
we  have  been  discussing  this  morning,  man- 
aged trade  and  all  the  other  things? 

(Mr  Basnett.)  Yes,  we  do.  The  organi- 
sation in  Europe  is  only  now  developing. 
There  is  the  European  TUC.  There  ate 
discussions  there.  They  have  just  recently 
established  an  economic  committee  and 
through  that  committee  we  will  be  discuss- 
ing these  problems.  There  are  one  or  two 
ad  hoc  groups  which  are  important.  There 
is  a trade  union  committee  associated  with 
the  OECD  which  is  an  important  commit- 
tee because  it  takes  in  Europe  and  America 
and  Japan.  Certainly  that  is  one  committee 
on  which  discussions  on  this  subject  do  take 
lace,  and  in  what  we  say  to  the  Heads  of 
tate  in  June  in  Venice  will  be  something 
about  the  trade. 

537.  Are  the  international  trade  secre- 
tariats involved  too? 

(Mr  Basnett.)  Yes,  they  will  be  but  they 
will  be  less  known  to  the  TUC  than  they 
will  be  to  the  individual  unions  because  the 
individual  unions  are  affiliated  to  them. 

538.  Do  you  think  it  is  at  all  possible 
that  these  discussions  you  have  been  talking 
about  could  issue  in  any  sort  of  agreed 
combined  action  across  national  frontiers 
or  is  it  just  a case  of  sharing  views  and 
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clearing  the  air?  representatives  from  Portugal,  Spain  and 

(Mr  Basnett.)  I have  no  hard  agreed  Greece,  to  try  and  work  out  a common 
course  of  action  on  this.  policy  so  far  as  European  textile  and  cloth- 


(Mr  Lea.)  I know  Alec  Smith  will  want 
to  say  something  about  discussions  with  the 
European  unions  in  textiles  because  cer- 
tainly the  MFA  was  negotiated  on  that  basis 
and  in  Geneva  we  have  a trade  union  com- 
mittee and  the  TUC  Textiles  Committee 
has  played  an  important  role.  More  gener- 
ally, I think  there  is  a very  important  point 
which  Mr  Mikardo  has  put  his  finger  on  and 
we  may  be  entering  a period  when  this 
becomes  very  much  more  important  than  in 
the  past,  when  it  has  not  been  all  that 
important.  The  international  trade  secre- 
tariats and  the  unions  in  particular  indus- 
tries have  related  to  European  committees. 
These  all  have  status  with  the  ETUC  Exec- 
utive. If  we  are  drawing  up  what  you  might 
call  industrial  policy  in  Europe,  which  has 
not  hitherto  been  one  of  the  principal  roles 
of  the  ETUC,  one  of  the  factors  is  that  the 
ETUC  covers  the  EEC  as  well  as  EFTA. 
We  believe  that  we  have  to  include  the 
EFTA  countries  in  all  this.  I think  that 
some  of  these  are  problems  which  are  not 
exclusively  in  the  EEC,  where  we  hear  the 
name  Davignon,  but  looking  at  the  future 
of  getting  European  capability  in  the  chip 
or  European  capability  to  stand  up  to  IBM 
and  so  on,  when  we  have  all  these  agree- 
ments through  the  ETUC  and  particular 
industries,  so  we  are  finding  our  feet,  but 
potentially  it  is  a very  important  point. 

539.  Mr  Smith,  there  was  a very  nice 
picture  of  you  in  your  union  journal  setting 
off  with  a representative  of  the  Trade  Asso- 
ciation to  Brussels  to  talk  to  Commissioner 
Davignon  about  imports  of  dumped  cloth- 
ing and  you  were  carrying  some  specimens 
of  suits,  including  one  which  is  available  on 
sale  in  Great  Britain  for  £7.50.  Could  you 
tell  the  Committee  what  Commissioner 
Davignon  said  about  all  that?  Did  he  indi- 
cate that  it  was  a problem  he  would  take  on 
board  and  do  you  see  any  possibility  of  any 
beneficial  result  of  the  visit  you  paid  to 
Brussels? 

{Mr  Smith.)  First  of  all,  we  have  talked 
about  the  point  that  Mr  Kerr  raised.  We 
have  tried  to  develop  within  Europe,  cer- 
tainly within  the  clothing,  textiles  and  foot- 
wear grouping,  a plain  EEC  approach  and 
at  the  moment  we  are  circulating  between 
the  trade  union  sides  and  will  be  meeting 
on  5 May  not  only  with  the  Nine  but  with 
the  EFTA  countries  and  the  Nordic/ 
Scandinavian  grouping,  plus,  hopefully. 
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mg  development  is  concerned,  following 
the  1980/81  renegotiation  of  the  MFA.  In 
October  we  shall  be  meeting  as  an  inter- 
national trade  secretariat  in  Vienna  and 
that  will  be  on  the  agenda  and  there  will  be 
representatives  from  Asia  and  America  as 
well  and,  of  course,  there  are  difficulties 
that  we  have  to  try  and  resolve.  So,  we  are 
certainly  working  towards  it  and  I think  the 
MFA  is  a good  example,  with  all  its  faults 
of  implementation  and  monitoring  and  all 
the  rest,  of  what  the  TUC  would  regard  as 
the  type  of  way  to  go  forward,  to  use  the 
jargon  currently  available,  in  order  to 
establish  orderly  marketing  arrangements. 
On  the  Romanian  suit  case,  it  was  not, 
unfortunately,  Davignon  we  saw:  we  saw 
Mr  Krenzler'and  Mr  Offenbach,  and  some 
action  has  been  taken  on  that.  There  are 
discussions  currently  taking  place  with  the 
representatives  from  the  countries  con- 
cerned and  I understand  that  France  has 
also  approached  the  Commission  on  direct 
anti-dumping.  Ours  was  not  on  dumping, 
because  it  is  such  a long-winded  procedure, 
as  the  Committee  will  appreciate,  and  by 
the  time  you  have  proved  dumping  you 
have  let  the  industry  be  destroyed  in  the 
meantime.  We  went  on  a price  clause  thing. 
Officially  nothing  firm  has  happened  yet. 
The  source  has  been  stopped  for  the  time 
being  and  the  country  concerned  is  in  dis- 
cussions with  us,  so  tnere  is  some  progress 
to  make  on  that. 

Mr  McNally 

540.  I wonder  if  Mr  Smith  can  develop 
his  point  on  the  MFA?  What  are  the 
improvements  that  the  TUC  would  want 
from  the  government? 

(Mr  Smith.)  Basically  what  we  are  look- 
ing for  is  a stricter  application  of  what  is 
now  actually  in  existence,  with  some  intro- 
ductions. For  instance,  we  never  had  a 
recession  clause.  These  ceilings  were  fixed 
on  a 6 per  cent  growth  compound.  That  was 
all  rignt  when  the  world  economy  was  on 
the  upswing  and,  of  course,  it  has  not  hap- 
pened. So,  we  would  look  for  a much 
stronger  recession  clause;  we  would  look 
for  a longer-term  agreement  than  five  years. 
When  you  are  talking  about  major  re- 
adjustments in  employment  patterns,  in  the 
way  an  industry  operates,  five  years  is  too 
short  a timescale  to  accomplish  them,  so  we 
will  be  looking  for  a much  longer-term 
agreement  and  a much  more  speedy 
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approach  to  the  problems  by  the  Commis-  tion , what  do  we  think  of  the  GATT  agree- 
sion.  Once  you  have  convinced  your  civil  ment.  We  were  not  fully  satisfied  with  it. 
servants  here,  they  then  have  to  cope  with 

the  Commission  and  get  them  to  move,  so  544.  What  would  you  put  into  it? 

it  is  a more  speedy  approach  on  the  ceilings.  (Mr  Lea.)  Wewere  looking,  for, example 

They  have  been  well  set  out  all  over  the  for  Article  XIX  to  be  reformed,  and  that 
place  and  are  often  misquoted  by  various  was  applied  to  some  extent  to  allow  greater 
people,  but  we  are  looking  for  global  ceil-  selectivity  of  action  on  imports  which  the 
ings  for  the  most  sensitive  import  areas.  For  current  GATT  rules  — 
instance,  almost  80  per  cent  of  the  shirts 

sold  in  the  United  Kingdom  come  from  545.  How  long  were  you  asking  that 

abroad.  Surely  there  cannot  be  much  more  for?  It  has  taken  years  to  get  the  GATT 

growth  there  to  retain  a viable  shirt-pro-  agreement  sorted  out. 
ducing  industry  at  the  higher  end  of  the  (Mr  Lea.)  We  are  hoping  this  is  a step 
market  that  can  export?  forward.  It  has  not  been  fully  implemented 

yet,  as  you  know. 

Mr  Maxwell-Hyslop 

541.  Have  you  encountered  difficulty  546.  It  came  in  on  1 January  or  1 March. 

— I certainly  did  when  we  had  the  Depart-  (Mr  Lea.)  The  opportunities  to  test  the 
ment  of  Trade  witnesses  here  — in  getting  new  procedure  for  Article  XIX,  I do  not 

a meaningful  definition  of  “material  think  we  have  yet  got  enough  of  a track 

injury",  because  if  you  want  the  Depart-  record  to  be  able  to  answer  that. 

ment  of  Trade  to  act  on  dumping  you  have 

to  show  material  injury?  Have  you  had  any  547.  Do  you  think  that  the  TUC  would 
success  in  getting  an  agreed  definition  with  like  to  be  engaged  in  any  further  negotia- 
the  Department  of  how  you  recognise  tions,  further  refining  of  GATT? 
material  injury?  (Mr  Lea.)  The  other  point  I was  going  to 

(Mr  Smith.)  This  is  the  whole  thing  of  make,  which  directly  bears  on  that,  is  that 
proving  dumping.  We  have  not  had  a great  we  wanted  a social  clause  in  GATT  because 
deal  of  success  on  that,  but,  for  instance,  in  we  are  concerned  that  we  are  going  to  get 
the  last  five  years  12  per  cent  of  the  domestic  ourselves  into  a misunderstanding  in  the 
market  on  men’s  suits  has  gone  to  exports.  North-South  context  about  what  constitutes 
There  lias  been  growth  there.  unfair  trading,  and  in  some  respects  we 

think  that  trade  union  standards  and  stand- 

542.  As  we  have  a paper  from  the  ards  dealing  with  health,  safety  and  so  on, 

Department  of  Trade  on  that,  as  they  could  should  be  brought  into  the  context  of  the 
not  deal  with  it  satisfactorily  when  they  negotiations.  We  know  that  the  Group  of 
appeared  here  as  witnesses,  speaking  for  77  have  not  been  keen  on  this,  but  we  think 
myself,  it  would  be  helpful  if  the  TUC  could  it  is  going  to  be  vital  as  the  years  go  by  that 
give  us  their  considered  opinion  in  a short  if  there  is  going  to  be  a full  understanding 
paper  on  how  material  injury  should  be  between  unions  in  the  north  and  in  the 
recognised.  south,  to  use  the  new  jargon,  that  we  can 

(Mr  Smith.)  Certainly,  we  will  take  that  have  some  dialogue  with  them  and  that  I 
on  board.  think  they  also  would  like  to  see  some  of 

(Chairman.)  Could  we  pass  over  to  the  these  standards  brought  in  so  that  it  is  not 
general  question  of  GATT  and  the  EEC.  true  to  say  that  the  unions  in  the  south  are 

against  social  clause  in  the  GATT.  Indeed, 
Mr  Thompson  they  have  supported  the  ICFITJ,  that  is  the 

543.  Can  I carry  on  from  that,  broad-  world  trade  union  body,  in  calling  for  a 

ening  the  MFA.  The  GATT  agreement  has  social  clause.  It  has  been  the  Governments 

just  been  concluded  and  I think  they  are  an  that  have  been  against  such  a clause.  That 
ideal  set  of  documents,  fairly  simple,  fairly  is  the  other  one  f think, 
straightforward,  and  I think  they  would 

lead  to  orderly  world  trade.  What  is  the  548.  But  the  GATT  arrangements  spe- 
TUC’s  opinion  of  the  GATT  agreements?  cifically  almost  on  every  page  pay  respect 

(Mr  Lea.)  We  did  not  think  we  had  got  to  developing  countries,  ana  Mr  Maxwell- 
everything  we  wanted  out  of  the  GATT  but  Hyslop  will  ask  you  about  that  in  a moment, 

we  have  to  recognise  that  is  one  of  the  but  what  about  east/west  Comecon  coun- 
factors in  the  situation  that  we  are  facing  at  tries  and  state-trading  countries?  Could 

the  moment.  We  are  asked  a simple  ques-  they  not  be  somehow  tied  into  the  GATT? 
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Would  you  like  to  see  that  or  would  you 
like  to  see  a different  approach  entirely  to 
ordinary  market  from  state-trading  coun- 
tries? They  are  doing  our  trade  a great 
amount  of  damage. 

(Mr  Lea.)  The  Economic  Committee  are 
going  to  have  bilateral  talks  with  the  Poles 
in  September  and  we  are  working  out  the 
agenda  before  we  go  with  papers  and  so  on, 
so  that  we  take  that  as  a test  case  because 
we  think  that  the  Polish  economy  is  in  an 
interesting  position  at  the  moment.  Clearly 
they  have,  and  there  are,  different  rules  of 
the  game  from  market  economy  measures. 

Chairman 

549.  Mr  Basnett,  I wonder  if  you  could 
tell  us  whether  there  has  been  any  positive 
result  of  negotiations  with  your  fellow  trade 
unionists  in  other  countries  with  regard  to 
national  trade  matters?  Has  there  been  any 
real  result  or  is  it  a fact  that  the  national 
interests  of  the  particular  national  trade 
unions  somewhat  conflict  with  our  desires 
in  this  country?  For  example,  if  you 
approached  the  Japanese  to  cut  out  more 
exports  in  this  country,  what  would  be  the 
likely  reaction  of  the  Japanese  unions 
whom  they  see  would  be  faced  with  a dim- 
inution in  call  for  their  labour? 

(Mr  Basnett .)  There  are  a number  of 
levels  on  one  level,  if  you  see  what  I mean. 
We  visit  countries  concerned  and  one  of  the 
countries  happens  to  be  Japan  itself.  In 
fact,  we  found  a great  deal  of  understanding 
of  the  need  for  Japanese  unions  to  import 
more  where  it  needs  and  we  found  not  a 
great  deal  of  opposition  there.  That  is  one 
area  which  is  bilateral  in  relationships  with 
a particular  country.  We  also  found  the 
same  understanding  incidentally  with  the 
Government  and  with  the  Japanese  equiv- 
alent of  the  CBI.  We  also  have  a number  of 
trade  union  internationals.  There  is  one  in 
Europe,  and  the  ICFTU,  which  David  will 
know  more  about  than  I , are  beginning  to 
be  discussed.  The  European  TUCis  a fairly 
new  body.  It  has  only  just  created  its  eco- 
nomic committee  but  it  is  discussing  it.  I 
have  pointed  out  before  in  answer  to  Mr 
Mikardo’s  question  that  there  are  some  ad 
hoc  bodies  where  we  try  to  build  up  policy 
on  trade  between  groups  of  unions  and  the 
example  I gave  was  that  there  is  a group  of 
unions  associated  with  the  OECD  which 
puts  their  view  before  the  Heads  of  State 
before  the  Heads  of  State  meeting  each 
year,  and  we  will  be  doing  so  in  Venice  on 
this  occasion  and  we  will  have  views  on 
trade.  We  are  proceeding  in  this  direction 
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both  bilaterally  through  some  informal  ad 
hoc  bodies  and  we  do  use  the  formal  estab- 
lished bodies,  the  international  body,  the 
ICFTU,  the  European  body,  the  ETUC 


550.  If  f could  just  go  on  for  a moment, 
and  I base  (he  next  question  on  evidence 
which  has  already  been  given  to  this  Com- 
mittee by  others,  I would  like  to  ask  you 
what  is  the  experience  of  the  TUC  in  rela- 
tion to  approaches  to  the  EEC  on  import 
matters  and  is  it  not  the  case  that  joint 
approaches  through  that  organisation  are 
in  fact  becoming  more  successful  in  com- 
parison with  attempts  of  our  own  to  go  it 
alone? 

(Mr  Lea.)  I want  to  have  a look  at  that. 

I do  not  know  that  we  have  got  a ready 
answer  to  whether  or  not  the  statistics  show 
that  or  whether  they  show  the  opposite. 

(Mr  Sirs.)  In  steel  it  has  worked,  as  a 
result  of  the  consultative,  in  which  you  have 
the  trade  unionists  and  you  have  the  pro- 
cedures, as  it  were,  going  together,  and 
they  decided  that  they  had  to  protect  the 
European  industry  in  the  UK  and  from 
those  discussions  that  we  had  the  protection 
of  the  Davignon  Plan  came  about,  which 
helped  somewhat,  although  we  do  not  think 
it  is  quite  good  enough,  but  it  helped  as 
opposed  to  the  earlier  Simonet  Plan.  We 
are  building  a very  close  knit  situation  as 
opposed  to  what  we  used  to  have,  within 
the  International  Metal  Workers’  Federa- 
tion, which  covers  the  Western  industri- 
alised world.  In  1966  they  embarked  on  a 
policy  of  trying  to  create  orderly  marketing 
for  steel,  and  they  tried  to  create  a tripartite 
meeting  of  the  Government  producers  and 
the  trade  unionists  and  it  was  only  last 
February,  when  we  had  a meeting  in  Paris 
at  the  OECD  level  which  was  tremendously 
important  and  one  of  the  main  features  of 
this  affiliation  with  the  Japanese  and  Amer- 
icans and  others,  is  that  they  understood 
the  problems,  and  they  are  prepared  to 
restrain  themselves  in  the  interests  of  help- 
ing countries  to  maintain  their  own  industry 
to  a certain  degree.  Bearing  that  in  mind, 
it  is  obvious  to  us  that  we  have  to  have  the 
strong  international  links  particularly  with 
Europe  and  that  is  why  we  are  maintaining 
them. 

Mr  Crowther 

551.  Is  it  not  a fact,  though,  that  part  of 
the  price  that  has  been  paid  for  the  benefits 
of  the  EEC  protection  of  the  steel  industry 
is  a loss  of  a wide  area  of  decision  making 
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within  Britain? 

(Mr  Sirs.)  This  Government  has  indeed 
accepted  that  so  far  as  investment  aids  are 
concerned,  Europe  will  have  a say.  I 
opposed  that.  This  Government  have 
agreed  that  Europe  shall  decide.  Wc  arc 
very  unhappy  about  that  so  I think  there  is 
something  in  what  you  say. 

(Chairman.)  I wonder  if  wc  could  turn 
our  attention  to  problems  of  developing 
countries,  and  Mr  Maxwell-Hyslop  has  a 
few  points  to  make  on  that. 

Mr  Maxwell-Hyslop 

552.  Is  it  possible  briefly  to  get  an 
agreed  definition  of  what  developing  coun- 
tries are,  or  is  it  in  practice  necessary  to  go 
through  a list,  I am  not  proposing  to  do 
that,  but  in  effect  of  a large  number  of 
countries,  and  say  “Is  this  a developing 
country  or  not?”  so  that  we  are  talking  the 
same  language.  If  I could  take  three  exam- 
ples, Brazil,  Korea  and  Taiwan  — would 
you  include  those  within  the  spectrum  of 
developing  countries  or  not  in  the  sense  in 
which  we  will  be  using  the  phrase  this  morn- 
ing? Could  I be  dear  about  that? 

(Mr  Basnett.)  On  the  reason  for  your 
question,  this  is  merely  so  we  are  clear 
about  developing  countries  or  not,  I think 
the  answer  is  that  we  are  quite  pragmatic 
and  we  tend  to  look  at  it  case  by  case  and 
there  are  no  general  tests  we  apply.  Cer- 
tainly there  is  no  list  or  anything  — that  is 
right,  is  it  not? 

(Mr  Callaghan.)  There  are,  as  you  say, 
many  different  lists  and  they  vary  in  their 
definitions.  I do  not  think  we  want  to 
pronounce  on  it. 

Chairman 

553.  You  take  each  case  on  its  own 
merits? 

(Mr  Sirs.)  UNIDO  have  international 
meetings  in  the  developing  countries  and  it 
is  possible  for  you  to  see  countries  that  do 
attend  as  developing  countries. 

Mr  Maxwell-Hyslop 

554.  Naturally  where  there  are  advan- 
tages to  be  gained  by  a country  by  placing 
itself  in  the  category  of  developing  country 
it  is  to  be  expected  it  will  put  itself  in  that 
category,  is  it  not,  but  if  you  take  Brazil  as 
an  example,  which  is  now  producing  high- 
technology  products  for  export  and  yet  has 
a very  advanced  range  of  export  subsidies 
which  are  generally  considered  to  be  only 
appropriate  to  a developing  country,  is  this 
sort  of  phenomenon  one  which  causes  you 


real  concern? 

(Mr  Lea.)  In  some  industries  it  is  the  case 
that  increasingly  there  is  a differentiation. 

It  is  clear  that  the  oil-producing  countries 
of  the  Group  of  77  are  different  from  the 
I omc  countries  and  it  is  clear  depending 
as  Mr  Basnett  says,  on  the  industry  you 
take,  that  there  is  increasingly  differentia- 
tion. I am  not  sure  that  the  question,  with 
respect,  is  significant  in  the  sense  whether 
we  have  one  answer  to  it  and,  therefore,  it 
is  a philosophical  dilemma  for  us.  I think 
the  point  that  the  super-competitors  are 
different  from  Botswana  is  one  we  fully 
understand,  but  I am  not  sure  there  is 
anything  to  say  about  it.  When  you  get  to 
particular  negotiations  you  have  a particu- 
lar  question  as  to  whether  Brazil  ought  not 
to  be  moved  out  of  the  category,  certainly. 

555.  When  we  read  paragraph  17  in  the 
report  which  you  sent  us  the  sentiments  in 
that  are  fairly  specific,  but  how  can  you 
actually  apply  them?  If  Britain  is  to  intro- 
duce more  trade  controls  is  it  not  likely  that 
the  third  world  countries  which  will  be  most 
hit  by  those  will  be  the  countries  which  are 
recommended  for  our  particular  care  in 
paragraph  17?  Perhaps  I can  read  it.  The 
bit  I am  concerned  about  is:  “Special  meas- 
ures, both  short-  and  long-term,  must  be 
adopted  to  help  these  countries  and  to  sup- 

Sort  world  trade.  Previous  Economic 
.eviews  have  emphasised  the  need  to 
increase  aid  flows  to  developing  countries 
substantially.  As  the  Brandt  Report  indi- 
cates, there  is  a growing  realisation  that 
such  a World  Development  Plan  is  now 
needed  and  would  be  beneficial  . . .’’.Tak- 
ing that  message,  how  do  wc  relate  that  to 
what,  in  your  view,  the  Government  ought 
actually  to  be  doing?  If  we  take  undevel- 
oped countries,  with  which  we  have  an 
immense  amount  of  trade,  how  can  one 
confine  the  sort  of  restrictive  measures 
which  you  have  been  recommending  in  your 
evidence  earlier  this  morning  to  Japan  and 
Germany  in  practice  and  get  the  results 
which  you  want  to  see  achieved  without 
applying  them  as  well  to  the  developing 
countries,  whose  development,  you  make 
it  quite  clear  in  paragraph  17,  you  do  not 
want  to  hit?  This  is  the  dilemma,  it  seems 
to  me,  to  be  faced. 

(Mr  Sirs.)  One  of  the  problems  we  have 
in  certain  industries  in  developing  countries 
is  what  aid  should  be  given.  For  instance, 
it  has  been  possible  in  the  past;  they  would 
ask  for  an  airport  and  a steel  industry  once 
they  began  to  develop  and  we  are  now 
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looking  at  the  question  of  what  sort  of  aid 
it  should  be . Should  they  have  a steel  indus- 
try knowing  of  the  over-capacity  which  is 
going  to  exist,  and  is  it  going  to  do  world 
damage  as  opposed  to  certain  damage  for 
countries  which  are  giving  aid.  This  is  a 
problem  but  it  is  one  UNIDO  looked  at  in 
some  degree  of  depth . What  the  developing 
countries  were  seeking  was  for  us  to  be 
building  plants  out  there  and  them  sending 
semi-finished  material  back  to  us,  which 
was  obviously  to  UNIDO  and  the  Western 
industrialised  nations  something  unaccept- 
able. What  we  have  now  is  the  Americans 
saying  very  clearly  to  investors  they  should 
not  build  in  Taiwan  or  somewhere  like  that 
a special  steel  industry  because  there  is 
enough  in  the  world.  We  should  be  devel- 
oping on  the  basis  of  what  is  needed  and 
wnat  is  not  needed.  So,  there  are  problems 
and  there  has  been  subjective  discussion, 
but,  as  I see  it,  you  have  to  look  at  the 
particular  industry  to  see  how  it  affects  aid 
m certain  types  of  countries. 

(Mr  Smith.)  Under  MFA  there  was  guar- 
anteed access  and  growth  of  markets  and 
this  sort  of  development,  but  you  cannot 
put  India  in  the  same  league  as  Korea  and 
this  is  it.  What  we  are  back  to,  and  we  have 
the  new  phenomenon,  if  you  like,  with 
newly  industrialised  countries,  is  — 

(Mr  Basnett.)  The  low-wage,  high-tech- 
nology countries  which  do  concern  us. 

Mr  Thompson 

556.  You  can  put  a fully-fledged,  brand- 
new  tyre  factory  in  India  that  compared 
with  anything  in  the  Western  world? 

(Mr  Smith.)  And  it  would  not  benefit  the 
development  of  India  all  that  much.  Would 
it  do  a great  deal  in  present  circumstances 
to  raise  the  standard  of  living  for  Indians 
because  of  the  multi-national  nature  of  the 
tyre  producers? 

Chairman 

557 . But  that  is  in  the  abstract , is  it  not, 
because  when  you  come  down  to  concrete 
realities  who  is  going  to  put  a tyre  plant  into 
India  and  how  will  you  get  it  in? 

(Mr  Pemberton.)  The  analogy  that  Mr 
Thompson  made  about  tyres  was  amazingly 
topical  because  Dunlop  has  such  a high- 
technology  tyre-manufacturing  and  high- 
technology  rayon-producing  company  in 
India,  to  such  an  extent  that  the  Dunlop 
Company,  who  hitherto  bought  all  their 
rayons  and  nylons  from  Lancashire  mills, 
now  import  a greater  percentage  from  India 
itself. 


Mr  Thompson 

558.  Would  you  expect,  then,  a Gov- 
ernment following  your  pohey  to  treat 
Indian  tyres  differently  from  other  goods 
from  India? 

(Mr  Basnett.)  Again,  I think  we  would 
like  to  look  at  it  case  by  case.  I understand 
there  is  no  problem  as  we  do  not  import 
tyres  from  India  anyway. 

(Mr  Pemberton.)  The  tyres  are  produced 
for  Indian  consumption. ' 

(Mr  Basnett.)  I do  not  know  that  the 
problem  exists  to  any  great  extent  but  if  you 
read  on  in  that  paragraph  it  does  stress  the 
importance  of  aid  flows  and  the  Brandt 
Report  talks  of  the  need  for  a World  Devel- 
opment Plan  which  would  be  beneficial  to 
developing  countries. 

Mr  Carlisle 

559.  John  Nott  makes  the  point  in  his 
letter  to  you  that  our  trade  balance  is  veiy 
favourable  with  the  more  advanced  devel- 
oping countries  like  Korea,  Taiwan  and 
Singapore  and,  therefore,  it  is  entirely  to 
our  benefit  that  we  should  encourage  them 
further  to  expand  and  develop.  Perhaps  you 
would  comment  on  that? 

(Mr  Callaghan.)  The  problem  is  we  know 
their  trade  is  concentrated  in  particular  sec- 
tors where  we  are  worried  about  imports. 
To  come  back  to  your  earlier  point,  we 
know  that  our  import  performance  has  been 
worse  than  our  export  performance.  If  you 
take  imports  as  a percentage  of  the  domes- 
tic market,  it  gives  you  a balance  and  shows 
a deterioration.  We  know  the  trouble  is 
these  exports  from  countries  like  Korea  are 
concentrated  on  one  or  two  key  sectors. 
We  are  concerned  that  they  are  damaging 
certain  industrial  sectors  in  this  country,  so 
if  you  average  them  out,  of  course,  we  nave 
a favourable  balance  of  payments  position. 

Mr  Maxwell-Hyslop 

560.  Can  I distil  my  question  into  that. 
Firstly,  do  you  judge  that  it  is  practicable 
to  secure  the  degree  of  protection  that  you 
want  by  general  agreements  as  opposed  to 
a whole  system  of  individual  bilateral  agree- 
ments with  other  countries  that  export  to 
Britain? 

(Mr  Basnett.)  What  we  consider  is  the 
best  way  to  approach  this  is  that  the  Sector 
Working  Parties,  which  are  industry  tripar- 
tite committees  under  the  National  Eco- 
nomic Development  Council,  should  have 
barriers  which , once  they  are  breached  by 
imports,  should  be  a matter  of  discussion 
with  Government  for  the  introduction  of 
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the  appropriate  form  of  controls.  They  are 
going  to  vary.  We  have  illustrated  to  you 
that  there  is  a wide  variety  of  ways  you  can 
control  imports  from  procurement  to  quo- 
tas, through  user/manufacturer  agree- 
ments, right  throughout  this,  but  I do  not 
think  at  me  moment  we  would  go  beyond 
looking  at  import  penetration  ceilings  with 
the  Sector  Working  Parties.  They  are  not 
looking  for  general  restrictions  at  all.  They 
are  selective  in  that  sense.  They  arc  tripar- 
tite and  in  the  end  they  rely  on  Government 
taking  the  action  that  is  recommended  to  it 
by  the  tripartite  body. 

' (Mr  Lea.)  May  I make  one  point  on  that. 
What  is  disturbing  — and  Mr  Basnett  men- 
tioned this  in  his  introduction  — is  that  if 
the  choice  is  between  generalised  import 
controls  and  selective  controls,  and  to  some 
degree  that  is  now  the  choice,  it  is  rather 
disturbing  that  the  one  which  is  more  selec- 
tive is  really  repudiated  by  Mr  Nott  in  his 
letter.  I draw  your  attention  to  another  part 
of  his  letter,  where  he  really  criticises  the 
import  penetration  ceilings,  which  are  on  a 
selective  basis.  I emphasise  that  they  have 
been  agreed  with  the  employers  and, 
indeed,  agreed  with  the  civil  servants  in  the 
Department,  and  they  have  growth  factors 
in  them  along  the  lines  of  the  MFA  but 
related  to  the  concept  that  we  can  get  some 
growth  into  the  economy.  Taking  your  ear- 
ner point,  Chairman,  that  a job  here  is  lost 
and  a iob  there,  that  is  not  our  view.  We 
are  talking  about  a growth  economy  and  a 
growth  factor  for  imports.  We  have  got  to 
have  some  talks  with  our  intemationalpart- 
ners  on  the  basis  of  getting  back  to  growth; 
where  trade  can  grow  and  so  can  output 
and  employment.  It  is  very  important  tnat 
you  get  that  philosophy  as  being  our  policy 
clear  because  otherwise  I think  you  arc 
talking  at  cross-purposes. 

Chairman 

561.  May  I say  that  we  take  note  of 
what  you  say  with  regard  to  Mr  Nott’s  let- 
ter, which  we  ourselves  have  not  considered 
in  detail.  We  are  very  glad  to  have  your 
points  of  view  on  it.  We  see  the  implications 
with  it. 

(Mr  Basnett.)  Indeed,  my  opening  state- 
ment mainly  related  to  his  letter,  Chairman. 

Mr  Maxwell-Hyslop 

562.  How  doyou  relate  the  interests  of 
the  consumer  efforts  in  this  country  who 
have  considerably  outnumbered  those 
employed  in  the  totality  of  certain  indus- 
tries to  the  import  penetration  ceilings  that 
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you  have  recommended,  particularly  in  t|,e 
case  where  the  import  penetration  has  been 
achieved,  because  the  home  market  models 
simply  are  not  in  the  hands  of  the  dealers 
to  be  sold  as  has  quite  often  been  the  case 
when  there  has  been  the  highest,  particu- 
larly if  you  take  the  motor  car  industry  for 
example.  The  highest  import  penetration 
has  been  when  there  simply  have  not  been 
the  home  market  models  in  the  dealers' 
hands  to  meet  the  existing  home  market 
demands. 

(Mr  Basnett .)  The  worst  thing  that  can 
happen  to  the  consumers  in  this  country  is 
for  there  to  be  a continuing  erosion  of  our 
industrial  base  as  is  occurring  at  the 
moment.  It  is  a protection  of  that  that  we 
are  mainly  concerned  with.  We  do  not  try 
to  erect  it  into  permanent  protection 
because  we  have  said  very  clearly  that  out 
concern  is  to  ensure  that  it  shall  be  selective 
and  it  shall  be  associated  with  the  devel- 
opment and  improved  efficiency  of  that 
industry. 

Mr  Emery 

563.  Is  it  not  a fact  and  surely  we  must 
get  it  clear  as  to  the  way  in  which  we  deal 
with  developing  countries  and  NICs,  that 
the  only  way  that  their  standard  of  living  is 
going  to  be  raised  is  in  fact  by  these  coun- 
tries having  investment  creating  certain  of 
their  own  industries  which  they  are  able  to 
export  from,  in  order  to  earn  the  foreign 
currency  that  they  can  then  proceed  to  buy. 
That  means  to  say  that  in  order  to  achieve 
that  they  have  to  have  free  entry  into  the 
markets  of  the  most  industrialised  world.  If 
that  is  the  case,  however,  which  I believe  it 
is,  and  I would  hope  that  the  TUC  would 
believe  it  was,  is  there  not  a corollary  which 
is  very  much  to  the  benefit  of  industry  in 
the  developed  world,  but  that  will  create  a 
greater  degree  of  new  demand  that  we  are 
seeing  in  any  other  market  in  the  world, 
because  this  is  where  the  demand  really  lies 
with  people  who  have  not  got  things? 

(Mr  Basnett.)  I will  let  Mr  Lea  tell  us 
what  the  cross-over  effect  is  between  cre- 
ating demand  in  under-developed  countries 
and  in  this  country  seeing  the  destruction 
of  certain  other  industries,  but  again  I 
would  just  emphasise  what  he  has  said,  that 
we  see  this  against  the  background  of  a 
need  to  ensure  an  expansion,  a general 
expansion,  of  world  trade  anyway. 

Mr  Crowther 

564.  Can  I just  follow  this  point:  what 
is  the  TUC  view  on  the  possibilities  of 
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bringing  back  to  life  industries  where 
import  penetration  is  100  per  cent,  because 
they  have  been  wiped  out  in  Britain,  for 
example,  motor  cycles,  television  tubes, 
typewriters,  in  many  cases  as  a result  of 
decisions  made  by  transnational  organisa- 
tions simply  shifting  production  out  of  Brit- 
ain. Does  the  TUC  feel  there  is  any  hope 
at  all  for  starting  these  industries  up  again 
in  this  country? 

(Mr  Lea.)  On  the  relationship  between 
this  and  the  problem  of  the  less  prosperous 
countries,  the  first  point  to  make,  Mr 
Emery  poses  it  implicitly,  against  our  policy 
and  I do  not  think  there  is  this  sharp  con- 
flict, is  the  growth  point  that  the  Chairman 
has  mentioned.  When  we  commented  on 
the  Brandt  Report  we  pointed  out  that  it  is 
quite  compatible  to  say  that  the  lowest  20 
per  cent  of  the  UN  members  would  have  a 
bigger  share  of  world  output  by  the  year 
2000  and  at  the  same  time  we  would  have 
a higher  living  standard  and  the  idea  that 
we  have  got  to  look  at  it  against  the  back- 
ground of  a no  growth  economy  is  death 
and  destruction  to  everybody.  That  is  the 
first  point.  If  you  look  at  everything  against 
a zero  sum,  again  to  use  the  same  jargon, 
where  one  job  in  Botswana  is  one  less  job 
in  Coventry,  we  do  not  accept  that.  The 
question  is  how  do  you  get  a growth  econ- 
omy? What  we  are  saying  is  that  it  seems 
unlikely  that  the  present  disposition  of 
forces  in  the  world  will  produce  a growth 
economy.  Following  Brandt  what  other 
things  can  we  do?  One  of  the  things  is 
dialogue  with  OPEC  to  get  some  more 
funds  to  get  some  demand,  but  in  terms  of 
demand  for  British  products,  we  have  got 
to  have  a plan  for  growth  of  trade  whereby 
we  can  see  the  systematic  expansion  of  our 
own  production  and  employment  at  the 
same  time.  We  want  to  use  the  resources  of 
the  world  against  unemployment  here . That 
is  the  thrust  of  our  argument,  and  on  the 
point  asked  by  Mr  Crowther,  I think  Mr 
Basnett  would  like  to  say  a few  more  words. 

(Mr  Basnett.)  On  that  point,  our  impres- 
sion is  that  it  is  fairly  difficult  to  revive  — 
resuscitate  — these  industries.  For  a num- 
ber of  reasons  this  is  true.  If  I can  take  the 
television  industry  as  an  example,  there  was 
an  attempt  and  still  is  but  the  point  is  that 
we  are  out  of  the  technology  and  it  is  very 
difficult  to  get  back  in.  In  the  other  indus- 
tries, similar  industries  like  cement  pipes, 
once  you  lose  that  you  lose  the  skill  of  the 
work  force  — it  is  a highly  specialised  skill 
— and  you  cannot  get  it  back.  For  many 
reasons  it  is  extremely  difficult  once  you 
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have  lost  an  industry  to  get  back  in  to  it. 

Mr  McNally 

565.  I think  the  Committee  made  clear 
what  it  meant  by  “selective  import  con- 
trols" and  is  not  asking  for  the  kind  of 
blanket  import  controls  of  the  Cambridge 
School  of  Economists.  Mr  Smith  showed 
enthusiasm  for  the  MFA  and  suggested  that 
it  could  be  applied  to  other  industries.  I 
wonder  if  the  Committee  has  considered 
other  industries  that  would  be  suitable  for 
the  MFA  agreement? 

(Mr  Smith.)  You  mean,  could  be  the  type 
of  approach? 

566.  Yes. 

(Mr  Lea.)  If  we  can  mention  some  indus- 
tries, I think  they  are  all  different.  We  have 
got  a list  here.  Electronic  computers,  off- 
shore oil  equipment,  coking  coal,  steel, 
tyres,  motors  and  so  on  — you  can  go  on 
with  a great  list.  Construction  equipment, 
office  machinery,  etc,  etc. 

Chairman 

567.  Do  you  include  footwear  in  that? 
(Mr  Lea.)  Yes.  I think  the  important 

point  is  and  it  goes  to  the  heart  of  the 
problem  with  selective  against  general  that 
many  of  these  policies  are  not  only  to  do 
with  stopping  the  imports,  but  they  are  to 
do  with  restructuring.  They  are  to  do  with 
financial  assistance,  and  so  on.  Take  off 
shore  oil,  for  instance.  We  called  for  the 
establishment  of  an  oil  industry  consultative 
committee,  largely  based  in  Scotland,  to  do 
with  supplying.  We  set  a target  for  increas- 
ing the  home  market  provision  from  35  per 
cent  to  55  or  60  per  cent  within  two  or  three 
years  and  we  achieved  it.  We  have  had 
some  trouble  with  the  EEC  but  that  is 
anotherproblem.  It  has  improved  the  tech- 
nology. It  has  improved  the  industrial  struc- 
ture. It  has  improved  the  management  and 
objectives  of  many  industries  in  engineering 
and  in  central  Scotland  and  the  north  east 
of  England  and  that  has  been  the  reciprocal 
thing  to  the  import  penetration,  because  if 
you  increase  the  home  market  share  you 
have  decreased  the  import  penetration. 
When  you  come  to  an  industry  such  as  we 
just  mentioned,  like  office  machinery,  you 
probably  have  the  task  force  that  we  are 
calling  for  setting  up  there  and  it  imposes 
the  import  penetration  ceiling.  To  ensure 
that  action  is  taken  so  that  we  do  not  exceed 
the  agreed  import  penetration  ceiling 
maybe  a different  pattern  of  intervention 
than  is  the  case  with  offshore  equipment, 
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So,  we  have  about  ten  different  industries 
on  our  list  here  and  they  each  need  their 
own  approach. 

Mr  Emery 

568.  But  if  what  has  been  said  is  right 
about  the  offshore  industry,  the  OSO  was 
set  up  specifically  to  achieve  by  Govern- 
ment sponsorship  what  you  were  suggesting 
and  it  only  reached  a level  of  35  per  cent, 
but  that  by  your  initiative  and  the  initiative 
within  industry  without  Government  assist- 
ance you  have  been  able  to  do  nearly  twice 
as  well? 

(Mr  Lea.)  No,  I am  sorry,  it  is  the  other 
way  round.  When  we  set  up  this  body  to 
deal  with  offshore  equipment,  65  per  cent 
of  the  stuff  was  coming  in  from  America, 
Holland,  etc,  and  the  fact  that  we  have  had 
this  great  concerted  action  plan  for  the  off- 
shore equipment  industry  means  we  have 
more  or  less  doubled  the  share  of  the 
demand,  which  is  over  a billion  pounds  a 
year  in  the  North  Sea,  produced  in  Britain. 

569.  That  is  what  I am  saying.  That  is 
what  the  OSO  was  set  up  to  do,  to  increase 
the  amount  of  British  equipment  and  tech- 
nology in  the  North  Sea? 

(Mr  Lea.)  We  have  always  said  invest- 
ment assistance  is  one  route  to  controlling 
import  penetration. 

570.  I was  most  interested  in  your  suc- 
cess and  trying  to  build  on  your  success. 
What  I was  saying  is  that  the  OSO  was  set 
up  in  1972/73  — I helped  do  it  myself  — 
but  it  was  done  specifically  with  the  objec- 
tives you  are  talking  about,  in  order  to 
maximise  the  use  of  British  equipment  in 
the  North  Sea,  and  you  said  that  was  failing, 
because  we  have  only  got  to  a position  of 
35  per  cent  of  that,  before  you  set  up  your 
committee.  How  is  it  that  your  committee, 
using  the  private  enterprise  structure  of  the 
TUC,  had  been  able  to  get  this  very  much 
greater  result  than  the  OSO  had? 

(Mr  Lea.)  We  are  talking  at  cross-pur- 
poses, with  respect. 

Chairman 

571.  I think  what  would  help,  if  I may 
intervene,  is  if  you  would  be  good  enough 
to  let  us  have  a copy  of  the  document  from 
which  you  were  reading  — I think  it  was  a 
report  you  had  — if  it  is  for  public 
dissemination? 

(Mr  Basnett.)  We  will  certainly  do  that. 

572.  I do  not  want  to  tread  on  your 
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delicate  toes,  but  if  we  could  have  a copy  it 
would  save  a little  questioning. 

(Mr  Lea.)  The  fact  that  there  was  Gov- 
ernment intervention  to  assist  in  the  off. 
shore  industry  is  the  common  factor 
between  us  and  we  are  very  worried  that 
the  Government  should  now  have  a doc- 
trinal approach  that  industrial  intervention 
is  always  damaging  to  the  market  economy. 
We  think  the  reverse  is  often  the  case. 

Mr  Emery 

573.  I cannot  let  this  go  by  because  we 
are  not  talking  at  cross-purposes.  What  I 
am  saying,  as  I understand  it,  is  that  the 
evidence  that  has  been  given  to  us  is  that 
by  the  action  of  the  TUC  in  setting  up  or 
helping  to  sponsor  the  committee  a situa- 
tion has  been  created  which  reflects  that  60 
per  cent  of  certain  of  the  supply  factors  to 
the  North  Sea  are  coming  from  the  United 
Kingdom.  If  that  is  so,  I say  marvellous,  I 
am  delighted.  What  I would  point  out  is 
that  in  1973  the  OSO  was  set  up  as  a branch 
of  the  old  DTI  and  has  stayed  on  in  oper- 
ation to  achieve  exactly  that.  The  evidence 
which  is  being  submitted  to  us  is  that  it  only 
achieved  about  35  per  cent  instead  of  60 
per  cent  until  the  new  committee  was  struc- 
tured. What  I am  saying  is,  marvellous.  1 
am  not  being  critical  of  what  the  new  com- 
mittee has  done,  but  why,  I want  to  know, 
has  the  new  committee  had  such  a consid- 
erable success  when  the  OSO  before  the 
new  committee  was  in  existence,  which  was 
entirely  Government-sponsored,  was  only 
able  to  achieve  35  per  cent  success. 

(Mr  Callaghan.)  I think  there  is  some 
misunderstanding.  The  committee  we  are 
talking  about,  the  Offshore  Oil  Industry 
Liaison  Committee,  has  the  OSO  inti- 
mately involved.  We  are  not  saying  the 
OSO  failed  in  that  respect.  What  we  are 
saying  is  once  the  committee  we  are  talking 
of,  OILCO,  which  brought  together  the 
unions,  which  brought  together  the  off- 
shore operators  ana  the  plant  operators 
(bringing  together  these  people  was  some- 
thing new)  was  formed,  it  meant  that  the 
operators  could  talk  to  the  platform  build- 
ers and  talk  to  the  unions,  to  the  OSO,  and 
it  meant  they  could  resolve  a lot  of  the 
difficulties. 

574.  But  this  was  meant  to  be  done  by 
the  OSO? 

(Mr  Callaghan.)  It  was  not,  with  respect, 
because  the  OSO  did  not  have  the  unions 
intimately  involved,  and  here  we  have  a 
body  which  can  bring  together  the  unions 
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and  the  plant  construction  site  and  that  is  (Mr  Basnett.)  That  is  the  question  to 


quite  an  important  thing,  because  here  we 
are  talking  about  sites  which  may  have  very 
erratic  workloads;  they  build  a platform 
and  then  have  no  more  work  and  how  can 
we  get  a smooth  ordering  pattern.  OILCO 
addressed  itself  to  many  of  these  aspects.  I 
hope  that  you  are  not  thinking  we  are 
knocking  the  OSO.  We  very  much  support 
it,  and  it  was  a combination  of  the  OSO 
with  those  factors  which  made  the  improve- 
ment which  has  been  talked  of  possible. 

(Mr  Smith.)  We  have  a similar  structure 
ing  in  textile  production  and  clothing, 
e have  the  Retail  Employers  Joint  Com- 
mittee, which  is  a committee  to  work  for 
import  substitution,  and  that  is  again  under 
the  auspices  of  NEDO , so  we  have  a Sector 
Working  Party  approach  and  we  have  a 
tripartite  approach,  and,  what  is  important, 
the  unions.  Government  and  employers  sit 
down  together  and  try  to  work  out  solutions 
to  the  problems  that  confront  us. 

(Mr  Basnett.)  Could  I emphasise  that  a 
number  of  Sector  Working  Parties  by  vol- 
untary means  do  achieve  some  control  of 
imports  through  making  use  of  agreements. 

In  footwear  they  have  done  it  effectively, 
so  there  is  nothing  unusual  about  that.  Cer- 
tainly we  will  let  you  have  a copy  of  this, 
which  demonstrates  the  numerous  methods 
according  to  the  industry. 

Mr  Foster 

575.  I would  like  to  hear  what  the  TUC 
has  to  say  about  the  often-repeated  argu- 
ment that  if  we  impose  more  import  con- 
trols then  this  would  result  in  instant 
retaliation.  Would  there  not  need  to  be 
negotiations  in  GATT  and  with  the  EEC? 

(Mr  Pemberton.)  The  last  example  in  my 
lifetime  we  have  had  of  that  was  during  the 
first  period  of  the  Wilson  Government  of 
1964  to  1966  when  there  was  a 15  per  cent 
tariff  put  on  manufacturing  goods  under 
that  Government  and,  as  far  as  I can 
remember  — and  I do  not  mind  being  told 
if  I am  incorrect  — there  was  no  retaliation 
at  all  from  those  countries  affected  by  that 
15  per  cent  tariff  imposition.  If  there  were, 
it  is  not  to  my  knowledge. 

Mr  Thompson 

576.  Such  a tariff  is  still  legal  within 
GATT,  but  an  overall  tariff  on  all  imports. 

(Mr  Pemberton.)  I am  talking  about 
1964-66,  but  in  my  life-time. 

577.  I think  it  is  still  legal  within  GATT 
but  Mr  Foster’s  question  was  on  selection? 
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which  we  have  addressed  ourselves.  Again 
this  is  an  issue  which  we  deal  with  in  the 
Economic  Review  and  if  I may  just  read  to 
you  from  paragraph  80  it  says:  “The  retal- 
iation argument  also  needs  to  be  consid- 
ered. In  the  longer  term,  survival  of  an 
efficient  manufacturing  sector  in  the  UK 
economy,  and  thus  a buoyant  economy,  is 
to  the  advantage  of  all  the  UK’s  major 
trading  partners.  The  TUC  has  always 
stressed  that  the  aim  should  be  to  reduce 
import  penetration.  In  a growing  economy 
this  does  not  mean  that  the  absolute  level 
of  imports  has  to  be  cut.  Indeed  imports 
can  grow,  albeit  at  a slower  rate  than 
domestic  production.  This  would  benefit 
not  only  the  British  economy,  but  world 
trade  and  other  economies  as  well,”  So,  we 
have  looked  at  that  and  it  is  our  conclusion 
that  the  danger  is  not  that  which  your  ques- 
tion suggests  exists. 

578.  Do  you  think  our  trading  partners 
would  agree? 

(Mr  Lea.)  Not  without  any  dialogue.  If 
you  take  a concrete  case,  whether  steel, 
motor  cars,  construction  equipment,  elec- 
tronics, computers  and  so  on,  I think  it  may 
be  that  in  some  cases  it  is  by  agreement 
with  European  partners.  In  other  cases  it  is 
part  of  something  like  Mr  Smith  is  referring 
to.  It  is  difficult  to  answer  that  in  the 
abstract. 

(Mr  Smith.)  We  have  a short-  and 
medium-term  problem  and  if  you  let  the 
situation  carry  on  you  will  finish  up  with  a 
population  of  impoverished  consumers 
because  no  new  manufacturing  industry  has 
emerged  basically  and  that  is  what  it  is 
about.  How  do  we  retain  a manufacturing 
base  in  the  United  Kingdom  so  that  we  can 
take  an  increasing  share  of  world 
productivity? 

Mr  Crowther 

579.  What  is  the  TUC’s  view  on  the 
value  of  industry-to-industry  agreements  as 
distinct  from  or  preferable  to  govemment- 
to-government  agreements  on  restraints  on 
imports? 

(Mr  Lea.)  I think  the  managed  trade 
concept  means  it  is  partly  a grey  area  now- 
adays. I do  not  think  you  would  have  such 
agreements  without  any  Government 
involvement  at  all. 

Mr  McNally 

580.  Mr  Basnett  has  twice  mentioned 
the  word  “procurement”  as  a way  of  con- 
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[Mr  McNally  Contd. } 

trolling  imports.  Have  you  any  advice  or 
ideas  on  this  not  only  for  Government  but 
for  large  manufacturers?  Just  to  give  a clas- 
sic example,  British  Leyland,  while  cam- 
paigning to  buy  British,  buy  Italian 
windscreens.  It  does  seem  to  me  that  part 
of  our  propensity  to  import  is  not  just  the 
consumers  but  other  sides  of  British  indus- 
try and  other  aspects.  The  retailers,  the  big 
manufacturers  are  not  buying  British 
either. 

(Mr  Lea.)  We  have  pushed  the 
maker/users  dialogue  thing  very  much  in 
that  context,  and  often  we  are  trying  to 
draw  attention  to  people  and  saying  “Why 
is  it  you  are  buying  from  abroad?”.  That  is 
certainly  something  we  have  always  been 
putting  on  the  agenda. 

(Mr  Basnett.)  There  are  two  issues  in 
this:  the  first  is  what  we  can  do  organisa- 
tionally, and  obviously  to  take  an  example 
of  office  equipment  the  problem  is  that  the 
multi-nationals  of  course  can  offer  the 
whole  range  of  the  equipment.  British  man- 
ufacturers can  only  offer  pieces  of  it. 
NEXOS  was  created  by  the  NEB  to  put 
them  altogether  so  they  could  offer  a range. 
You  have  got  a Government  subsidised 
body  coming  in  sensibly.  The  Government 
is  in  the  position  where  it  has  got  to  go 
through  a period  of  office  re-equipment  and 
what  we  are  trying  to  do  in  that  area  apart 
from  the  task  force  that  David  has  men- 
tioned is  to  get  the  trade  unions  concerned 
to  talk  with  Government  about  this  to  try 
and  influence  a procurement  policy  in  that 
area.  We  are  doing  exactly  the  same  thing 
within  industry.  We  are  beginning  to  discuss 
directly  with  industry  the  use  of  parts  which 
are  British  manufactured.  The  dreadful 
thing  is  that  if  you  talk  about  safety  glass, 
I think  Ford  import  5 per  cent  and  Talbot 
import  none  from  abroad,  and  British  Ley- 
land  import  something  like  40  per  cent  I 
think  given  that  the  unions  are  now  aware 
of  this  and  can  talk  to  the  company  about 
it  we  may  be  able  to  influence  that  situation . 

(Mr  Callaghan.)  I have  got  quite  an  inter- 
esting statistic.  Most  imports  are  not  con- 
sumer goods,  they  are  capital  goods.  We 
are  talking  about  the  purchase  of  plants  of 
manufacturing  companies.  That  import 
penetration  ratio  is  much  lower  for  invest- 
ment finance  through  Section  7 and  Section 
8 schemes  under  the  Industry  Act.  I do  not 
know  whether  you  have  had  the  Depart- 
ment of  Industry  in  and  asked  them  about 
this  but  it  has  been  shown  that  this  is  a 
valuable  lever.  The  use  of  selective  assist- 
ance to  get  firms  to  purchase  British  equip- 


ment is  one  way  in  which  you  can  help.  It 
does  not  happen  all  the  time. 

Mr  Crowther 

581.  No,  it  does  not. 

(Mr  Callaghan.)  But  the  amount  of  Brit- 
ish capital  equipment  which  is  purchased 
via  selective  assistance  is  much  higher  than 
that  which  is  financed  in  the  normal  way. 

582.  The  Secretary  of  State  for  Industry 
specifically  refused  a request  from  the  Proc- 
ess Plant  Association  to  do  what  you  arc 
suggesting. 

(Mr  Basnett.)  We  know  the  IBM  com- 
puters — 

Mr  Emery 

583.  Could  we  turn  to  the  aspect  of 
exchange  rates  because  it  seemed  to  me 
that  there  was  some  conflict  in  the  views 
that  were  being  expressed  in  the  submission 
on  your  Economic  Paper.  You  do  say  in 
paragraph  76  of  your  Review  that  the  Gov- 
ernment has  little  or  -no  control  over  the 
value  of  the  pound,  and  yet  you  go  on  to 
argue  that  if  our  surplus  in  manufacturing 
is  not  to  be  traded  off  for  the  revenues 
generated  from  the  North  Sea  Oil,  the  Gov- 
ernment must  re-establish  control  of 
exchange  rates.  It  goes  on  and  also  argues 
that  the  Government  must  adopt  far-reach- 
ing structural  policies  to  improve  the  UK's 
trade  performance.  Does  the  TUC  not 
really  believe  as  I think  is  accepted  now 
politically  really  on  both  sides  of  the  House 
that  exchange  rates  have  to  be  left  to  world 
markets  to  manage  and  that  if  it  is 
attempted  to  be  done  by  the  Bank  of  Eng- 
land or  the  Treasury  we  run  ourselves  into 
the  most  terrifying  difficulties? 

(Mr  Lea.)  I think  the  contradiction  is 
more  apparent  than  real.  If  you  take  para- 
graph 76,  we  have  made  it  clear  we  think  it 
is  the  abolition  of  the  exchange  controls 
which  is  one  of  the  factors  that  has  led  to 
the  relative  lack  of  freedom  of  the  Govern- 
ment to  do  something  about  it.  What  they 
have  done  there  they  could  reverse.  The 
more  deep-seated  problem  has  to  raise 
wider  issues  such  as  depletion  policy  and 
here  I think  that  we  are  moving  to  a position 
where  we  would  like  to  see  some  lower  rate 
of  depletion  which  would  help  to  bring 
down  exchange  rate  but  we  do  not  accept 
finally  that  the  Bank  of  England  ispower- 
less.  If  you  look  at  what  the  Swiss  Govern- 
ment were  able  to  do  to  some  extent,  and 
what  other  Governments  have  done  in  rela- 
tion to  capital  movements,  we  believe  that 
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it  is  certainly  not  impossible  with  a combi- 
nation of  these  policies  to  bring  down  the 
value  of  the  pound . It  needs  a paper  in  itself 
to  give  a proper  discussion  of  the  problems 
as  you  go  along,  which  recognises  the 
importance  of  the  question. 

Chairman 

584.  I noted  earlier  that  you  had  many 
comments  to  make  on  the  letter  which  the 
Secretary  of  State  had  written  to  Mr  Mur- 
ray. f wonder  if  you  would  care  to  look  at 
the  end  of  the  first  paragraph  on  the  second 
page,  dealing  with  the  problem  of  protec- 
don  and  so  on:  “To  the  extent  that  current 
performance  is  due  to  the  high  value  of  the 
pound,  import  controls  by  themselves 
would,  if  effective,  drive  the  pound  even 
higher  and  make  life  more  difficult  for  our 
exporters.”  Do  you  agree  with  that 
statement? 

(Mr  Lea.)  I do  not  think  we  do  agree. 
We  do  not  think  it  is  as  simple  as  that.  The 
implications  for  inflation  and  the  internal 
rice  level  of  import  controls  depends  on 
ow  you  do  them. 

(Mr  Callaghan.)  Our  argument  is  not,  for 
import  controls,  an  overall  balance  of  pay- 
ments and  I think  that  should  be  abundantly 
clear.  I think  it  should  be  the  effect  on 
particular  industrial  sectors. 

585.  Do  I understand  that  you  say  you 
do  not  agree? 

(Mr  Lea.)  Yes,  we  do  not  agree. 

586.  That  is  all  I wanted  to  know. 

(Mr  Basnett.)  Mr  Nott’s  argument  was 

that  we  were  asking  for  general  control. 

Mr  Emery 

587.  Nearly  everyone  who  has  given 
evidence  to  this  Committee,  and  I bow 
immediately  to  the  two  Ss,  Mr  Smith  and 
Mr  Sirs,  because  their  own  industries  have 
been  very  good  examples  and  f therefore 
do  not  want  them  to  come  back  at  me,  has 
said  generally  that  one  of  the  major  meth- 


ods of  being  able  to  deal  with  import  control 
and  to  increase  our  ability  to  export  was  if 
we  could  raise  the  level  of  productivity  to 
a much  greater  extent  in  this  country. 
Would  the  TUC  Economic  Committee 
agree  with  that? 

(Mr  Basnett.)  We  have  tended  to  express 
it  in  a different  way.  What  I said  in  my 
introduction  was  that  the  plea  for  selective 
import  controls  was  to  allow  industries  to 
restructure,  revive  and  be  made  more  effi- 
cient. Certainly  there  is  a very  strong  case 
for  looking  at  the  productivity  of  industry 
all  the  time  anyway,  but  the  argument  for 
import  controls  is  to  give  you  the  time  to 
do  that.  You  cannot  replace  them 
obviously. 

( Mr  Pemberton.)  Can  I say  llghtheartedly 
in  relation  to  that , I am  wondering  precisely 
how  you  can  get  an  increase  in  productivity 
out  of  a motor  cycle  manufacturing  machine 
made  in  this  country  that  is  still  being  used 
to  produce  high-speed  tyres  of  a very  high 
quality  in  this  country. 

Chairman 

588.  I do  not  know  the  answer  imme- 
diately because  I am  not  here  to  answer 
questions,  I am  here  to  ask  them,  but  1 note 
what  you  say.  The  time  has  gone  very 
quickly  and  we  shall  continue  to  pursue  our 
researches  into  the  simple  question  of  why 
we  do  not  export  more  and  why  we  import 
so  much,  and  we  should  like  to  do  that  with 
your  help  and  assistance  in  the  future.  We 
as  a Committee  are  deeply  indebted  to  you, 
Mr  Basnett,  and  your  colleagues  for  your 
presence  here  this  morning,  the  attention 
you  have  given  to  our  questions  and  the 
manner  in  which  you  have  answered  them. 

(Mr  Basnett.)  Could  I briefly  express  our 
indebtedness  to  you  for  the  range  of  ques- 
tions and  interest  in  our  replies,  and  to 
assure  you  that  if  there  is  any  further  assist- 
ance we  can  give  the  Committee  we  shall 
be  very  pleased  to  do  so. 

(Chairman.)  Thank  you  very  much 
indeed. 
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Memorandum  submitted  by  the  British  Radio  Equipment  & Electronic  Manufacturers 
Association  (M91) 

The  British  Radio  Equipment  & Electronic  Manufacturers  Association  represents  the 
manufacturers  in  the  UK  of  all  Consumer  Electronic  products  such  as  television  and  audio 
receivers.  Over  the  last  20  years  the  shape  of  the  market  has  changed  dramatically.  The 
figures  below  illustrate  the  marked  rise  in  import  penetration,  and  the  consequent 
contraction  of  the  work  force  directly  employed  in  Britain  by  the  industry,  over  the  last 
20  years. 


(a)  TV  RECEIVERS  in  units  (importers  in  % share  of  total  market) 
1959  1979 

UK  made  deliveries  2,780,000  2,083,000 

UK  imports  5,000  (0.2%)  1,238,000(37.2%) 


2,785,000  3,321,000 


Installation  1959 

No.  of  sets  in  use:  11,700,000 

UK  households:  16,700,000 

Penetration:  70% 


1978 

24.300.000 

19.800.000 

122%  (more  than  one  set  per 
household) 


(b)  RADIO  RECEIVERS 

These  figures  include  portable  domestic  radios,  other  domestic  equipment  incor- 
porating radio  receivers  (ie  radio  recorders,  clock  radios,  music  centres,  tuners, 
tuner  amplifiers,  etc)  car  radio  receivers  and  car  radio  tape  players. 


UK  deliveries 
UK  imports 


1959 

1,658,000 
49,125  (3%) 


1979 

630.000 

13.420.000  (95.5%) 


1,707,125  (3%)  14,050,000  (95.5%) 


It  would  be  unrealistic  to  expect  that  a developed  country  such  as  ours  should  continue 
to  buy  bottom  end  of  the  market  radios  from  British  manufacturers,  even  were  these 
companies  prepared  to  make  such  products.  The  small  plastic  hand-held  sets  are  more 
suitable  to  the  low-cost  labour  countries  of  the  Far  East.  Higher  up  the  scale  the  audio 
market  as  a whole  has  become  increasingly  dominated  by  the  Far  East,  initially  from 
Japan  and  then  as  other  countries  developed  rapidly  in  electronic  assembly  operations, 
Korea,  Taiwan,  Singapore  and  Hong  Kong,  none  of  which  could  today  be  regarded  as 
“developing"  countries  in  electronics,  even  though  they  still  enjoy  tariff  preferences  based 
on  their  developing  nation  status.  In  television,  which  represents  probably  the  most 
important  sector  of  the  industry,  import  penetration  became  very  large  in  the  early  1970s 
and  was  held  in  check  by: 

(a)  The  PAL  patents  which  limit  imports  of  colour  TV  sets. 
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(b)  Industry-to-Industry  talks  for  black  and  white  television  which  were  started 
initially  with  Japan  and  have  since  been  extended  to  include  Korea,  Taiwan  and 
Singapore.  These  talks  now  cover  audio  products  as  well  as  television  with  all 
countries  except  Singapore  which  has  preferred  not  to  enlarge  the  scope  of  the 
discussions  despite  repeated  requests  from  our  side. 

A vital  role  of  Government  in  Industry-to-Industry  talks  is  to  act  as  the  door-opener  for 
the  discussions  and  to  be  seen  to  be  fully  in  support  of  them.  Both  administrations  have 
given  full  support  in  this  manner.  In  this  respect  the  Department  of  Industry  provides 
invaluable  help  being  fully  conscious  of  the  needs  of  the  manufacturers.  The  Department 
of  Trade  on  the  other  hand  is  inclined  to  find  itself  in  a dichotomy  because  of  its  need,  on 
the  one  hand  to  foster  exports  and  to  promote  two-way  trade  and,  on  the  other  to  protect 
home  industry  against  excessive  imports. 

A good  example  of  this  is  the  small  screen  monochrome  television  market.  In  1976/77 
both  Korea  and  Taiwan  sought  to  flood  the  UK  market  with  small  screen  black  and  white 
portable  televisions  just  at  the  time  when  the  British  manufacturers  were  trying  to  retrieve 
a larger  share  of  the  market  for  themselves.  As  a result  quotas  were  imposed  by  the 
Government  on  both  these  countries  which  in  turn  led  to  a reduction  of  import  penetration 
from  nearly  70  per  cent  in  1976  to  under  50  per  cent  in  1978  and  1979.  At  the  same  time 
Industry-to-Industry  talks  were  embarked  upon  with  both  Japan  and  Singapore  thus 
covering  all  major  importers.  Since  then  the  quotas  have  been  lifted  on  both  Korea  and 
Taiwan  in  exchange  for  Industry-to-Industry  talks.  Nevertheless  the  delicate  balance  for 
the  home  market  can  easily  be  disturbed  by  a new  producer  arriving  unexpectedly  and 
seeking  to  claim  a sizeable  portion  of  the  market.  The  most  recent  case  history  for  this 
product  has  been  Thailand  suddenly  seeking  a slice  of  the  Monochrome  TV  market  which 
must  either  be  relinquished  by  the  home  producers  or  by  the  other  countries  with  whom 
this  industry  has  understandings.  When  such  situations  occur,  the  Industry  prefers  to 
reach  an  understanding  with  the  country  concerned  on  the  basis  of  Industry-to-Industry 
talks,  but  in  the  last  resort,  if  the  country  is  unwilling,  the  ultimate  sanction  has  to  be  an 
import  quota.  Under  the  present  EEC  legislation  this  can  only  be  done  through  Brussels, 
which  takes  time  and  requires  evidence  of  serious  damage  to  the  home  industry.  These 
procedures  are  cumbersome  and  may  often  take  so  long  to  implement  that  the  damage 
will  already  have  been  done,  before  quotas  are  applied. 

Another  example  is  the  whole  field  of  audio  which  is  currently  of  great  concern  to  the 
members  of  this  Association,  manufacturing  audio  equipment  in  Britain.  Under  the 
present  economic  climate  with  a strong  Pound,  high  interest  rates  and  high  inflation  audio 
manufacturers  in  this  country  are  experiencing  real  difficulty.  Those  companies  that  have 
had  a strong  export  performance  in  the  past  are  finding  their  prices  less  competitive  than 
normal  and  with  lower  consumer  spending  at  home  they  are  experiencing  cash  flow 
problems  and  some  have  had  to  reduce  their  work  force  and  put  the  remainder  onto  3 or 
4-day  working  weeks.  Even  the  larger  firms  have  had  to  consider  seriously  whether  to 
continue  manufacturing  in  this  country  when  it  might  be  simpler  and  cheaper  to  import 
from  the  Far  East.  Needless  to  say  the  jobs  at  risk  arc  not  only  those  directly  involved  but 
also  those  of  component  suppliers  with  possible  downstream  effects  on  the  whole  consumer 
electronics  industry.  The  situation  is  currently  critical  and  an  approach  to  Government  is 
likely  in  the  very  near  future  to  seek  some  temporary  respite. 

Against  this  background  it  may  be  worth  citing  a specific  example  of  a company  who 
used  to  enjoy  a modest  but  useful  export  business  of  music  centres  to  Malta  until  last  year 
when  the  Maltese  Government  imposed  restrictions  on  imports  of  audio  equipment,  yet 
exports  of  music  centres  from  Malta  to  Britain  continued  at  a substantially  larger  volume 
than  the  imports  in  question.  We  raised  this  issue  with  the  Department  of  Trade  in 
February  and  have  so  far  not  received  a satisfactory  explanation.  I should  add  that  the 
firm  concerned  has  recently  reduced  its  work  force  and  is  now  working  a short  week.  One 
feels  bound  to  ask  how  it  is  that  Britons  (and  maybe  others)  are  restricted  in  what  they 
may  export  in  this  case,  whilst  the  Government  is  unable,  apparently,  to  take  any 
retaliatory  action. 

11  April  1980. 
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Examination  of  witnesses 


Mr  J T Griffiths  , CBE,  MC,  Chairman  BREMA , Chairman  Electronic  Consumer  Goods 
SWP,  Chairman  Pye;  Mr  D B Hewitt,  Commercial  Director,  Thom  Consumer  Electron- 
ics; Mr  R Roberts,  Chairman  Roberts  Radio  and  Mr  O P Sutton,  CBE,  Director, 
Member  of  SWP,  called  in  and  examined. 

Chairman  sumer  electronics  was  one.  The  particular 

589.  Gentlemen,  may  I welcome  you  to  problem  was  that  the  Government,  in  their 
this  public  sitting  of  the  Select  Committee  stop-go  policy,  was  wanting  to  control  con- 
on  Industrv  and  Trade  and  I welcome  you  sumer  demand  by  applying  purchase  tax 
as  representatives  — I think  I have  it  right  and  rental  restrictions  in  varying  degrees  as 
— of  the  British  Radio  and  Electronic  they  wished  to  control  the  purchase  of  the 
Equipment  Manufacturers’  Association,  products  by  the  public.  There  have  been  50 
We  are  enquiring  why  this  country  does  not  changes  of  purchase  tax  and  rental  arrangc- 
sell  more  abroad  and  why  we  import  so  ments  and  so  on  since  the  ’50s  until  the 
much  and  we  have  already  had  evidence  middle  of  the  70s.  Under  those  conditions 
given  to  us  by  a variety  of  Government  there  is  no  way  in  which  an  industry  can 
Departments  and  two  Ministers  concerned  plan  its  future  in  the  sense  that  it  can  look 
for  trade  and  industry.  We  have  had  evi-  at  what  the  market  is  going  to  be  and  pro- 
dence  from  the  CBI,  the  TUC  and  a number  duce  a market  forecast  and  stick  to  it.  An 
of  other  associations.  This  morning  we  now  extreme  example  of  this  was  that  in  the 
enter  into  what  I would  call  detailed  and  early  70s,  after  a period  when  a certain 
particular  problems  affecting  each  industry  degree  of  restrictions  had  been  applied,  the 
which  comes  before  us  and  we  would  like  then  administration  removed  all  restrictions 
to  go  into  some  depth  on  specific  issues  of  from  consumer  electronics  in  a demand/ 
problems  associated  with  export  and  with  production  led,  consumer  led  boom.  Our 
import.  Perhaps  therefore  I may  begin  by  product  sales  increased  immensely  to  the 
asking  you,  Mr  Griffiths,  are  the  reasons  extent  that  we  as  an  industry  — although  I 
for  increased  imports  of  radio  and  elec-  personally  believe  we  did  minor  miracles  of 
tronic  equipment  much  more  deeply  rooted  production  — were  unable  to  keep  pace 
than  any  influence  stemming  from  any  with  the  demand  from  the  public.  Imports 
recent  appreciation  of  the  pound?  therefore  began  to  come  in  very  fast.  By 

(Mr  Griffiths.)  Perhaps  I may  answer  that  1973  the  oil  crisis  hit  us  and  in  1974  the  stop 
rather  more  at  length  than  perhaps  we  was  begun  after  the  go.  The  whole  situation 
would  like  to  answer  the  other  questions,  collapsed.  We  were  left  with  a high  produc- 
I think  this  is  a fundamental  base  of  the  tion  capacity.  We  had  sold  into  a market  in 
problem  in  which  our  industry  finds  itself.  1973  of  2.7  million  colour  sets.  From  1974 
You  have  received,  and  probably  had  time  to  1977  the  market  has  never  been  mote 
to  study,  part  at  least  of  the  sector  working  than  about  1. 5/1.6  million.  We  therefore 
party  documents  which  we  have  circulated,  had  too  much  capacity  but  the  imports  were 
I happen  to  be  the  Chairman  of  the  Con-  there  and  that  has  stayed  with  us.  The  stop- 
sumer  Electronic  Sector  Working  Party  as  go,  I believe,  was  one  of  the  major  causes 
a result  of  other  things  I am  involved  in  and  of  our  problems.  Those  problems  have  not 
we  have,  over  the  last  four  years,  been  been  enhanced  by  perhaps  our  industry’s 
attempting  to  produce  a strategy  to  get  us  own  inability  to  seize  opportunities  when 
out  of  the  difficulties  we  are  in.  Part  of  our  they  existed  but  this  also  has  been  largely 
studies  was  to  look  back  at  the  historical  traced  back  to  the  fact  that  since  1974  prof- 
background  of  why  we  are  in  such  difficulty.  itability  in  the  industry  has  been  extremely 
We  were,  some  10  years  ago,  very  good  low  because  of  the  difficulties  in  the  market 
exporters  of  our  products,  particularly  to  place.  I believe  that  that  is  a sufficient  basis 
Europe  and  the  Middle  East.  We  have,  for  my  argument  to  say  that  the  pound,  the 
however,  in  recent  times,  performed  very  strength  of  the  pound  recently  has  merely 
poorly  and  our  imports  now  considerably  added  to  our  burdens  and  is  by  no  means 
exceed  our  exports.  Fundamentally,  we  the  reason  for  our  problems, 
believe  that  the  basis  of  the  beginning  of 

our  decline  started  from  the  stop-go  poheies  590.  Is  the  value  of  the  pound  affecting 
which  every  Government  since  the  war  imports  more  than  exports  so  far  as  your 
operated.  They  operated  to  the  disadvan-  companies  are  concerned? 
tage  of  certain  industries,  of  which  con-  (Mr  Griffiths.)  No.  First  of  all,  the 
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imports  were  much  greater  than  the  exports  as  low  technology  and  therefore  of  no  inter- 
and  therefore  there  was  some  assistance  to  est.  We  must  keep  our  factories  occupied 
imports  and  this  increased  them  at  a greater  so  we  have  the  opportunity  of  moving  into 
ratio  but  we  also  now  have  evidence  that  a home  computers,  satellite  broadcasting  and 
number  of  our  smaller  companies  which  did  receiving,  etc. 
not  fit  in  with  the  exact  system  of  our  busi- 
ness have  something  like  60  per  cent  of  593.  But  the  last  few  lines  on  page  one 
their  production  going  to  export.  These  of  your  statement  imply  that  a country’s 
were  small,  audio  businesses.  It  is  now  quite  state  of  development  should  be  looked  at 
clear  that  these  companies  are  losing  their  on  a product  by  product  rather  than  on  a 
export  business  at  a very  fast  rate  and  the  country  by  country  basis, 
only  explanation  they  can  give  us  is  that  (Mr  Griffiths.)  Yes.  GSPs  and  other  tariff 
they  are  being  priced  out  of  the  market  advantages  were  given  to  developing  coun- 
place. tries  to  help  them  to  get  into  industry  of 

various  kinds.  It  is  interesting  that  if  you 

591.  You  kindly  gave  us  a paper  which  look  at  a number  of  the  industrialised  coun- 
we  have  marked  M91  and  I notice  on  the  tries,  those  in  the  Far  East  have  tended  to 
last  paragraph,  page  172,  you  have  been  go  into  electronics  and  consumer  electron- 
rather  outspoken  about  our  position  in  the  ics;  if  you  look  at  Taiwan,  Hong  Kong, 
world.  Do  the  remarks  in  the  last  paragraph  Korea  and  Singapore,  they  are  all  very  near 
of  page  one  of  your  submission  mean  that  the  Japanese  mainland  where  consumer 
United  Kingdom  radios  and  electronics  electronics  has  been  a very  successful  indus- 
cannot  compete  either  in  the  large  market  try,  where  components  have  been  made 
place  for  simple  productions,  or  in  the  very  well  and  very  cheaply  and  those  coun- 
growing  markets  for  more  expensive  items?  tries  have  tended  to  go  for  consumer  elec- 

(Mr  Griffiths.)  No.  I will  ask  Mr  Roberts  tronics.  They  are  very  successful  and 
to  speak  in  more  detail  about  the  smaller  advanced  at  it  to  the  extent  that  I indicated 
radio  side  but  you  have  asked  me  a double  earlier,  that  in  some  way  the  move  to  pass 
question.  At  the  time  when  we  were  antici-  out  to  lower  wage  areas  the  low  technology 
paring  increasing  demands  on  the  more  products  and  retain  the  high  technology 
technological  products  — in  those  days  that  products  was  being  disturbed  because  a 
was  black  and  white  television  sets  and  number  of  these  countries,  although  they 
colour  sets — instead  of  increasing  capacity,  are  still  “developing”  countries,  have  very 
it  was  decided  to  move  to  low  cost  labour  high  technology  in  electronics  and  our  sug- 
areas  those  products  which  had  high  labour  gestion  is  that  assistance  in  the  way  of  pref- 
content  ana  to  concentrate  on  those  prod-  erential  tariffs  should  not  any  more  be  given 
ucts  which  had  higher,  technological  input  generally  to  developing  countries,  except 
under  the  theory  that  you  retained  in  your  on  a product  by  product  basis, 
own  hands  high  technology  and  you  moved 

up  the  step  ladder  of  higher  products  so  we  Mr  McNally 

gave  up  voluntarily  the  small,  cheaper  radio  594.  That  idea  would  win  a certain 

sets.  degree  of  sympathy  among  some  members 

of  the  Committee,  but  are  not  some  of  your 

592.  Are  you  saying  we  have  a basic,  own  members  the  biggest  sinners  on  this  in 
comparative  disadvantage  in  up-market  that  it  has  been  the  multi-nationals  that 

groaucts  or  does  this  disadvantage  stem  have  made  these  short-term  decisions  and 
om  unfair  competition?  they  are  now  coming  back  and  hitting  them 

(Mr  Griffiths.)  Where  we  have  disadvan-  in  the  face? 
tage,  we  have  it  through  unfair  competition  (Mr  Griffiths.)  I am  not  sure  I would 
which  I can  describe  to  you  our  version  of  accept  they  are  short-term  decisions.  In  the 
it  if  you  wish,  but  certainly  I have  no  belief  days  these  decisions  were  made  they  were 
that  we  cannot  be  extremely  effective  and  made  on  a long,  strategic  basis  and  they 
competitive  on  the  higher,  technological  were  based  on  the  theory  that  you  move 
products.  We  are,  in  my  opinion,  competi-  out  of  these  countries  labour  intensive 
rive  with  Europe  and  we  are  bringing  in  products  and  we  kept  in  this  country,  there- 
many  new  products  now  which  are  exciting  fore,  the  highly  technological  products, 
and  which  will  give  our  factories  a great 

deal  of  load,  and  this  is  why  in  a way  we  are  595.  Are  these  decisions  still  being 
still  fighting  to  retain  in  this  country  some  made  by  your  members  who  all  seem  to 
products  wnich  might  have  been  declared  operate  worldwide  — or  many  of  them  do? 
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(Mr  Griffiths.)  There  are  several  that  do 
not  but  certainly  if  you  look  at  the  major 
ones  they  have  worldwide  commitments. 
Many  of  us  are  here  not  as  owners  of  the 
business  but  as  country  bases  for  the  multi- 
nationals. We  have  American  multi-nation- 
als; we  have  Dutch  and  we  now  have  many 
Japanese  multi-nationals  here. 

Chairman 

596.  We  shall  be  coming  to  that  point 
shortly.  You  did  at  one  point  indicate  that 
Mr  Roberts  might  wish  to  say  something? 

( Mr  Roberts . J I would  like  to  explain  why 
the  basic  radio  industry  of  this  country  has 
disappeared.  Perhaps  I can  give  you  a little 
of  the  background.  In  the  early  ’60s  when 
transistors  became  available,  it  was  possible 
to  produce  small,  pocket  sets  and  these 
were  incredibly  cheap  and  lent  themselves 
to  production  in  the  cheap  areas.  Very  high 
quantities  of  these  came  in  from  the  Far 
East,  some  of  questionable  quality.  That 
has  all  changed  now  and  the  quality  of  these 
products  has  been  considerably  improved 
and  because  of  their  production  abilities 
they  have  been  able  to  develop  their  mar- 
kets worldwide  which  we  have  not.  We 
continued  to  make  the  “handbag-type"  sets 

— and  I mean  the  industry  in  this  country 

— until  this  type  of  set  became  very  com- 
petitive from  the  Far  East.  Manufacturers 
over  here  can  no  longer  compete  and  over 
a period  of  ten  years  it  virtually  ceased  to 
be  manufactured.  There  is  now  virtually  no 
radio  at  all  made  in  this  country  and  there- 
fore we  cannot  get  into  new  products  such 
as  clock  radios  and  radio  cassette  recorders. 
The  horse  has  gone  and  the  stable  door  is 
closed. 

Mr  Maxwell-Hyslop 

597.  You  mentioned  Korea,  Taiwan, 
Singapore  and  Hong  Kong  as  being  periph- 
eral or  close  to  Japan.  Was  the  point  of  that 
observation  merely  a geographical  point  or 
are  they  to  any  extent  satellites  of  Japan  in 
the  sense  that  their  industry  is  not  self- 
contained  but  relies  upon  the  essential 
components  from  Japan? 

(Mr  Griffiths.)  I think  the  answer  is  more 
complex  than  yes  or  no.  Certainly  the  fact 
that  they  are  geographically  close  to  Japan 
has  made  it  easier  for  them  to  obtain  tech- 
nology from  the  mainland  of  Japan  than  if 
they  were  further  away.  The  Japanese 
industries  have  also  tended  to  use  certain 
of  these  countries  for  offshore  operations 
but  the  thing  varies  from  country  to  coun- 
try. If  you  look  at  Taiwan,  there'  are  Japa- 


nese owned  companies;  there  are  joint 
Japanese/Chinese  companies  in  Taiwan 
Similarly  with  Singapore.  In  Korea,  you 
tend  to  find  a totally  national  Korea-owned 
industry  obtaining  its  technology  from 
Japan,  sometimes  on  a Chinese-copy  basis. 

598.  In  terms  of  labour  costs,  are  you 
representing  Japan  as  being  low  cost  com- 
pared with  the  United  Kingdom? 

(Mr  Griffiths.)  No,  the  reverse.  I talked 
about  low  cost  and  I tried  to  exclude  Japan 
from  any  suggestions  I made  of  that  kind. 
Some  of  these  costs  are  changing  quite  rap 
idly  but  I look  upon  those  as  the  offshore 
operations  like  Taiwan,  Hong  Kong, 
Singapore,  South  Korea  to  some  extent^ 
and  now  the  use  by  Hong  Kong  of  the 
hinterland  of  Red  China  at  very  low  cost. 

599.  In  so  far  as  Japan’s  own  industry 
is  consistently  being  successful  in  penetrat- 
ing the  British  home  market,  then  we  agree 
that  is  not  because  of  a significant  wage 
differential  between  Japan  and  Britain? 

(Mr  Griffiths.)  The  wage  differential  at 
one  stage  I think  could  have  been  said  to 
be  to  the  advantage  of  Japan.  It  is  now 
quite  clear  that  the  wage  differential  is 
against  Japan's  advantage. 

600.  Is  Japan  obtaining  currently  an 
artificial  wa^e  differential  by  importing 
from  Korea,  Taiwan,  Singapore  and  Hong 
Kong  a very  significant  proportion  of  the 
total  value  of  what  is  then  sold  to  Britain  as 
Japanese?  I am  not  suggesting  it  is;  I am 
enquiring. 

(Mr  Griffiths.)  No,  I do  not  think  so.  I 
think  there  must  be  some  imports  of  cheap 
components  from  their  own  factories  in 
these  countries.  The  reason  why  Japan  is 
successful  is  an  entirely  different  story  and 
does  not  in  any  way  relate  to  the  story  about 
low  cost  areas.  The  reason  for  Japanese 
success  has  been  consistent  Government 
finance  and  an  industry  policy  since  the  war 
which  has  produced  a tremendous  change 
in  their  whole  attitude,  a tremendous 
change  in  their  industrial  background, 
something  which,  frankly,  we  envy  very 
much  in  our  own  industry  because  they  are 
highly  successful.  There  are  now  six  Japa- 
nese manufacturers  in  this  country.  Three 
already  belong  to  our  organisation  and 
therefore  we  look  forward  to  having  good 
relations  in  this  country.  Quite  apart  from 
the  fact  that  they  have  had  this  liigh  plan- 
ning relationship  of  which  MITI  is  the 
brains,  they  have  invested  large  sums  of 
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money  in  their  businesses;  they  have  gone 
for  high  volume  products  and  marketed 
them  extremely  well  and  have  sold  them 
round  the  world.  They  have  put  lots  of 
money  into  their  factories  and  they  turn  out 
huge  quantities  of  sets.  I think  they  use 
something  like  three  million  television  sets 
in  their  own  country  and  they  make  twice 
as  many.  They  have  large  exports  based  on 
a high  volume  home  market. 

(Chairman.)  Can  we  turn  our  minds  to 
the  question  of  import  restraints,  under- 
standings and  quotas? 

Mr  Carlisle 

601.  The  Sector  Working  Party  Prog- 
ress Report  for  the  electronics  consumer 
goods  industry  stated  that  the  industry 
needed  four  years  of  respite  from  compe- 
tition from  the  Far  East  while  it  reorganised 
itself,  and  your  paper  suggests  that  you 
support  this. 

(Mr  Griffiths.)  Yes.  I have  been  now  to 
all  the  countries  I mentioned  on  delegations 
talking  about  relationships.  We  have  also 
had  a positive  consultative  report  making 
comparison  between  the  various  kinds  of 
things  that  go  on.  I had  hoped  that  on  our 
delegation  today  we  would  have  had  Roy 
Sanderson  with  us  who  is  the  national  offi- 
cer of  the  EETPU,  the  main  union  in  our 
industry,  who  has  come  with  us  on  many  of 
our  trips  abroad.  I have  often,  quite  genu- 
inely said  to  my  Chairman  across  the  way 
that  the  way  we  could  make  them  less  com- 
petitive was  to  leave  Mr  Sanderson  behind 
to  organise  their  unions  for  them?  None  of 
them  have  yet  accepted  the  offer.  That  is  a 
lighthearted  way  of  suggesting  that  in  this 
country  we  have  many  more  rules  and  reg- 
ulations applying  to  our  workers  and  our- 
selves than  apply  to  people  who  start  in 
newly  industrialised  countries.  In  the  early 
days,  I walked  round  a Taiwanese  factory 
to  find  no  guards  on  their  dangerous 
machines.  When  I asked  why,  they  said, 
"There  is  another  worker  outside  the  gates 
if  we  lose  this  one”.  That  attitude  has 
changed,  but  it  was  basically  within  the 
system.  It  is  still  true  that  we  have  far  more 
fringe  benefits  for  ourselves  in  this  country 
than  people  in  other  countries  have  and 
from  our  point  of  view  that  is  unfair  com- 
petition. From  their  point  of  view,  it  is 
trying  to  earn  a basic  loaf  of  bread. 

602.  But  it  is  true  that  voluntary 
restraint  agreements  exist  and  therefore 
one  has  to  ask  how  does  one  get  this  four 


years  of  respite?  You  mentioned  you 
wanted  preferential  tariffs  to  be  run  down; 
are  the  voluntary  agreements  not  sufficient 
then? 

(Mr  Griffiths.)  At  one  stage  we  had  felt 
we  could  build  a network  of  voluntary 
restraint  agreements  which  would  give  us 
the  respite.  With  the  Japanese  we  have  had 
voluntary  restraint  agreements  run  for 
some  eight  years  very  successfully.  We  have 
three  other  countries  where  we  have  vol- 
untary restraint  agreements  of  one  kind  or 
another,  but  our  problem  is  that  when  you 
agree  a voluntary  restraint  agreement,  it  is 
voluntary  on  the  part  of  the  importer  as 
well  as  the  exporter,  or  rather  the  other 
way  round,  voluntary  more  on  the  side  of 
the  exporter  than  on  the  importer.  You 
therefore  have  to  agree  with  that  particular 
country  for  example  a percentage  of  that 
product.  That  leaves  you  with  a lesser  per- 
centage for  the  home  market.  If  a new 
country  enters  into  that  particular  product 
area,  the  only  way  you  can  get  a voluntary 
restraint  agreement  with  that  country  is  to 
give  a further  percentage  of  the  market. 

603.  And  that  has  been  happening? 

(Mr  Griffiths.)  Yes,  and  is  happening 

now  in  a more  rapid  way.  Thailand  now 
wishes  to  bring  in  small-screen  mono- 
chrome televisions. 

604.  The  Sector  Working  Party  Report 
does  show  that  by  1984  you  hope  very  much 
to  have  reduced  imports  and  to  nave  a 
balance  between  exports  and  imports.  Is 
this  realistic,  unless  you  get  greater  protec- 
tion? Were  those  figures  based  on  an 
assumption  that  you  would  be  given  greater 
protection? 

(Mr  Griffiths.)  Those  figures  were  based 
on  two  things.  They  were  Based  on  the  plan 
which  the  1979  Sector  Working  Party  pro- 
posed should  now  get  carried  Out  in  this 
country.  It  has  now  been  carried  out,  I 
believe.  They  were  also  based  on  the  prem- 
ise that  our  pound  would  not  increase  in 
value  as  much  as  this.  Whilst  I still  believe 
that  plan  is  a good  one,  I believe  we  now 
have  this  extra  problem  of  the  heavy  pound 
on  top  of  us,  but  the  principle  for  us  is  to 
make  ourselves  more  competitive  by  more 
investment,  more  efficient  working,  new 
products  and  so  on  and  that  does  require  a 
period  of  time  in  which  we  are  not 
destroyed  by  imports.  The  rate  of  imports 
is  nowincreasing,  largely  because  importers 
find  it  cheaper  to  bring  products  in  than 
they  did  last  year  or  the  year  before. 
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Chairman 

605.  Are  you  saying  that  you  will  get 
this  voluntary  restraint  which  will  give  you 
this  four-year  respite  which  you  are  asking 
for?  Will  that  succeed  or  are  you  saying  that 
there  should  be  some  form  of  protection? 

(Mr  Griffiths.)  Now  some  protection  is 
necessary.  The  VRAs  are  working  where 
we  have  them  but  there  are  now  more  coun- 
tries entering  into  the  business  of  making 
consumer  electronics,  all  of  whom  wish  to 
import  into  this  country.  I have  mentioned 
Thailand;  Malaysia  is  a second  and  the 
Philippines  are  a third. 

606.  Why  do  you  want  protection?  Is  it 
to  give  you  a chance  to  make  yourself  more 
competitive  or  is  it  merely  to  sit  by  and  give 
you  a nicely  preserved  little  market  for 
yourself? 

(Mr  Griffiths.)  No.  I am  always  tempted 
with  the  offer  of  the  latter  but  the  intention 
is  the  former.  The  intention  is,  as  our  Sector 
Working  Party  paper  proposes,  that  indus- 
try should  have  a chance  to  reorganise  itself 
and  while  it  is  reorganising  itself,  it  should 
be  free  from  too  many  disturbances  of  the 
market  brought  about  by  too  many  imports. 

607.  To  what  extent  do  you  say  you 
should  be  protected,  having  regard  to  the 
fact  that  all  those  matters  now  have  to  be 
dealt  with,  as  far  as  we  are  concerned, 
through  the  EEC  organisations? 

(Mr  Griffiths.)  Yes,  and  I suppose  if  we 
can  last  another  five  or  six  years  the  EEC 
might  get  round  to  doing  something  about 
it.  We  have  been  involved  in  the  EEC  in 
attempting  to  get  things  done  and  slowness 
is  evident. 

(Chairman.)  We  shall  be  coming  round 
to  questions  about  the  EEC. 

Mr  Thompson 

608.  Your  four-year  period  of  reorgan- 
isation, will  that  do  anything  about  para- 
graph 13  of  your  Sector  Working  Party 
Progress  Report,  which  says  that  “the  over- 
all costs  from  West  German  manufacturers 
are  broadly  comparable  with  those  of  the 
UK  since  the  advantages  of  UK  lower  wage 
costs  are  offset  by  low  productivity?’’ 

(Mr  Griffiths.)  No.  Unless  we  do  the 
things  I have  already  said,  we  will  still  be  in 
that  position  in  four  years’  time,  so  para- 
mount in  what  we  are  doing  in  the  industry 
is  that  the  industry  does  invest  much  more 
than  it  has  in  the  past. 

609.  Are  you  investing  the  £1  million  a 
week  that  you  suggest  in  here? 
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(Mr  Griffiths.)  £1  million  a week  was  not 
invested  — 

610.  It  says  £300  million  over  five  yean 
Are  you  investing  that? 

(Mr  Griffiths.)  Not  that  much  yet.  The 
£300  million  is  not  intended  totally  for 
industry.  It  is  for  marketing  new  products 
and  all  the  rest  of  it.  All  that  is  happening. 

I am  very  optimistic  about  the  way  in  which 
new  machinery  has  been  put  into  our  fac- 
tories. We  have  insertion  equipment  of  a 
very  high  technological  nature;  we  have 
automatic  computerised  test  control  and  we 
have  much  better  components. 

611.  Is  all  that  raising  productivity? 

(Mr  Griffiths.)  Of  course.  If  you  have 

bad  components  and  you  put  them  into 
your  set,  you  have  to  take  them  out  again, 
so  if  you  have  100  per  cent  failure  rate,  you 
are  making  the  set  twice.  If  you  can  halve 
that  to  50  per  cent  you  have  saved  half  the 
time. 

612.  But  there  are  fewer  parts  in  tele- 
visions now. 

(Mr  Griffiths.)  That  is  right,  and  that 
increases  productivity. 

Mr  Foster 

613.  You  talk  about  new  products  and 
new  investment  in  the  respite  period,  is 
your  profitability  adequate  at  the  moment 
to  give  us  those  kinds  of  new  products  and 
new  investment? 

(Mr  Griffiths.)  You  are  going  to  talk 
about  multi-nationals  later  on,  but  I cannot 
help  to  bring  it  in  now.  In  this  country  we 
have  several  multi-nationals.  Their  profit- 
ability does  not  solely  rely  upon  UK 
branches  of  their  business  and  the  devel- 
opment of  new  products  does  not,  so  for- 
tunately new  products  coining  in  from  many 
of  those  companies  I do  not  wish  to  deny 
the  British  companies  that  are  here.  They 
are  making  great  efforts  to  do  these  things 
and  I think  the  main  British  company, 
Thorn,  has  done  a very  great  deal  over  the 
last  few  years;  enormous  investment  in  their 
terms  has  gone  into  it. 

(Mr  Hewitt.)  As  a representative  of  the 
largest  producer  in  the  UK  and  taking  out 
our  manufacturing  division  in  Ireland,  it 
has  not  earned  anything  like  an  adequate 
return,  either  on  the  capital  employed  in 
the  business  or  on  what  could  be  regarded 
in  equity  terms  as  an  adequate  profit  mar- 
gin. We  are  fortunate  in  a number  of 
respects.  We  have  the  backing  of  a large, 
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industrial  group  called  Thorn  Electrical 
Industries  — that  is  our  parent  company 
— and  they  have  funded  an  investment 
programme  now  in  its  second  year  of  actual- 
ity, where  the  production  lines  are  being 
changed.  We  are  in  the  second  stage  of  that 
taking  place,  and  that  is  a£13  million  invest- 
ment. ft  is  my  personal  view  that  we  would 
not  have  been  able  to  generate  funds  for 
that  investment  had  we  not  been  a part  of 
a large,  corporate  entity  which  could 
indirectly  afford  it. 


614.  Why  should  multi-national  com- 
panies think  that  Britain  is  a good  place  for 
substantial  amounts  of  new  investment  in 
view  of  the  picture  you  have  tried  to  paint? 

(Mr  Griffiths.)  1 think  there  aTe  some 
multi-nationals  who  are  here  to  stay  and  if 
they  are  here  to  stay  they  are  here  to  make 
their  profits  here  in  due  course.  My  com- 
pany is  Philips  and  I have  nothing  else  to 
say  other  than  that  they  are  here  for  a long 
time  and  they  wish  to  be  as  efficient  as  they 
can.  I have  no  fears  that  we  will  lose  many 
of  the  multi-nationals.  Six  Japanese  com- 
panies have  joined  us  in  the  last  two  years. 
They  are  going  to  be  here  to  stay  in  the 
main,  I think,  and  we  are  much  encouraged 
by  this. 


615.  Do  you  think  their  investment  is 
contingent  upon  this  respite  period? 

(Mr  Griffiths.)  No.  I think  their  staying 
here  may  be  but  their  investment  at  this 
point  in  time  is  to  make  themselves  an 
efficient  factory  within  the  British  industry 
and  they  will  nave  spent  that  money  irre- 
spective of  the  respite  time,  but  I believe 
the  fact  that  we  have  VRAs,  the  fact  that 
we  have  good  relations  with  the  Japanese, 
has  led  to  the  inward  investment  by  the 
Japanese  companies  in  that  they  under- 
stand we  do  not  wish  them  to  destroy  the 
market  from  outside  and  they  wish  to 
become  part  of  the  market  within.  We  are 
delighted  they  are  here. 


new  producer  countries  come  on  they  can- 
not be  covered  by  VRAs.  Am  I right  that 
quotas  arc  the  only  solution  for  this  next 
four  years? 

(Mr  Griffiths.)  Reluctantly,  I have  to 
admit  some  form  of  restriction  on  imports. 
It  is  not  only  a question  of  putting  a limit 
on  the  number  that  come  in.  The  old  busi- 
ness of  putting  a tariff  on  it  has  always 
worked  extremely  well  in  some  cases  and 
added  to  the  purses  of  the  countries  con- 
cerned. I believe  something  of  that  kind  is 
necessary  firstly  to  adjust  the  difference  in 
the  pound  now’ to  what  it  was  and  secondly 
to  provide  slightly  more  edge  to  our  com- 
petition over  the  next  few  years.  I have  no 
interest  in  working  in  an  industry  or  plan- 
ning an  industry  which  at  the  end  of  a period 
— it  may  be  no  more  than  four  years  — is 
not  able  to  stand  on  its  own  feet  and  be 
competitive  in  export. 


Mr  Thompson 

618.  You  will  have  export  quotas  as 
well  then? 

(Mr  Griffiths.)  No,  I do  not  think  we 
need  any  more. 


619.  We  want  to  export  as  much  as 
possible  and  restrain  imports.  That  is  what 
you  are  saying? 

(Mr  Griffiths.)  I think  that  is  rather  a 
loaded  question . We  would  like  at  this  stage 
to  restrain  imports  so  that  we  can  get  our 
own  house  in  order.  When  we  are  competi- 
tive, which  may  be  in  X years’  time,  we 
certainly  will  want  to  be  exporting,  yes. 


Mr  Crowther 

616.  This  is  a question  concerning  the 
ability  to  accommodate  the  aspirations  of 
a new  producer  country  within  the  total 
scope  of  existing  voluntary  agreements.  I 
understand  that  has  got  to  the  point  where 
it  is  no  longer  on? 

(Mr  Griffiths.)  That  is  right. 


617.  We  are  now  reduced  to  import 
quotas  as  the  only  way  in  which  you  are 
going  to  get  this  four-year  respite,  since  as 


Mr  Crowther 

620.  Once  quotas  are  in  existence  and 
in  operation,  is  it  fairly  simple  for  an 
importer  who  wishes  to  get  round  the  regu- 
lations to  do  so  or  once  a quota  is  there, 
is  it  tight? 

(Mr  Griffiths.)  I chink  that  quotas  as  they 
have  been  exercised  in  the  past — and  they 
were  exercised  in  our  industry  on  Taiwan 
and  Korea  quite  recently — do  allow  a great 
deal  of  entry  through  the  back  door.  A 
third  country  entry  can  take  place  by  pass- 
ing parts  through  a third  country,  using 
them  as  an  entrepot  and  I believe  the  rales 
of  the  EEC  allow  a legal  breakthrough  of 
the  quota  system.  My  understanding  is  that 
20  per  cent  of  the  quota  can  be  imported 
from  EEC  countries  every  month  and 
that  means  that  those  quotas  have  to  be 
tightened  up. 
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MrCockeram  whilst  a significant  part  of  the  patent 

621.  Can  I ask  you  about  a point  which  expired  in  October  1979,  it  is  the  general 

was  put  to  me  by  Mitsubishi  in  Japan,  when  view  that  there  are  sufficient  supporting 
they  explained  their  reject  rate  on  quality  patents  within  the  whole  that  it  will  con- 
control  was  1 per  cent,  whereas  in  their  tinue  viable  until  at  least  the  end  of  1983 
factories  in  the  UK  they  had  a reject  rate  of  going  into  1984.  As  far  as  replacement  is 
about  5 per  cent.  Is  that  a fair  comment  on  concerned,  as  far  as  new  technology  is  con- 
the  rest  of  the  industry?  cemed,  I do  not  believe  at  this  time,  having 

(Mr  Griffiths ,)  I would  say  probably,  yes.  consulted  with  my  technical  managers,  that 
Overall  you  are  talking  about  reject  rates  we  are  in  a position  to  give  you  a cast  iron 
at  the  end  of  the  factory?  opinion  in  any  direction  as  to  whether 

anything  is  positively  going  to  replace  it. 

622.  That  is  right.  The  speed  at  which  technology  is  moving  in 

(Mr  Griffiths.)  Reject  rates  in  Matsushita  our  industry  is  very  rapid.  It  is  an  area 

in  Japan  are  even  lower  than  that.  In  our  which  we  as  a company,  do  not  feel  able  to 
factories,  our  quality  is  not  as  good  as  the  express  an  opinion  on. 

Japanese  for  several  reasons.  First  of  all, 

we  have  not  had  the  investment  the  Japa-  624.  As  the  PAL  licences  do  expire, 
nese  have  been  able  to  afford  in  putting  up  will  Europe  be  more  willing  to  take  a joint 
their  factories.  That  brings  about  a different  initiative  in  conducting  negotiations  with 
system  of  quality  control.  In  Japan  you  have  third  countries? 

a system  of  quality  control  now  based  on  a _ (Mr  Griffiths.)  I have  been  involved  in  a 
parts  per  million,  where  they  take  the  prob-  discussion  with  a body  called  EACEM 
lems  out  before  they  come  to  the  factory  which  is  a grouping  together  of  countries  in 
floor.  We  and  the  Americans  and  the  Euro-  Europe,  to  try  and  get  some  means  of  lob- 
peans  have  a system  which  is  AQL,  where  bymg  the  Commission.  As  far  as  industry 
we  allow  into  our  factories  components  with  is  concerned,  there  is  a willingness  to  find 
a failure  rate  of  a certain  percentage  and  a solution  to  our  problems  and  the  problems 
we  take  out  the  faults  that  then  occur  within  are  now  general  throughout  Europe;  they 
our  factories.  That  means  that  at  the  end  are  all  having  imports  to  face,  even  Ger- 
of  the  day  if  you  are  able  to  install  the  parts  many.  The  answer  therefore  is  yes,  the  body 
per  million  system  and  you  get  the  compo-  is  willing;  the  mind,  however,  finds  it  diffl- 
uent suppliers  to  make  the  quality  of  com-  cult  to  find  means  by  which  you  can  set 
ponents  you  wish,  you  have  the  machinery  aside  our  own  problems  and  find  a single 
and  workers,  you  can  produce  the  quality,  way  of  operating.  The  Commission  is  pre- 
Whilst  I do  not  want  to  comment  on  the  pared,  [believe,  to  start  doing  something 
precise  percentage,  the  percentage  reject  about  this  but  they  cannot  get  the  Govem- 
rates  in  our  factories  have  reduced  tremen-  ments  to  agree  to  precisely  which  way  they 
dously  in  the  last  few  years  and  our  quality  should  go.  We  as  an  industry  would  prefer 
has  improved  in  most  cases  and  is  competi-  perhaps  industry  to  industry  talks,  whereas 
five  with  that  from  Japan.  the  Commission  would  prefer  MITI  talks. 

The  Germans  say  it  must  be  Government 

623.  Can  I tum  to  the  PAL  system?  to  Government,  so  getting  concerted  co- 

Have  the  PAL  licences  been  used  by  other  operation  is  the  problem.  The  willingness 
European  countries  as  a means  to  protect  to  co-operate  is  there  but  finding  a means 
their  electronic  industry?  by  which  we  can  do  it  is  extremely  difficult. 

(Mr  Hewitt.)  To  the  best  of  my  know- 
ledge, they  have  not  been  used  in  the  pro-  625.  To  what  extent  has  voluntary 
tection  sense.  PAL  is  operated  in  the  UK  restraint  shown  by  some  importers  helped 
by  EMI  who  are  the  patent  agents.  The  the  UK  industry  and  to  what  extent  has 
PAL  licence  is  under  the  ownership  of  voluntary  restraint  for  imports  from  the  Far 
Telefunken  and  EMI  act  as  their  patent  East,  for  example,  resulted  in  more  imports 
agent.  There  was  a restriction  by  Telefun-  coming  in  from  Europe,  as  happened,  for 
ken  in  the  original  PAL  licensing  arrange-  example,  in  the  motor  car  industry? 
ment  which  was  that  a colour  television  set  (Mr  Griffiths.)  May  I pass  something 
could  not  be  manufactured  in  a Far  Eastern  round  which  gives  the  answer  in  one  pro- 
manufacturing  country  above  20  inch  tube  duct  where  voluntary  restraint  is  used? 
size  and  then  imported  into  Europe.  That  (Documents  circulated  to  Members)'  It 

situation  still  holds  good  today.  As  far  as 

the  future  of  the  PAL  patent  is  concerned,  >Sce  p 194. 
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shows  the  monochrome  TV  and  during  this 
period,  the  end  of  1976,  we  reached  some- 
thing like  58  per  cent  penetration.  We 
installed  voluntary  restraints  and  the  figure 
has  fallen  down  to  43  per  cent.  That  is  an 
indication  of  how  voluntary  restraints  have 
worked. 

626.  So  your  answer  to  my  question  is 
that  voluntary  restraints  which  relate  prin- 
cipally to  the  Far  East  have  not  resulted  in 
that  gap  being  filled  by  imports  from 
Europe? 

(Mr  Griffiths.)  It  has  not  been  filled  by 
imports  from  Europe  because  the  44  per 
cent  has  been  our  production  which  has 
gone  up  to  44  per  cent  of  the  total  market 
of  this  country.  I therefore  repeat  that  in 
general  terms  we  are  competitive  as  to  qual- 
ify, as  to  price,  with  Germany  and  with 
Europe,  unlike  the  car  industry  perhaps. 

Mr  Carlisle 

627.  Does  Germany  have  the  same 
problem  from  the  Far  East  that  we  do? 

(Mr  Griffiths.)  It  is  now  beginning  to 
have  it.  It  was  aloof  from  all  this  until 
recently.  It  had  not  taken  the  steps  that  our 
Sector  Working  Party  suggest  that  we 
should  do  but  it  is  now  beginning  to.  It  has 
70,000  jobs  at  risk  because  of  the  imports 
of  audio  and  monochrome  sets  in  particular 
and  it  will  shortly  begin  to  see  real  problems 
emerging. 

Chairman 

628.  Looking  at  your  Association’s 
annual  report  which,  if  I may  say  so,  is  very 
attractively  produced,  I see  on  pages  29-33 
you  list  16  member  companies.  I wonder  if 
you  could  tell  us  how  many  of  those  are 
what  may  be  classified  as  British  owned. 

(Mr  Griffiths.)  Nine  of  them. 

629.  Nine  out  of  16.  Do  many  of  your. 
Association’s  members  merely  assemble 
imported  parts  and,  if  so,  could  you  tell  us 
what  the  phrase  “UK  made”  means? 

(Mr  Griffiths.)  The  first  answer  is  no  com- 
pany can  belong  to  BREMA  unless  it  has 
a substantial  production  in  the  United 
Kingdom. 

630.  What  does  “substantial”  mean? 

(Mr  Griffiths.)  It  is  a phrase  which  we 

have  to  define  ourselves  as  the  Council, 
because  the  difference  between  products 
makes  it  extremely  difficult  for  us  to  be  able 
to  define  it  as  a percentage.  Since  all  of  us 
are  intent  on  maintaining  British  industry, 


our  definition  of  “substantial”  tends  to  be 
higher  rather  than  lower  than  that  figure. 
The  Japanese  companies  were  not  allowed 
to  join  us  until  they  were  producing  goods 
ana  selling  them  in  the  market  at  quite  a 
high  percentage  of  their  sales. 

631.  Do  the  three  Japanese  companies 
make  UK-made  products? 

(Mr  Griffiths.)  They  move  in  three 
phases.  They  come  here,  get  a factory,  get 
workers  and  machinery  and  then  import 
kits  of  parts.  Secondly,  they  change  as  many 
of  those  components  as  they  can  into  Brit- 
ish-made components  but  the  third  stage  is 
more  difficult  because  the  technologies  are 
different  between  Japan  and  England,  so 
what  the  more  advanced  — by  advanced, 

I mean  those  companies  that  have  been 
here  longest  — what  the  more  advanced 
companies  are  now  doing  is  designing  and 
developing  products  in  this  country 
designed  around  European-type  compo- 
nents so  we  have  had  to  allow  a changeover 
period. 

632.  Do  the  total  exports  and  total 
imports  give  a fair  reflection  of  the  trade 
balance  in  your  part  of  industry? 

(Mr  Griffiths.)  I can  only  speak  for  the 
16  members.  There  are  many  other  people 
in  our  industry  who  are  total  importers. 
There  are  some  who  are  not,  but  our  figures 
give  a fairly  accurate  picture  of  the 
situation. 

(Mr  Roberts.)  As  one  of  only  two  basic 
radio  manufacturers  in  this  country,  less 
than  14  per  cent  of  our  components  are 
imported. 

Mr  Carlisle 

633.  These  Japanese  companies  that 
have  set  up  here,  ao  they  export  to  Europe 
and  elsewhere  yet? 

(Mr  Griffiths.)  Yes. 

634.  Do  you  feel  they  are  more  com- 
titive  than  us  in  exporting  to  Europe 
cause  of  the  new  technology  they  have 

brought  in? 

(Mr  Griffiths.)  No.  I did  not  say  new 
technology;  I said  a different  technology. 
The  answer  is  that  they  are  transferring 
their  marketing  operations  from  importing 
sets  from  Japan  to  importing  sets  from  the 
UK.  They  merely  take  products  out  of  Eng- 
land to  top  up  the  quantities. 

Mr  Thompson 

635.  To  a multi-national  company,  the 
strength  of  the  pound  is  not  of  as  great  a 
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[Mr  Thompson  Contd.  ] 

value  as  it  is  to  independent,  free-standing 
British  companies.  Surely  ail  these  multi- 
national companies  that  are  here  have  an 
echo  in  their  own  country?  Whatever  they 
develop  here  they  will  develop  somewhere 
else.  Do  you  see  that  as  a danger? 

(Mr  Griffiths.)  Yes.  What  I would  like  to 
see  is  every  company  developing  its  prod- 
ucts for  this  countiy.  That  is  one  of  the 
prime  objectives  of  the  Sector  Working 
Party  paper,  to  bring  back  into  this  country 
basic  research  and  development.  There- 
fore, yes,  I would  see  multi-nationals  pro- 
ducing developments  in  other  countries. 
Most  multi-nationals  have  a limited  number 
of  countries  in  which  they  do  basic  research 
and  major  development  and  I would  like  to 
see  England  as  being  one  of  those. 


Mr  Mikardo 

636.  Why  is  there  this  tendency  of 
multi-nationals  to  base  their  R & D work 
elsewhere  rather  than  in  Great  Britain? 

(Mr  Griffiths.)  I do  not  know  that  I can 
agree  with  that.  As  far  as  I am  concerned, 
you  did  not  know  perhaps,  that  1 am  part 
of  the  Philips  organisation  and  it  has  an 
enormous  research  establishment  at  Craw- 
ley. There  are  only  four  labs,  and  one  of 
them  is  at  Crawley  so  a quarter  of  the 
research  work  is  done  in  this  country  and 
highly  successfully.  The  development  of 
products  is  largely  done  in  this  country.  I 
believe  that  other  multi-nationals  who  are 
here  may  have  too  small  an  ability  in  this 
country  to  be  involved  but  some  of  the 
Japanese  are  showing  signs  of  being  pre- 
pared to  have  technical  base  developments 
in  this  countiy. 


Mr  Maxwell-Hyslop 

638.  We  have  been  talking  about  Japan 
in  particular,  but  Holland,  in  the  case  of 
Philips,  have  subsidiaries  in  Britain.  To 
what  extent  do  any  of  the  remaining  British 
firms,  the  nine  of  the  16,  have  subsidiaries 
in  the  low  labour  cost,  Asiatic  countries'! 

(Mr  Griffiths.)  I cannot  answer  that. 

(Mr  Hewitt.)  We  have  no  manufacturing 
resources  outside  the  United  Kingdom 
short  of  a small,  specialist  component 
operation  in  the  Republic  of  Ireland.  We 
do  have  marketing  organisations  in  a num- 
ber of  European  countries  but  they  are 
invariably  directly  tied  to  television  rental. 
As  far  as  consumer  electronics  is  con- 
cerned, taking  Thorn  as  a corporate  entity, 
we  have  many  marketing  organisations  m 
Europe  marketing  products  that  are  mar- 
keted in  the  UK. 

Mr  Crowther 

639.  Would  it  be  true  to  say  that  the 
British  industiy  relies  more,  to  a greater 
per  cent,  on  imported  components  to  go 
into  its  products  than  the  industries  of  Japan 
or  Germany? 

(Mr  Griffiths.)  Of  Germany  I would  say 
no;  of  Japan,  probably  yes.  I do  not  know 
the  figures  but  we  do  import  a lot  of  parts. 
One  would  like  to  see  a diminution  of  the 
import  of  those  products  and  to  that  end  we 
have  been  working  with  the  appropriate 
sector  to  improve  the  quality  of  components 
and  very  successfully,  so  I would  hope  to 
see,  for  the  coming  years,  a diminution  in 
the  imports  of  components  in  line  with  the 
quality  being  improved.  They  are  more 
expensive  now  in  England  than  they  were 
a year  ago. 


Mr  Thompson 

637.  Is  the  strength  of  the  pound  not 
merely  a red  herring?  Surely  the  German 
market  has  always  been  strong?  Is  not  infla- 
tion the  biggest  enemy? 

(Mr  Griffiths.)  I cannot  dissociate  one 
from  the  other.  That  is  my  standard  of 
economics  but  as  far  as  I am  concerned  a 
strong  pound  does  in  theory  do  two  things 
for  you:  it  allows  you  to  buy  your  raw 
materials  more  cheaply  and  therefore  it 
brings  down  the  price  of  things.  It  makes 
the  possibility  of  somebody  buying  a com- 
plete product  in  this  country  completely 
different.  If  the  pound  were  to  double  in 
value,  the  product  brought  in  by  country  X 
would  be  half  the  price  in  this  country  and 
vice  versa. 


640.  Is  it  right,  as  is  generally  believed, 
that  the  manufacture  of  television  tubes  in 
this  country  has  ceased? 

(Mr  Griffiths.)  No,  my  company  has  a 
subsidiary  called  Mullard  which  is  still  mak- 
ing about  one  and  a half  million  colout 
tubes  in  this  country. 

Chairman 

641 . I had  the  pleasure  of  being  present 
at  the  opening  in  Sunderland  of  that  factory 
some  years  ago,  where  it  was  explained  to 
me  in  great  depth  that  they  would  never  be 
able  to  make  a tube  less  titan  a foot  deep. 

(Mr  Griffiths.)  The  ones  we  use  are  still 
pretty  deep. 

(Chairman.)  Could  we  ask  your  views  on 
the  role  of  Government  here? 
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Mr  Maxwell-Hyslop 

642.  Could  Mr  Hewitt  complete  his 
answer  on  tubes  in  terms  of  black  and  white . 
He  replied  to  the  question  on  colour. 

(Mr  Hewitt.)  No  black  and  white  in  this 
country;  it  is  all  colour  now. 

Mr  Foster 

643.  Could  you  give  us  your  views  on 
the  efficiency  of  tne  UK  Government 
export  services  and  could  you  comment  on 
what  you  feel  is  the  quality  of  consular 
personnel  and  tell  us  if  you  use  the  BOTB 
missions? 

(Mr  Hewitt.)  As  far  as  assistance 
requested  from  the  diplomatic  bases,  as  far 
as  my  company  is  concerned,  wherever  we 
have  askea  for  the  information  it  has  been 
readily  given  to  us.  What  we  have  asked 
for,  we  have  been  granted.  As  far  as  the 
Board  of  Trade  missions  are  concerned, 
there  are  certain  of  the  smaller  members  of 
BREMA,  particularly  the  Federation  of 
British  Audio,  which  is  a new  member  to 
the  Association,  small  specialist  companies 
mostly  with  a scale  of  turnover  of,  say,  two 
million  a year,  where  joint  venture  activity 
seem  to  be  very  much  in  their  interest.  As 
far  as  my  company  is  concerned,  we  do  not 
make  use  of  them.  Where  we  feel  there  is 
an  opportunity  opening  for  our  product  we 
tend  to  have  the  skills,  from  a marketing 
point  of  view,  to  get  our  people  out  there 
to  do  the  job.  When  we  want  a local  opin- 
ion, we  are  very  good  at  popping  into  the 
local  embassy  and  they  have  been  exceed- 
ingly helpful. 

644.  What  can  the  Government  do  in 
improving  its  role  in  reaching  industry  to 
industry  agreements? 

(Mr  Griffiths.)  I repeat  what  Mr  Hewitt 
has  said,  the  embassies  and  consulates  and 
high  commissions  are  always  extremely 
helpful.  There  is,  however,  a dichotomy 
which  appears  around  this  table  that  to  stop 
them  exporting  sets  to  our  countries  might 
produce  a problem  about  imports  from  our 
country  to  them,  so  I think  the  consular 
people  are  always  very  careful  not  to  be 
seen  to  be  pushing  too  hard  and  I think  that 
they  are  on  the  side  of  stopping  exports 
from  the  country  concerned  in  case  that 
rebounds  on  the  other  side  of  the  fence. 
Definitely  behind  the  scenes  they  give  us 
every  possible  help.  I think  it  is  unfair  to 
expect  that  the  Department  of  Trade,  for 
example,  would  come  down  wholeheart- 
edly on  our  side  unless  we  had  a very  good 
case. 


645.  But  there  are  views  that  the 
Department  of  Trade's  ideological  — some 
would  say  theological  — commitment  to 
free  trade  makes  them  out  of  balance  in 
terms  of  promoting  free  trade,  promoting 
two  way  trade  and  not  responding  fast 
enough  to  the  needs  of  industry  under 
threat.  They  would  deny  that  but  l wonder 
what  the  views  of  your  particular  industry 
are.  Do  you  think  they  have  the  balance 
right  in  their  role  as  a promoter  of  trade 
and  in  their  role  looking  after  the  interests 
of  British  industry? 

(Mr  Griffiths.)  I am  not  sure  I can  accept 
Trade  has  a responsibility  for  industry.  I 
think  one  of  tne  problems  is  that  the 
Departments  of  Industry  and  Trade  have 
been  separated  and  I am  not  sure  if  that  has 
produced  a good  balance.  The  Department 
of  Industry  is  wholeheartedly  on  our  side 
but  consulates  and  embassies  tend  to 
respond  back  to  Trade  rather  than  to  Indus- 
try and  in  that  situation  I suspect  they  are 
imbalanced.  The  amount  of  trade  carried 
on  between  the  two  countries  is  very 
important  but  I think  they  would  dislike 
getting  into  a situation  where  a country 
decided  it  was  not  going  to  accept  imports 
because  the  local  man  nad  been  too  hard 
on  the  basis  of  stopping  exports. 

646.  You  give  one  example  in  the 
paper,  which  is  the  example  of  the  Maltese 
music  centres.  We  have  over  the  last  few 
months  had  this  kind  of  pattern  of  an  indus- 
try saying,  “Look,  this  is  unfair”,  and  then 
the  Department  of  Trade  not  appearing  to 
have  either  the  will  or  the  machinery  to 
respond  quickly  to  what  the  industry  itself 
perceives  as  unfair  and  damaging. 

(Mr  Griffiths.)  I did  not  take  the  purport 
of  your  question  properly.  I accept  that.  I 
think  the  speed  at  which  things  are  done  is 
non-existent  in  many  cases.  The  need  to 
prove  the  case  that  you  are  being  damaged 
Is  too  onerous  on  industry  so  that  by  the 
time  you  have  proved  it,  they  have  gone. 

Mr  Carlisle 

647.  You  cannot  expect  a response  the 
next  day.  Obviously  some  research  has  to 
be  done  if  one  is  going  to  put  on  a 
restriction. 

(Mr  Griffiths.)  Many  years  ago  we  wished 
to  conduct  a case  against  colour  tubes,  if 
brought  into  this  country.  We  went  through 
a great  exercise  of  discovering  as  much 
information  as  we  could  and  all  the  infor- 
mation we  had  was  inadequate  to  persuade 
the  Government  that  action  was  necessary. 
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[Mr  Carlisle  Coned  ] 

The  tube  makers  we  were  talking  about 
were  in  house  and  the  cost  at  which  they 
transferred  the  tube  was  impossible  for  us 
to  find  out.  They  just  did  not  give  us  the 
information. 

Mr  McNally 

648.  So  you  would  strongly  say  that, 
particularly  in  the  case  of  dumping,  one 
thing  we  could  look  at  is  where  the  onus  of 
proof  lies;  it  is  too  much  on  the 
complainant? 

(Mr  Griffiths.)  Certainly. 

Mr  Mikardo 

649.  You  said  — and  others  have  said 
it  to  us  — that  there  is  this  slowness  about 
the  Department.  Do  you  think  that  is  just 
natural  and  proper  caution  on  the  part  of 
the  officers  of  the  Department  concerned, 
or  do  you  think  it  is  because  their  predis- 
position against  any  action  which  interferes 
with  free  trade  is  so  strong  that  they  are  not 
wanting  you  to  prove  your  case? 

(Mr  Griffiths.)  From  examples,  I cannot 
accept  the  latter  of  the  two.  I would  more 
go  along  with  the  former.  Perhaps  three 
years  ago,  we  were  involved  with  imports 
from  South  Korea  of  monochrome  which 
was  going  to  come  in  at  several  hundred 
thousand  a year.  We  tried  to  get  a VRA 
arrangement  and  could  not.  We  had  with 
us  during  those  discussions  members  of  the 
Civil  Service,  of  Trade  and  Industry.  They 
understood  our  friends  were  not  being  very 
friendly  in  this  matter  and  within  48  hours 
a quota  had  been  put  on  the  South  Koreans 
and  the  EEC  and  the  lot. 

(Mr  Hewitt.)  It  was  before  the  EEC. 

Mr  McNally 

650.  Why  the  delay  on  the  Malta  case? 

(Mr  Sutton.)  The  Malta  case  arose  orig- 
inally by  a letter  which  we  wrote  to  the 
Department  of  Industry  in  January.  It  was 
then  referred  to  the  Department  of  Trade 
and  I have  been  in  regular  touch  with  the 
Department  of  Trade  since.  My  latest  com- 
munication was  with  them  yesterday  and 
they  are  trying  to  see  whether  the  Malta 
Association  agreement  with  the  EEC  will 
have  any  validity,  whether  they  have  bro- 
ken any  rules  there.  The  essence  of  the  case 
is  that  we  enjoyed  a modest  import  business 
and  last  year  they  said,  “No  more  equip- 
ment can  come  into  this  country”. 

Mr  Thompson 

651.  Is  not  that  what  we  have  been  say- 
ing we  want  to  do? 
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(Mr  Griffiths.)  Yes.  Other  people  can  do 
it;  we  cannot. 

Mr  Mikardo 

652.  In  other  words,  if  people  talk 
about  the  danger  of  retaliation,  is  this  not 
one  example  in  which  we  have  the  retalia- 
tion before  we  need  import  control? 

(Mr  Griffiths.)  I think  that  is  true,  yes. 

Mr  Cockeram 

653.  In  the  case  of  Korea,  the  inference 

was  that  the  powers  that  be  have  both  the 
ability  and  the  will  to  act  promptly  in  what 
presumably  was  a watertight,  proved  case 
at  the  outset. 

(Mr  Griffiths.)  I think  “had"  is  the  case 
now.  This  is  pre  the  EEC  requirement.  We 
would  first  of  all  now  have  to  prove  it  to 
Trade  and  Industry  and  they  would  then 
have  to  go  and  prove  it  to  the  EEC. 

654.  But  while  that  is  your  understand- 
ing, can  we  talk  about  more  specific  cases, 
because  we  have  had  evidence  from  others 
who  claim  that  since  we  are  in  the  EEC  we 
now  carry  more  clout  when  negotiating  on 
behalf  of  nine  countries  instead  of  one  in  a 
matter  of  this  nature.  You  have  made  an 
assertion  which  you  say  is  your  understand- 
ing. Can  we  be  more  specific? 

(Mr  Griffiths.)  I would  have  thought  that 
if  we  were  able  to  make  the  case  as  nine 
countries  that  we  were  being  unfairly 
treated  in  a large  way  by  a certain  product 
through  the  Commission,  that  might  indeed 
produce  a very  dramatic  answer  because 
there  would  be  a lot  of  clout,  but  if  it  is  one 
country  trying  to  make  a case  first  of  all  as 
to  its  own  Government  and  then  to  the 
Commission,  there  is  not  so  much  clout  any 
more. 

Mr  Thompson 

655.  One  section  of  your  industry  ask- 
ing for  protection  is  the  car  radio  receivers 
area.  Surely  the  policies  of  your  association 
have  been  to  let  the  small  radio  manufac- 
turing drift  away?  Is  not  the  fact  that  they 
are  now  being  attacked  a direct  conse- 
quence of  your  earlier  actions? 

(Mr  Hewitt.)  Yes,  I am  sure. 

Mr  Foster 

656.  You  spoke  in  rather  glowing  terms 

about  the  Japanese  experience  and  the 
close  working  association  between  MIT1 
and  industry  there.  Was  not  our  experience 
in  the  Sector  Working  Party  going  in  that 
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(Mr  Foster  Contd.] 

direction,  and  how  much  further  would  you 
like  to  see  it  go? 

(Mr  Griffiths.)  I am  afraid  I am  an  inter- 
ventionist. I believe  intervention  is  abso- 
lutely necessary  in  some  parts  of  our 
industry-  I make  the  case  to  the  Adminis- 
tration that  they  got  us  in  this  bloody  mess; 
they  should  try  to  get  us  out  of  it.  Govern- 
ment changes  of  various  types  have  pro- 
duced problems  for  us  and  it  was  a pity  that 
the  last  Administration’s  policies  were  not 
continued,  but  nevertheless  I believe  it  is 
necessary.  Government  is  very  much 
involved  with  strategic  industries  and  I 
believe  the  electronics  industry  is  strategic. 
You  may  argue  electronic  consumer  goods 
is  not  quite  so  strategic  but  we  still  have  30 
per  cent  of  the  components  produced  in  this 
country  and  many  of  the  new  ideas  come 
from  consumer  development  areas.  If  we 
were  to  lose  consumer  electronics  to  the 
Far  East,  we  would  be  in  very  great  diffi- 
culties so  yes,  I believe  it  is  incumbent  upon 
the  industry  to  work  closely  with  Govern- 
ment and  vice  versa. 

Mr  Maxwell-FIyslop 

657.  You  mentioned  earlier  the  diffi- 
culty of  establishing  prices  of  in-house 
international  components’  transmissions. 
Just  as  the  income  tax  authorities,  if  they 
cannot  discover  your  income,  are  entitled 
to  make  an  arbitrary  assessment  about  it, 
certainly  it  is  the  case  that  the  Department 
of  Trade  used  to  be  able  to  invent  a price, 
if  it  was  unable  to  find  the  true  price  and  if 
the  other  conditions  were  vulnerable.  To 
your  knowledge,  does  the  Commission  pos- 
sess this  power  if  it  runs  into  the  difficulty 
which  you  are  describing  to  us  if  it  is  satis- 
fied that  there  is  serious  injury  or  material 
injury  but  it  cannot  prove  the  price  at  which 
that  is  moving  across  the  various  frontiers? 
Is  it  entitled,  as  we  used  to  be  in  British 
law,  to  attach  an  arbitrary  price  which  is  its 
best  judgement? 

(Mr  Griffiths.)  I am  not  sure  but  if  it  were 
true,  it  would  require  them  to  want  to  prove 
the  right.  The  point  I was  making  earlier 
was  in  this  particular  case  one  felt  that  one 
had  to  be  not  only  the  complainant  but 
actually  the  man  who  proved  the  complaint 
in  detail,  and  I suspect  even  at  that  stage  if 
the  Government  of  the  time  had  wished  to 
take  this  arbitrary  reaction,  we  might  then 
have  wished  to  have  a more  arbitrary 
response. 


Mr  Carlisle 

658.  You  suggest  EEC  procedures  need 


improving.  How  would  you  suggest  they 
improve  the  procedures  to  prove  serious 
injury  and  also  to  impose  import  controls? 

(Mr  Griffiths.)  I think  we  are  in  the  mid- 
dle of  trying  to  find  our  way  through  the 
maze  of  things  that  occur  in  the  Common 
Market  at  this  moment.  I have  had  several 
meetings  with  Davignon  and  with  many  of 
his  colleagues  in  relation  to  a project  to 
slow  down  the  number  of  lubes  coming  into 
Europe  from  Japan  in  particular.  It  seems 
to  me  we  have  the  same  dichotomy  emerg- 
ing within  the  Commission  with  Depart- 
ment DG4,  I think  it  is.  Perhaps  it  is  a 
trichotomy  because  Davignon  has  to  prove 
his  case  and  part  of  the  reason  why  things 
take  a long  time  is  the  need  for  a new 
agreement  which,  in  some  cases,  is  proba- 
bly impossible  to  achieve  anyway. 

659.  Are  you  in  contact  with  your  Ger- 
man colleagues  on  this  to  work  on  an  indus- 
try basis? 

(Mr  Griffiths.)  Yes. 

660.  Do  you  feel  you  are  making  prog- 
ress or  do  you  feel  you  will  be  able  to  see 
your  way  out  of  the  mist? 

(Mr  Griffiths.)  Our  arrangements  in 
Europe  as  a combined  organisation  are  one 
year  old.  We  had  a meeting  in  Rome  on 
Monday  of  the  Council  of  this  organisation. 
We  will  be  much  more  effective  when  we 
have  learned  how  to  understand  each  other 
better  and  how  to  understand  the  sort  of 
world  in  which  we  as  an  organisation  are 
living,  but  it  is  clear  we  have  very  different 
attitudes  to  the  same  things  and  the  French 
have  very  simple  ways  of  dealing  with 
things,  but  if  they  wish  to  stop  something 
they  very  quickly  find  a way  of  stopping  it. 
They  use  non-tariff  barriers  extremely  well. 
Maybe  you  say  our  industry  ought  to  do  the 
same.  1 hope  we  wake  up  to  that.  The 
answer  is  that  the  Association  in  Europe 
will  find  a great  deal  of  mutual  benefit  from 
operating  together  but  it  is  too  soon  for  us 
yet  to  be  able  to  achieve  very  much  as  a 
result  of  that  organisation. 

Chairman 

661.  I wonder  if  you  could  answer  a 
purely  objective  question  as  to  your  own 
knowledge  about  the  Community?  I am 
informed  that  our  membership  of  the  Com- 
munity does  mean  that  we  have  to  seek  the 
agreement  of  the  Commission  and  other 
Member  States  before  the  imposition  of  a 
formal  quota  but  that  the  Commission  are 
bound  by  the  internal  Community  regula- 
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lions  to  produce  a response  to  any  request 
for  a formal  quota  within  five  working  days 
as  they  did  in  connection  with  the  textile 
industry,  I do  not  know  whether  you  are 
aware  of  that? 

(Mr  Griffiths.)  I am  unaware  of  it.  I can- 
not be  helpful,  I am  sorry. 

662.  May  I put  it  another  way?  Does  it 
mean  that  your  experience  of  dealing  with 
the  Commission  through  our  own  Ministry 
has  shown  that  it  takes  much  longer  than 
five  working  days  to  do  anything? 

(Mr  Griffiths.)  Yes.  We  have  been  talk- 
ing to  the  Commission  on  this  subject,  not 
us  but  the  component  people,  for  a total  of 
two  years  and  it  has  taken  that  time  to  come 
to  any  sort  of  conclusion,  but  I think  it  is  a 
little  more  complex  than  placing  a quota, 
because  we  are  talking  about  a whole  range 
of  products  and  a whole  range  of  countries 
and  it  is  much  more  like  a multi-fibre 
arrangement  situation  than  a quota  on  a 
single  product,  and  I do  not  think  you  could 
adduce  from  our  problems  an  answer  that 
it  should  not  be  done  quickly  on  one  prod- 
uct in  any  one  country. 

663.  It  means  that  you  have  to  spend  a 
great  deal  of  time  and  money  on  research 
preparing  a case  to  put  it  forward,  but  surely 
that  you  would  have  to  do  in  any  event? 

(Mr  Griffiths.)  Yes. 

664.  To  whatever  Tribunal  you  may  go? 

(Mr  Griffiths.)  Yes,  at  the  moment  I 

believe  we  are  in  a double-tier  situation. 
We  have  to  make  the  case  to  the  British 
Government  and  that  has  to  be  made  to  the 
EEC  and  our  experience  up  to  date  is  that 
the  EEC  does  not  ask  the  same  questions 
as  Government. 

665.  We  have  occupied  your  time  since 
a quarter  to  eleven  and  you  are  all  busy 
people  and  you  have  very  kindly  and  fully 
answered  our  questions.  We  are  deeply 
grateful  to  you  and  your  colleagues  for  com- 
ing along  this  morning.  We  have  a further 


session  continuous  to  this  as  you  may  know 
with  representatives  of  one  of  your  member 
companies  and  maybe  you  would  like  to 
hear  what  they  say.  Before  I close  the  ses- 
sion is  there  anything  further  you  would 
care  to  say,  for  example,  about  the  useful- 
ness of  the  Sector  Working  Party,  citizens' 
radio  and  matters  of  that  kind? 

(Mr  Griffiths.)  If  I may  start  on  the  Sector 
Working  Parties,  I think  if  they  operate 
properly  they  are  an  excellent  way  in  which 
you  can  get  information  to  and  from  Gov- 
ernment, from  Government  to  trade 
unions,  from  trade  unions,  and  the  tripar- 
tite arrangement  for  this  is  an  excellent 
mode  of  discussion.  I have  found  it,  our 
industry  has  found  it  and  I am  sure  the 
trade  unions  have  found  it  an  excellent 
method.  As  far  as  our  trade  unions  are 
concerned,  we  enjoy  extremely  good  rela- 
tionships and  our  productivity  has  certainly 
improved  with  the  assistance  of  trade 
unions.  As  far  as  the  other  products  like 
CB  radios,  on  the  new  products,  we  need 
protection  of  our  industry  so  we  keep  our 
factories  as  intact  as  possible.  We  can  train 
our  people  and  get  investment  and  when 
the  day  comes  for  the  huge  influx  of  industry 
we  have  a sound  base.  My  plea  to  Govern- 
ment is  that  we  find  a means  by  which  we 
can  bridge  the  present  and  the  future 
because  in  the  future  we  shall  well  be  able 
to  look  after  ourselves,  in  my  opinion.  It  is 
on  the  science  fiction  situation  that  there 
will  be  no  mail  distributed  on  paper;  there 
will  be  no  newspapers  in  your  home;  every- 
thing will  be  done  electronically.  It  is  going 
to  come  extremely  fast,  so  we  are  staving 
hard  in  the  Sector  Working  Party  and  in  the 
industry  to  control  the  present  products  and 
et  ourselves  as  efficient  as  possibly  so  we 
o not  have  to  ask  for  help  from  everybody. 
(Chairman.)  On  that  very  interesting 
note,  may  I draw  this  part  of’the  proceed- 
ings to  a conclusion  and  thank  you  very 
much  indeed  for  the  information  you  have 
given  us.  Do  keep  us  informed  of  the  prog- 
ress. We  shall  hope  to  see  you  again,  par- 
ticularly with  regard  to  your  latter  remarks 
for  the  future. 
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THF  CRITICAL  STATE  OF  THE  BRITISH  AUDIO  MANUFACTURING  INDUSTRY 
' (MU2) 

Paper  handed  in  at  the  meeting  of  23  April  1980  by  The  British  Radio  Equipment 
Manufacturers’  Association 


This  paper  has  been  prepared  by  the  British  Radio  and  Electronic  Equipment  Manu- 
facturers’ Association  (BREMA),  which  also  represents  the  interests  of  tne  Federation  of 
British  Audio  (FBA).  The  FBA’s  membership  comprises  some  fifty  specialist  British 
audio  manufacturers. 


Introduction 

The  UK  Audio  Industry  is  renowned  for  the  excellence  of  its  products,  particularly  in 
the  field  of  High  Fidelity,  where  British  made  loudspeakers  are  acknowledged  to  be  the 
best  in  the  world.  Exports  of  loudspeakers  alone  were  worth  over  £34m  in  1979,  repre- 
senting a trade  surplus  of  £16m.  It  is  an  industry  which  has  built  up  a technological  lead 
in  competing  for  specialist  markets  and  has  made  extensive  investments  in  both  R & D 
and  productive  capacity. 

Notwithstanding  such  achievements,  the  industry  finds  itself  entering  the  eighties  in  the 
depths  of  a grave  crisis,  brought  about  by  a rapid  and  indiscriminate  penetration  of 
imports  into  the  home  market  which  have  reduced  the  UK  industry’s  market  shares  and 
robbed  it  of  the  base  from  which  its  hitherto  successful  export  strategy  has  been  based. 
The  situation  has  been  further  aggravated  by  the  dampening  of  domestic  consumer 
demand  which  has  led  to  some  shrinking  in  the  size  of  the  total  audio  market,  with  only 
the  volume  of  imports  showing  growth. 

British  manufacturers  have  long  realized  that  it  is  fruitless  to  compete  in  the  production 
of  small,  cheap,  portable  audio  products  because  of  the  comparative  advantage  enjoyed 
by  the  Far  Eastern  countries  with  low  labour  costs.  Import  penetration  of  the  domestic 
radio  receiver  market  leapt  from  less  than  1 per  cent  in  the  years  up  to  1960,  to  79  per  cent 
in  1970  and  96  per  cent  in  1979.  They  have  until  recently  attempted  to  maintain  a 
satisfactory  share  of  the  home  market  for  more  sophisticated  audio  equipment.  They  now 
find  that  it  is  significantly  cheaper  to  close  down  their  UK  plants  and  either  manufacture 
such  equipment  abroad,  where  the  disadvantages  arising  from  high  material,  labour  and 
credit  costs  coupled  with  an  overvalued  domestic  currency  can  be  avoided,  or  import 
other  manufacturers’  products  under  their  own  name.  If  present  trends  continue,  manu- 
facturers of  mass-produced  equipment  for  the  domestic  market  will  commit  themselves  to 
the  more  profitable  business  of  importing,  while  exporters  of  specialist  equipment  witl 
find  it  increasingly  attractive  to  manufacture  abroad.  The  implications  for  the  13,300 
workers  directly  employed  by  the  industry  are  bleak,  and  all  that  will  remain  of  a small 
but  dynamic  sector  representing  the  best  traditions  of  the  British  engineering  industry  will 
be  a few  proud  names,  used  to  market  foreign  products. 

A similar  situation  threatens  the  Television  Industry  if  the  present  fragile  structure  of 
orderly  marketing  arrangements  gives  way  to  uncontrolled  imports.  This  would  have  very 
serious  repercussions  indeed  throughout  the  electronic  components  industry  and  its  ability 
to  provide  strategic  components  for  the  professional  and  defence  electronic  industries  will 
be  destroyed. 

Music  Centres  and  Audio  Separates 

Such  problems  are  best  illustrated  by  the  present  situation  in  the  markets  for  various 
products:  in  the  case  of  music  centres,  import  penetration  increased  during  1979  from  55 
per  cent  to  59  per  cent.  This  was  the  result  of  a sharp  increase  in  the  number  of  imports, 
which  were  also  accumulated  in  the  stock-holdings  of  importers.  Further  sharp  imports  in 
January  and  February  coupled  with  sluggish  consumer  demand  have  now  led  to  the 
untenable  situation  where  a total  of  600,000  sets  are  being  held  in  stock  by  manufacturers, 
importers  and  distributors,  which  is  the  quivalent  of  the  total  expected  sales  for  the  rest 
of  this  year.  With  imports  now  running  at  approximately  double  their  1979  levels  and  the 
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market  flattening,  there  is  clearly  no  room  for  any  UK  production  if  this  situation 
continues.  The  price  structure  of  the  market  has  been  upset  by  this  over-supply,  with 
cheap  imports  permanently  eroding  manufacturers’  profit  margins  and  thus  their  tech- 
nological lead. 

The  situation  has  been  deeply  aggravated  by  sharp  increases  from  small  and  previously 
unknown  sources  of  supply.  Taiwan,  for  example,  increased  its  share  of  the  UK  market 
from  less  than  1 per  cent  in  1978  to  over  7 per  cent  in  1979  — a jump  of  70,000  units. 
Furthermore,  in  the  first  two  months  of  1980,  it  has  sent  in  over  half  of  its  1979  total, 
further  unbalancing  the  market.  Similarly,  both  Malta  and  the  Republic  of  Ireland  sharply 
increased  their  exports  to  the  UK  in  1979  and  1980. 

The  story  of  audio  separates  is  a similar  one.  In  this  case,  an  influx  of  imports  during 
1979  has  undermined  the  price  structure  of  the  market  and  left  high  volumes  of  stocks 
Deliveries  of  audio  separates  (ie,  tuners  and  tuner/amplifiers)  imported  from  Japan  rose 
by  a massive  94  per  cent  in  1979.  As  with  Music  Centres,  the  rate  of  imports  in  1980  is 
running  at  double  the  1979  level,  and  indications  are  that  importers’  stocks  alone  in 
February  stood  at  the  equivalent  of  eight  months  sales.  In  these  circumstances,  the 
attempts  to  increase  UK  production  which  were  made  in  1979  will  be  literally  swamped 
in  a flood  of  imports  and  have  no  hope  of  continuing. 

For  a sector  which  has  invested  £9m  in  productive  capacity  over  the  past  five  years,  this 
is  an  unhappy  situation.  Employment  at  the  beginning  of  the  year  was  2,800  and  this  will 
fall  by  at  least  800  during  the  year  on  the  basis  of  current  plans.  30  per  cent  of  this  labour 
force  is  currently  on  short-time  working,  and  with  the  industry  working  at  only  45  per  cent 
capacity,  output  could  be  doubled  without  any  need  for  capital  investment. 

Loudspeakers  and  Specialist  Sub-Assemblies 

The  manufacture  of  loudspeakers  and  sub-assemblies  such  as  turntables  and  pick-up 
arms  has  been  concentrated  in  smaller  specialist  companies,  which  together  employ  10,500 
people.  In  1978/9,  they  had  a combined  turnover  of  £150m  of  which  76  per  cent  was 
exported.  The  strength  of  sterling  and  high  domestic  interest  rates  have  reduced  export 
competitiveness  and  with  a contraction  in  domestic  demand,  there  has  been  severe 
pressure  on  the  profitability  of  this  sector.  Currently  20  per  cent  of  its  labour  force  is  on 
short-time  working  and  lay-offs  have  been  announced.  If  the  present  situation  is  left 
unchanged,  the  erosion  of  domestic  market  shares  and  cost  pressures  will  force  many 
companies  to  transfer  their  manufacturing  activities  abroad.  The  resultant  loss  in  exports 
would  be  a permanent  one. 

In-Car  Entertainment 

The  past  three  years  have  seen  a steady  fall  in  UK  productive  capacity  of  car  radios  and 
a corresponding  increase  in  the  production  of  car  radio/tape  player  combinations.  This 
represents  an  attempt  by  UK  manufacturers’  to  switch  into  a more  sophisticated  product 
with  higher  added  value.  It  is  being  hampered  by  the  rapid  growth  of  cheap  imported 
products.  UK  manufacturers’  share  of  their  own  market  for  these  two  products  fell  from 
28  per  cent  to  17  per  cent  during  1979,  and  the  first  two  months  of  1980  have  seen  a 
further  sharp  increase  in  imports  — in  the  case  of  car  radio  combinations,  these  are 
running  at  double  the  1979  rate. 

Policy  Options 

The  UK  market  for  audio  products  is  worth  a total  of  some  £800m,  the  equivalent  of 
the  value  of  the  market  for  video  products.  In  the  latter  case,  British  industry  has  identified 
areas  where  it  is  restructuring  itself  in  order  to  compete  on  a global  basis  and,  with  the  aid 
of  industry-to-industry  discussions  with  Far  Eastern  countries  has  ensured  that  the 
domestic  market  grew  in  an  orderly  fashion  with  a corresponding  increase  in  the  output 
of  competitive  products.  What  is  required  now  is  the  chance  to  do  the  same  for  certain 
audio  products. 

The  control  of  imports  is  a vital  first  step  to  such  a restructuring  process.  The  present 
alarming  increase  in  the  rate  of  imports  of  music  centres,  audio  separates  and  in-car 
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■ntertainment  must  be  checked  by  immediate  and  urgent  action,  and  their  level  rolled 
back  to  ensure  that  British  manufacturers  can  supply  at  least  50-60  per  cent  of  their  own 
market.  Only  such  vigorous  action  will  guarantee  a sufficiently  orderly  market  in  which 
output  can  be  built  up  to  profitable  levels. 

This  can  be  done  either  by  unilateral  government  action  to  limit  the  imports  of  specific 
products  from  specific  countries,  as  is  done  by  the  French  and  Italian  governments  in 
protecting  their  audio  manufacturers,  or  by  EEC  action  to  achieve  the  same  ends.  The 
former  method  has  the  advantage  of  speed  and  simplicity,  although  its  ratification  by  the 
European  Commission  will  strengthen  it  and  help  to  avoid  loopholes.  A longer-term 
option  is  for  the  government  to  provide  active  support  in  encouraging  Far  Eastern 
countries  to  include  audio  products  in  the  substantive  discussions  held  on  an  industry-to- 
industry  basis  with  a view  to  establishing  a series  of  bilateral  voluntary  restraint  agreements 
with  all  the  countries  involved.  Such  import  controls  are  envisaged  as  being  of  limited 
duration  (say  for  a 4-year  period)  and  for  a specific  purpose  — to  enable  the  UK  industry 
to  recover  from  its  present  crisis  and  build  up  sufficient  output  levels  to  become  competitive 
once  again. 

In  the  case  of  the  export-oriented  small  specialist  producers,  such  controls  are  not 
necessarily  productive.  What  is  needed  here  is  more  positive  government  action  to 
enhance  tneir  competitive  ability.  This  would  include  direct  support  for  advertising  British 
products,  ie,  the  maintenance  and  consolidation  of  a British  presence  rather  than  its 
introduction  through  joint-ventures.  It  would  also  include,  as  a vital  part,  a measure  of 
relief  from  the  present  strictures  of  domestic  monetary  policy,  including  banking  support 
for  manufacturers,  preferential  interest  rates  to  finance  stocks  and  export-oriented  invest- 
ments. It  is  emphasized  that  such  government  support  is  readily  available  to  overseas 
competitors,  who  are,  furthermore  able  to  offer  very  advantageous  credit  terms  to 
customers.  Such  non-tariff  trade  barriers  do  not  exist  in  the  UK  which  maintains  an  open 
market. 

While  the  industry  warmly  supports  the  government’s  declared  objectives  to  reduce 
inflationary  pressures  and  stimulate  the  development  of  initiative,  stagnation  by  our 
industry  in  the  face  of  domestic  financial  constraints  effectively  reduces  its  ability  to 
compete.  Because  of  the  rapid  growth  of  technology  by  our  competitors,  the  current  crisis 
threatens  the  very  existence  of  the  industry.  The  case  of  domestic  radio  receivers  illustrates 
what  will  happen  to  the  rest  of  the  audio  industry  if  it  experiences  such  an  irrevokable 
decline  in  output  and  competitiveness.  The  situation  is  fast  deteriorating  and  requires 
immediate  action. 
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AUDIO  MARKETS:  DEVELOPMENT  AND  IMPORT  PENETRATION  1976-1979  (000’s) 
1976  1977  1978  io7o 


MUSIC  CENTRES 

VOL. 

TOTAL  MARKET  DELIVERIES 

..  740 

of  which:  UK  MANUFACTURED 

280 

IMPORTED 

460 

of  which:  ex  Japan 

345 

Singapore 
S.  Korea 

Taiwan 
Hong  Kong 
Other  Countries 

..  ill5 

TUNERS 

TOTAL  MARKET  DELIVERIES  .. 

50 

of  which:  UK  MANUFACTURED  . . 

20 

IMPORTED 

30 

of  which:  ex  Japan  

25 

Other  Countries 

5 

TUNER  AMPLIFIERS 

TOTAL  MARKET  DELIVERIES  . . 

85 

of  which:  UK  MANUFACTURED  . . 

10 

IMPORTED 

75 

of  which:  cx  Japan  

50 

Singapore  

— 

S.  Korea  

2 

Taiwan  

5 

Hong  Kong 

7 

Other  Countries 

u 

CAR  RADIO/TAPE  PLAYERS 

TOTAL  MARKET  AVAILABILtTY 

335 

of  which:  UK  MANUFACTURED  . 

60 

IMPORTED 

275 

of  which:  ex  Japan 

186 

Singapore  

S.  Korea 

4 

Taiwan 

4 

Hong  Kong 

28 

Other  Countries 

53 

CAR  RADIOS 

TOTAL  MARKET  AVAILABILITY 

990 

of  which:  UK  MANUFACTURED  . . 

320 

IMPORTED 

77ft 

of  which:  ex  Japan  

Singapore  

S.  Korea  

Taiwan  

Hong  Kong 
Other  Countries 

Source:  Brema  Members  Returns,  Customs  & 


% 

VOL. 

% 

VOL. 

% 

VOL. 

% 

100 

870 

100 

940 

100 

905 

100 

38 

280 

32 

420 

45 

375 

41 

62 

590 

68 

520 

55 

530 

59 

47 

465 

54 

366 

39 

332 

37 

— 

— 

— 

10 

1 

8 

i 

20 

2 

26 

3 

17 

2 

15 

5 

1 

9 

1 

64 

7 

5 

1 

7 

• 

7 

1 

95 

10 

102 

11 

102 

11 

100 

65 

100 

70 

100 

160 

100 

40 

20 

30 

20 

29 

37 

23 

60 

45 

70 

50 

71 

123 

77 

50 

35 

55 

42 

60 

111 

69 

10 

10 

15 

18 

11 

12 

8 

100 

145 

100 

130 

100 

125 

100 

10 

15 

10 

15 

12 

12 

10 

90 

130 

90 

115 

88 

113 

90 

60 

90 

62 

72 

• 

55 

83 

66 

2 

10 

7 

11 

8 

10 

1 

8 

6 

5 

3 

10 

8 

10 

8 

8 

2 

1 

3 

2 

• 

• 

14 

23 

16 

19 

15 

9 

7 

100 

525 

100 

575 

100 

1,130 

100 

18 

45 

9 

90 

16 

110 

10 

82 

480 

91 

485 

84 

1,020 

90 

56 

377 

72 

302 

53 

522 

46 

— 

• 

« 

• 

• 

8 

1 

1 

22 

4 

17 

3 

45 

4 

11 

4 

I 

15 

3 

68 

6 

8 

41 

8 

57 

10 

231 

20 

16 

36 

7 

94 

16 

146 

13 

100  1,160 

100 

1,320 

100 

1,755 

100 

32  400 

35 

435 

33 

370 

21 

68  760 

65 

885 

67 

1,385 

79 

71 

6 

73 

6 

74 

4 

» 

* 

9 

• 

107 

6 

2 

* 

2 

• 





6 

• 

28 

2 

36 

2 

305 

27 

342 

26 

553 

32 

399 

35 

431 

23 

615 

35 

se.  Business 

Monitor. 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


191 


23  April  1980]  [Continued 


100 

100  * 

95 

95 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


192 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


IMPORT  PENETRATION  OFTHE  UK  AUDIO  MARKETS— AN  HISTORICAL  VIEW.  1951-1979 


[0861 1»dV  K 


23  April  1980\ [Continued 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


195 


23  April  1980] 


[Continued 


Import  share  of  the  UK  Small  Screen  Mono  TV  Market, 

1976-1979  — Notes 

Total  import  share  on  a Moving  Annual  Total  basis  stands  at  50  per  cent  in  June  1979. 
Japan’s  share  of  the  market  on  the  same  basis  is  28  per  cent,  and  Singapore’s  is  12  per 
cent. 

Taking  January-June  1979  separately,  total  import  share  is  46  per  cent,  Japan’s  share 
is  25  per  cent  and  Singapore’s  is  12  per  cent. 

Quotas:  These  were  imposed  as  follows: 

On  Taiwan,  Oct.  76-Dec.  77  : 70,000 
Jan.  78-Dec.  78  : 35,000 
Jan.  79-Dec.  79  : 35,000 
On  Korea,  Jul.  77 -Dec.  77  : 35,000 
Jan.  78-Dec.  78  : 35,000 
Jan.  79-Jun.  79  : 17,500 

If  combination  sets  are  excluded  from  the  above  calculations,  the  import  share  of  the 
UK  conventional  set  market  is  represented  by  the  broken  line  in  the  graph.  At  June  1979 
total  import  share  on  a MAT  basis  would  be  44  per  cent,  and  Japan’s  share  would  be  18 
per  cent.  This  is  on  the  basis  that  125,000  combinations  were  imported  in  1978  (estimate), 
and  65k  in  1979  (actual). 

Taking  January-June  1979  separately,  total  import  share  of  the  market  for  conventional 
sets  only  is  39  per  cent,  Japan’s  share  is  16  per  cent,  and  Singapore's  is  13  per  cent. 


Paper  submitted  by  Decca  Radio  & Television  Limited  (M76) 

We  have  received  a copy  of  your  letter  of  the  21  February  1980  sent  to  the  British 
Radio  Equipment  Manufacturers  Association  relating  to  the  enquiry  being  held  into 
import  and  export  trade. 

Over  the  past  five  years  Decca  Radio  and  Television  have  made  a substantial  contri- 
bution to  exports  of  domestic  television  equipment;  during  this  period  we  have  experienced 
a nmnber  of  restrictions  which  have  tended  to  impede  trade. 

We  submit  the  following  as  examples  of  our  experience: — 

1.  Denmark 

As  a result  of  pressure  by  the  only  domestic  manufacturer  in  Denmark,  Bang  and 
Olufsen,  the  law  relating  to  the  luxury  tax  in  Denmark  was  changed  in  1977.  Up  to 
that  time,  the  luxury  tax  was  ad  valorem  20  per  cent  and  because  Bang  and  Olufsen 
generally  produced  receivers  for  the  upper  end  of  the  market,  the  tendency  was, 
therefore,  that  their  receivers  always  bore  a higher  amount  of  tax  than  the  imported 
competition.  The  change  which  occurred  was  to  two  fixed  rates  of  tax,  700  Danish 
Krone  on  26in.  receivers  and  600  Danish  Krone  on  TV  sets  of  22in.  and  smaller.  The 
effect  of  this  was  to  reduce  the  differential  between  the  two  sizes  and  between 
imported  and  home  manufactured  receivers. 

This  matter  was  discussed  with  the  Commission,  Directorate  General  XI,  in 
Brussels  and  in  their  view  a case  could  have  been  made  on  the  principle  that 
commercial  and  fiscal  regulations  of  member  states  which  indirectly  or  directly, 
actually  or  potentially  could  possibly  hamper  intercommunity  commerce  should  be 
considered  as  measures  equivalent  to  quantitative  restrictions,  which  of  course  are 
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not  permitted  under  Articles  30-36  of  the  Treaty.  This  matter  was  referred  to  the 
BOTB  who  took  it  up  with  the  British  Embassy  in  Copenhagen  but  without  any 
success. 


2.  Germany 

At  the  time  we  introduced  our  current  Export  model  into  the  European  market, 
an  application  was  made  to  VDE,  the  German  test  house,  for  the  approval  of  the 
receiver.  Although  testing  to  safety  standards  is  not  mandatory,  this  approval  includes 
as  a prerequisite,  a radiation  test  by  the  German  PTT  and  in  this  particular  case  the 
receivers,  which  were  fitted  with  Telefunken  tuners  of  the  same  type  as  used  in 
Telefunken  receivers  manufactured  in  Germany  for  their  domestic  market,  were 
rejected  for  radiation.  As  a result  of  a complaint  made  by  Decca  to  Telefunken,  the 
receivers  were  collected  from  the  test  house  in  Germany  by  Telefunken  and  examined 
by  them.  They  replaced  the  tuners  with  selected  tuners  of  the  same  type  and  re- 
submitted the  receivers  on  behalf  of  Decca;  the  receivers  were  then  passed. 

This  is  a case  where  domestic  manufacturers  in  Germany  are  licenced  to  carry  out 
their  own  certification  and  it  was  known  that  in  this  particular  case,  the  original 
certification  of  the  tuner  had  been  carried  out  ‘in-house’  and  following  that,  no 
routine  tests  were  introduced  to  ensure  that  every  tuner  came  within  the  original 
specification.  Importers,  however,  would  not  of  course  benefit  in  the  same  way  and 
would  have  to  produce  receivers  to  the  test  house  which  conformed  to  their  ‘selective’ 
specification  in  every  respect. 


3.  Italy 

Recognizing  the  need  to  control  safety  measures  for  the  protection  of  users  of  TV 
receivers  sold  in  Italy,  a Ministerial  Decree  of  the  Italian  Government,  of  6 February 
1978  was  issued  regarding  the  marketing  and  testing  of  television  receivers.  Article 
2 of  this  Ministerial  Decree  was  as  follows: — 

“The  instruction  mentioned  in  the  above  article  shall  be  considered  indelible  and 
non-removable  if  they  are  engraved,  embossed  or  affixed  by  silk-screen  printing 
processes,  or  inscribed  on  metal  or  plastic  labels  stuck  on  or  riveted  with  non- 
metallic  rivets  ensuring  that  they  cannot  be  removed.” 

In  accordance  with  this  Decca  chose  to  follow  their  standard  procedure  of  using 
plastic  labels  stuck  on  to  the  rear  cover  of  the  receiver.  Following  the  issue  of 
approval  certificates  related  to  specific  type  numbers,  deliveries  of  these  types  were 
made  to  Italy.  Recently,  following  one  such  delivery,  we  were  advised  by  the  Ministry 
of  Post  and  Telecommunications  that  a plastic  label  only  stuck  on  to  the  receiver  was 
not  acceptable  and  that  rivets  were  reauired.  It  appears,  therefore,  that  without 
formal  notification  to  existing  permit  holders,  Ministerial  Decrees  can  be  varied  at 
the  discretion  of  the  Department  concerned. 

In  article  7 it  is  decreed  that  the  Administration  of  Post  and  Telecommunications 
will  make  sample  checks  on  each  batch  of  goods  imported;  three  receivers  from  each 
delivery  are  chosen  at  random  by  the  agents  of  the  Administration  at  the  entry  port. 
These  receivers  travel  from  the  point  of  importation  to  Rome  where  they  are 
unpacked,  checked  for  correct  marking  and  to  ensure  that  the  sets  can  receive  Italian 
Channel  C,  a channel  not  generally  in  use  in  Europe.  The  receivers  also  undergo  a 
brief  operating  test.  No  work  is  carried  out  to  see  tnat  the  receivers  are  made  to  any 
particular  electrical  standard.  Article  7 allows  that  any  particular  batch  of  receivers 
may  be  put  on  the  market  in  Italy,  fifteen  days  from  the  delivery  of  the  sample 
receivers  to  the  Department  of  Post  and  Telecommunications  providing  that  they 
have  not  been  declared  unfit  within  that  period.  In  practice  this  means  that  there  can 
be  a fifteen  day  delay  during  the  importation  cycle  and  although  this  is  not  a serious 
matter  it  is  nevertheless  a delaying  factor  on  importation,  and  clearly  it  introduces  an 
element  of  cost  from  which  the  importer  gains  no  direct  benefit.  As  in  the  case  quoted 
above,  this  method  of  control  could  be  interpreted  as  an  equivalent  measure  which 
could  hamper  intercommunity  commerce. 
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We  do  not  suggest  that  these  are  serious  attempts  by  the  countries  concerned  to 
create  barriers  but  each  of  the  examples  given  has  had  an  effect  on  our  Export 
performance;  in  the  case  of  the  Danish  tax,  by  reducing  our  competitiveness  in  that 
market;  in  the  case  of  Germany  by  delaying  approval  of  a receiver  to  the  point  where 
the  potential  customer  cancelled  his  order;  and  in  the  case  of  Italy,  by  providing  a 
continuous  delaying  factor  on  every  shipment  of  receivers  going  into  that  market. 


I.  C.  RULE, 

TV  Marketing  Manager. 

20  March  1980. 
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Mr  I C Rule,  Marketing  Manager  and  Mr  1 
Radio  and  Television  Limited,  called  in  and 

Chairman 

666.  Mav  I welcome  the  representatives 
from  Decca  Radio  and  Television  Limited. 
May  I ask  if  either  of  you  would  care  to  say 
anything  and  comment  upon  the  evidence 
we  have  just  heard  from  the  BREMA  peo- 
ple because  I noted  you  were  both  sitting  in 
the  room  and  there  may  be  some  points  in 
that  evidence  you  would  like  to  comment 
on,  if  not  we  will  go  straight  forward  with 
our  questions? 

(Mr  Godfrey.)  There  is  one  point  which 
I do  not  think  came  out  too  clearly  and 
which  I think  is  very  relevant  to  the  whole 
of  the  problems  of  the  industry  and  that  is 
the  situation  with  regard  to  the  production 
of  picturetubes  in  Europe.  For  example,  to 
the  best  of  my  knowledge  there  is  no  Euro- 
pean source  of  small  screen  picturetubes.  A 
very  small  sector  of  the  market  in  Europe 
is  achieved,  between  20  and  25  per  cent  of 
the  total  market,  and  this  is  subject  to  the 
whims  of  people  in  the  Far  East  and  this  is 
a serious  problem  for  our  industry  and 
opens  up  all  sorts  of  risks. 

667.  What  do  you  see  as  the  possible 
solution  to  that  risk? 

(Mr  Godfrey.)  I would  personally  like  to 
see  the  major  European  and  British  asso- 
ciated companies  getting,  as  quickly  as  pos- 
sible, into  production  in  Europe  and  in  this 
country  of  small  screen  picturetubes. 

Mr  Mikardo 

668.  How  long  would  this  take? 

(Mr  Godfrey.)  I am  not  an  authority. 

669.  Are  we  talking  about  2 years? 

(Mr  Godfrey.)  I suspect  they  have  access 

to  technology  which  could  very  well  mean 
it  could  be  earlier.  Probably  Mr  Griffiths 
could  answer  that  question  better  than  I 
could. 

Mr  Thompson 

670.  Why  has  it  not  been  done? 

(Mr  Godfrey.)  I do  not  know. 

Chairman 

671.  Can  we  go  on  to  our  questions 
now?  Could  you  tell  us  what  is  Decca’s  view 
on  the  performance  of  the  United  Kingdom 
export  services  and  could  you  tell  us 
whether  you  think  they  could  be  improved 
and  if  so  in  what  manner? 

(Mr  Rule.)  One  of  the  examples  we  gave 


HI  E Godfrey,  Commercial  Manager,  Decca 
examined. 

you  in  our  submission  was  a case  in  Den- 
mark of  internal  tax  and  I had  a look  yes- 
terday, prior  to  coming  to  see  you,  at  the 
experience — 

672.  We  shall  come  to  Denmark,  Ger- 
many and  Italy  in  due  course,  I was  won- 
dering whether  you  could  tell  us  generally 
what  you  think  about  the  United  Kingdom 
export  services  as  a whole.  Are  they  good 
or  bad? 

(Mr  Rule.)  I think  as  a whole  we  are  very 
satisfied.  In  certain  areas  we  have  had  some 
difficulties  but  in  general  we  are  satisfied. 

(Mr  Godfrey.)  We  export  through  agency 
finance  services  but  we  do  have  access  to 
much  more  efficient  sources. 

Mr  Thompson 

673.  You  would  be  disappointed  if  you 
had  not? 

(Mr  Godfrey.)  Yes.  I would  say  the  only 
side  of  the  operation  with  which  I am  per- 
sonally dissatisfied  is  the  assistance  they 

frovide  overseas  to  project  manufacturers. 

am  not  happy  with  the  services  on  that 
side  of  the  trade  which  assists  manufactur- 
ers in  overseas  exhibitions. 

Mr  Mikardo 

674.  What  is  wrong  with  that?  If  I may 
say  so  we  have  had  other  witnesses  who 
have  spoken  quite  highly  of  that 
organisation  . 

(Mr  Godfrey.)  I was  thinking  particularly 
of  last  year’s  Berlin  exhibition  where  the 
industry  mounted  a joint  stand  with  the 
trade. 

675 .  What  was  wrong  with  it? 

(Mr  Godfrey.)  A rather  unsatisfactory 
attitude  towards  the  percentage  of  space 
which  was  subsidised,  perhaps  a little  auto- 
cratic in  their  attitude  to  the  projects  of  new 
manufacturers  who  took  part  in  that 
exhibition. 

Chairman 

676.  Was  this  in  part  of  a British 
pavilion? 

(Mr  Godfrey.)  Yes. 

677.  Did  you  have  a stand  entirely  on 
your  own  or  could  you  have  had  a stand  on 
your  own? 

(Mr  Godfrey.)  Could  have  had,  yes,  but 
it  would  not  have  been  warranted. 
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678.  You  mean  the  exhibits  would  not  682.  Is  he  fully  conversant  with  the  new 

have  been  justified?  regulations? 

(Mr  Godfrey.)  I think  there  were  8 or  9 (Mr  Rule.)  I would  imagine  he  was  aware 
manufacturers  that  took  part,  some  large  of  them, 
and  some  small. 

(Chairman.)  That  is  a point  of  view  which  Mr  McNally 

has  to  be  dealt  with  by  many  exhibitors  in  683.  One  sometimes  feels  that  British 
this  country.  Are  there  any  other  points  at  firms  have  not  really  changed  their  opera- 
all  about  the  export  services.  tions  post-entry  into  the  EEC  and  sit  back 

looking  with  some  trepidation  at  the  Euro- 
Mr  Cockeram  pcan  market  instead  of  thinking  European. 

679.  Could  I turn  to  the  EEC  and  ask  Have  you  changed  either  your  sales  meth- 

you  what  Decca’s  views  are  on  the  efficacy  ods  or  your  sales  structure?  Have  you 
of  the  EEC  arrangements  of  free  trade  opened  any  European  operations,  EEC 
within  the  Community?  operations  since  the  European  Community 

(Mr  Godfrey.)  I da  not  think  we  have  so  that  you  are  thinking  and  operating  on 
had  any  direct  individual  company  a Community-wide  marketing  basis  rather 
approach  with  the  EEC  to  really  be  an  than  thinking  of  yourselves  as  Britain 
authority  on  the  subject.  We  are  critical  of  exporting  to  Europe, 
the  non-tariff  barriers  to  trade  which  apply  (Mr  Godfrey.)  1 do  not  think  we  have 
within  the  EEC,  certain  EEC  countries  and  suggested  so  far  we  think  of  ourselves  as 
outside  the  EEC.  Britain  exporting  to  Europe.  Indeed  quite 

the  reverse,  we  are  thinking  of  British  pro- 

680.  Do  you  believe  that  other  coun-  ducts  being  exported  where  they  can  be 

tries  either  within  or  without  the  EEC  sold  not  just  exclusively  for  Europe.  The 
impose  non-tariff  barriers  to  trade  and  if  so  potential  for  competing  in  the  market,  tel- 
what  are  those?  You  have  mentioned  three  evision  market  which  is  the  market  we  are 
in  your  letter,  are  they  isolated?  interested  in,  is  far  less  in  Europe  than 

(Mr  Godfrey.)  No,  they  are  not  isolated,  elsewhere,  certainly  less  in  our  judgment  in 
there  are  other  countries,  for  example,  the  EEC  than  other  countries;  potential 
which  have  what  is  known  as  test  house  markets  where  products  can  be  sold  outside 
approval  centres  which  are  mandatory  in  the  EEC.  Wc  are  talking  about  markets 
Sweden,  for  example,  and  each  of  the  Scan-  which  are  penetrated  with  colour  televi- 
danavian  countries  has  a test  house.  There  sions  to  the  level  of  70  per  cent,  where 
is  quite  some  evidence  to  conclude  that  this,  established  Continental  brands  have  large 
at  best,  is  a delaying  factor.  Unfortunately  market  shares  and  have  held  these  for  many 
when  specifications  are  drawn  up  to  which  years,  and  where  marketing  money  has 
test  houses  have  to  work  it  is  very  difficult  been  spent  on  this  for  many  years  to  estab- 
to  draw  up  a technical  specification  which  lish  competitive  brands  and  these  are  not 
at  some  point  or  other  ties  everything  up  the  best  backgrounds  on  which  to  establish 
100  per  cent,  in  the  end  there  is  always  one’s  own  export  penetration, 
something  or  other  which  is  open  to  inter- 
pretation of  the  individual  tester.  Some-  684.  The  argument  about  EEC  mem- 
times  interpretations  are  begun  in  a manner  bership  was  that  British  industry  was  going 
which  one  might  conclude  is  a deliberate  to  go  into  a market  of  200  million  and  yet 
attempt  to  delay  the  passage  of  that  product  one  does  hear  time  and  again  from  different 
for  approval.  We  are  talking  about  literally  industries  when  you  say  “What  have  you 
months  in  each  case.  done  since  1973  to  operate  in  this  market 

of  200  million”  what  you  have  just  said, 
Mr  Thompson  that  there  are  established  firms  already 

681.  Technical  barriers  to  trade  exist  in  there  holding  on  to  their  established  sector 
many  industries,  who  within  your  company,  of  the  market.  That  is  a very  defensive 
within  your  organisation’s  framework  is  the  attitude  to  what  was  supposed  to  be  a new 
expert  on  the  EEC  regulations  and  on  the  opportunity  for  British  industry, 
new  GATT  regulations  especially,  those  (Mr  Godfrey.)  1 have  dealt  simply  with 
which  refer  to  technical  barriers  to  trade  the  colour  television  situation  and  it  is  there 
which  came  into  operation  on  21st  January,  much  more  a question  of  the  penetration  of 
(Mr  Godfrey.)  Any  technical  barriers  to  a colour  television  in  those  markets  than  it 
trade  would  be  the  responsibility  of  the  is  of  established  brands.  Indeed  it  is  quite 
technical  director  of  the  company.  probable  with  the  new  video  products,  1 am 
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[Mr  McNally  Conrd.] 

thinking  as  far  as  my  company  is  concerned 
particularly  of  things  like  VDU,  view  data, 
that  we  could  very  well  take  the  opportunity 
of  capturing  a major  share  of  that  market 
in  the  EEC,  larger  than  we  have  ever  had 
in  colour  televisions.  There  is  also  the  pos- 
sibility, with  the  increasing  demand  for 
small  screen  colour  televisions,  of  an  oppor- 
tunity there  as  well. 

Mr  Mikardo 

685.  Is  anybody  having  a go  at  small 
screens? 

(Mr  Godfrey.)  Most  certainly.  My  com- 
pany was  the  first,  to  the  best  of  my  knowl- 
edge, in  the  production  of  its  own 
development  of  the  14  inch  small  screen 
colour  television  set.  There  are  two  other 
manufacturers  in  production  in  this  country 
and  have  been  for  some  months. 

686.  How  far  do  they  go?  Do  they  go 
down  to  those  little  baby  things? 

(Mr  Godfrey.)  No,  14  inches  would  be 
the  smallest. 

Mr  Thompson 

687.  Your  paper  deals  mostly  with  the 
EEC,  can  you  tell  me  if  you  are  facing  non- 
tariff barriers  outside  the  EEC  as  well,  tech- 
nical barriers  to  trade? 

(Mr  Godfrey.)  To  some  extent  yes.  Cer- 
tainly Scandanavia  and  certainly  Yugo- 
slavia has  a similar  test  house  requirement. 

Mr  Cockeram 

688.  You  mention  test  house  centres 
repeatedly,  is  this  in  your  view  the  principal 
non-tariff  barrier  to  trade  or  are  there 
others  which  you  would  like  to  list? 

(Mr  Godfrey.)  Certainly  the  principal 
one  is  this  but  there  are  others. 

689.  Do  you  consider  that  the  domestic 
testing  in  the  foreign  country  is  something 
which  is  just  a blind  to  keep  out  imports  to 
that  country  or  do  you  accept  it  as  a legiti- 
mate requirement  and  are  you  therefore 
complaining  about  the  operation  of  the  test 
centres  rather  than  the  principle? 

(Mr  Rule.)  I think  it  depends  how  it  is 
used  in  a particular  country. 

(Mr  Godfrey.)  I think  we  would  say  its 
origin  is  probably  quite  a genuine  desire  to 
protect  the  consumer  in  those  countries. 

690.  Have  we  a test  house  in  this  coun- 
try? If  not  could  we  have  one  for  Japanese 
imports  here? 


(Mr  Godfrey.)  We  have  a test  house  but 
it  is  not  mandatory. 

691.  So  any  foreign  country  can  export 
to  the  UK  without  having  to  worry  about  a 
test  house? 

(Mr  Godfrey.)  Yes. 

Mr  McNally 

692.  That  is  a programme  policy  by 
national  and  local  government,  do  you 
think  that  the  British  Government  and  Brit- 
ish local  authorities  are  less  nationalistic 
than  they  are  abroad?  Do  you  think  they 
could  give  their  own  industry  a fair  crack  of 
the  whip  in  terms  of  procurement  policy? 
Do  you  find  nationalism  working  against 
you  when  you  have  to  try  and  compete 
abroad  in  terms  of  procurement? 

(Mr  Godfrey.)  I wish  the  authorities  you 
talk  about  would  buy  a lot  more  domestic 
colour  televisions  than  they  do.  In  practice 
we  only  judge  this  on  the  basis  of  semi- 
professional  range  of  products  produced  by 


693.  What  about  education  authorities? 
(Mr  Godfrey.)  Education  authorities, 

and  things  of  that  nature,  there  I would  say 
we  detect  quite  a definite  inclination  to  buy 
British. 

694.  Are  there  any  authorities  you 
would  criticise?  You  say  the  education 
authorities  are  good. 

(Mr  Godfrey.)  Not  one  that  I can  call  to 
mind. 


Mr  Carlisle 

695.  I have  a question  to  ask  on  Den- 
mark but  I would  like  to  ask  you  a bit  more 
about  these  test  houses.  Do  all  other  coun- 
tries make  it  mandatory  for  imports  to  those 
countries  to  pass  through  test  houses?  Are 
we  the  only  country  where  it  is  optional? 

(Mr  Godfrey .)  By  no  means.  Within 
Europe  each  one  of  the  Scandanavian  coun- 
tries has  a test  house  and  there  it  is  man- 
datory, Norway,  Denmark,  Sweden  and 
Finland.  Germany  has  a test  house  require- 
ment in  three  different  forms,  two  of  which 
are  mandatory  and  one,  the  safety  house, 
is  not  and  although  it  is  not  mandatory  most 
of  the  distributors  require  the  products  to 
have  been  agreed. 

696.  Our  system  is  much  more  liberal 
than  anywhere  else? 

(Mr  Godfrey.)  Totally. 
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Mr  Mikardo 

697.  If  there  was  a manufacturer  any- 
where who  was  a bit  doubtful  about  the 
quality  or  reliability  of  his  product  and  he 
was  looking  around  for  somewhere  to  sell 
it,  Britain  would  be  the  obvious  mug’s  pas- 
ture for  it? 

(Mr  Godfrey.)  You  have  put  it  far  better 
than  I could. 

Mr  Carlisle 

698.  I can  see  that  the  tax  change  did 
squeeze  the  differential  between  luxury 
products  and  more  normal  products.  You 
took  this  up  with  the  EEC  and  the  Com- 
mission thought  you  had  a case  but  in  the 
event  you  did  not  pursue  it,  why  was  that? 

(Mr  Rule.)  I discussed  it  with  the  EEC 
on  an  unofficial  basis  in  Brussels  and  they 
said  it  was  better  to  take  it  up  through  our 
own  Department  of  Trade. 

699.  Did  you  do  that? 

(Mr  Rule.)  We  did.  It  started  in  July  1977 
and  the  last  letter  asking  for  more  news  was 
in  July  1978;  that  was  directed  to  the  CRE 
at  the  Department  of  Trade  and  it  was 
replied  to  by  a ’phone  call.  What  had  hap- 
pened in  the  interim  was  that  in  the  June 
the  Department  of  Trade  agreed  we  had  a 
case  and  agreed  with  the  EEC  view,  it  was 
referred  to  the  British  Embassy  in  Copen- 
hagen and  from  then  on  nothing  happened 
very  much  until  this  enquiry  a year  later 
when  we  were  told  they  had  had  no  luck,  I 
think  that  was  the  expression,  and  by  that 
time  anyway  the  rising  value  of  the  pound 
was  beginning  to  affect  our  competitiveness 
in  this  market  and  we  let  the  matter  drop  at 
that  point  because  it  was  getting  too  late  to 
have  any  affect. 

700.  You  were  so  uncompetitive  then 
in  the  market  that  there  was  no  point  in 
pressing  the  case? 

( Mr  Rule.)  That  was  our  view  at  the  time. 
I am  a little  concerned  that  a lot  of  the 
people  who  handle  this  sort  of  thing  in  our 
trade  departments  overseas  are  in  fact  local 
nationals,  Danes  in  this  case. 

701.  What  you  are  really  saying  is  first 
of  all  you  went  to  the  Commission,  they 
said  you  had  a case  but  advised  you  to  go 
to  the  Department  of  Trade,  you  did  that 
and  the  thing  passes  on  about  a year  with 
nothing  being  done  between  here  and  the 
embassy  in  Denmark  and  then  you  find  that 
you  are  uncompetitive  so  you  stop? 

(Mr  Rule.)  We  asked  again  about  it  and 


had  a reply  that  the  thing  had  been  pro- 
ceeded with. 

Mr  Crowther 

702.  What  intrigues  me  is  this:  you  are 
a very  big  firm,  if  you  had  been  a very  small 
firm,  certainly  in  my  constitutency,  you 
would  have  been  on  to  your  Member  of 
Parliament  to  get  the  whole  thing  sorted 
out  on  a political  level.  Did  you  do  anything 
of  that  sort  or  did  you  rely  on  the  civil 
service? 

(Mr  Rule.)  We  relied  on  the  civil  service. 

(Chairman.)  I believe  your  Member  of 
Parliament  is  here  today. 

(Mr  Cockeram.)  Your  factory  at  Bridg- 
enorth  is  in  my  constituency  but  I have  not 
had  any  representations  on  this. 

Mr  Thompson 

703.  You  said  about  the  British 
Embassy  that  many  of  the  people  employed 
there  are  Danish  nationals.  Surely  many  of 
the  people  in  the  Decca  factories  are  Danish 
nationals  and  as  your  employees  you  trust 
them? 

(Mr  Rule.)  I was  not  talking  specifically 
of  the  Danish  situation.  What  I am  saying 
is  diat  in  trade  departments  I am  question- 
ing whether  it  is  always  a good  thing  to  have 
local  nationals  because  my  experience  has 
been,  and  I am  not  thinking  of  any  specific 
case,  that  it  would  be  better  in  those  depart- 
ments to  have  people  with  a knowledge  of 
British  industry  rather  than  people  with  a 
knowledge  of  the  local  country.  There  were 
one  or  two  cases  where  the  company  I was 
working  for  wanted  a particular  product 
and  I found  difficulty  in  getting  help, 
although  they  did  have  a very  good  library 
and  excellent  reference  books. 

(Mr  Thompson.)  I found  your  memoran- 
dum interesting  because  it  dealt  with  the 
problems  that  many  small  exporters  ate 
finding,  and  there  are  about  200,000  which 
turnover  less  than  £50,000  a year,  and  that 
is  why  I found  your  paper  interesting.  The 
Italian  situation  for  instance — 

Chairman 

704.  Could  we  just  refer  to  the  practices 
in  Germany  about  in-house  testing.  Does 
that  favour  their  domestic  producers 
against  importers  into  Germany?  Do  you 
suffer  in  any  way  from  that? 

(Mr  Rule.)  I think  it  is  very  difficult  to  be 
specific  but  there  is  always  the  feeling  it  is 
easier  if  you  have  your  own  in-house  test- 
ing. It  is  not  only  in  Germany  but  other 
countries,  Scandanavia  and  so  on. 
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705.  Have  you  taken  any  advice  as  to 
whether  such  a system  is  indeed  against  the 
rules  of  free-competition  in  the  EEC 
markets? 

(Mr  Godfrey.)  No,  we  have  not  taken 
any  advice. 

706.  Do  you  think  it  is  unfair  and  in 
breach  of  the  EEC  free-competition  rules? 

(Mr  Rule.)  I do  not  think  it  is  unfair 
because  in  general  if  you  have  a market 
where  nobody  will  buy  a product  unless  it 
carries  a mark  you  are  gaining  a benefit 
from  having  it  go  through  that  test  house, 
so  it  is  difficult  to  say  it  is  unfair  within  the 
meaning  of  the  treaty. 

Mr  Cockeram 

707 . Turning  to  Italy  where  you  say  you 
have  had  delays  in  exporting,  have  you 
made  representations  either  through  the 
British  authorities  to  the  Italian  authorities 
or  through  the  EEC  on  this  matter? 

(Mr  Rule.)  No,  we  have  not  because  the 
reaction  I got  in  Brussels  was  because  they 
agreed  this  was  a case  where  no  benefit  was 
conferred  on  the  importer  and  that  it  was 
probably  illegal,  so  they  said  you  must  get 
your  man  in  Italy  to  go  to  a local  magistrate 
and  get  this  declared  illegal.  In  Italy  this 
would  not  happen. 

(Mr  Godfrey.)  We  did  get  the  assistance 
of  the  local  consulate  in  Rome  for  originally 
getting  approval. 

Mr  Mikardo 

708.  Could  I refer  to  questions  about 
the  absence  in  the  United  kingdom  of  an 
institution  for  setting  standards?  Has  your 
company,  or  to  your  knowledge  any  other 
company,  ever  made  representations  to  the 
Government  about  the  desirability  of  such 
an  arrangement?  If  not  why  not  and  if  yes 
what  happened? 

(Mr  Godfrey.)  It  is  very  difficult  to 
answer  your  question  quite  as  directly  as 
you  would  like.  I think  our  view  would  be 
this:  not  only  my  company’s  view  but  also 
the  view  of  the  members  of  the  association, 


BREMA,  that  it  is  better  if  there  were  no 
trade  barriers  throughout  Europe.  A man- 
ufacturer includes  in  his  specifications  the 
principle  that  the  consumer  should  be  pro- 
tected and  he  hopes  to  survive  and  this  is 
one  of  the  things  he  will  have  to  do  to 
ensure  his  survival.  The  real  problem  comes 
when  there  are  some  countries  which  do 
have  test  houses  and  use  them  as  a means 
of  frustrating  imports,  either  totally  or 
delaying  them.  I think  the  right  thing  and 
the  attitude  of  the  association  is  to  try  and 
persuade  those  countries  to  use  whatever 
test  house  facilities  they  have  in  the  right 
way  rather  than  the  wrong  way,  but  if  in  the 
end  all  those  efforts  fail  then  frankly  I con- 
clude if  we  cannot  beat  them  let  us  join 
them.  At  least  prevent  the  situation  where 
this  country  could  be  the  dumping  yard  for 
products  which  do  not  have  to  pass  any 
form  of  approval  at  all. 

709.  Do  I understand  that  what  you  are 
saying  is  this:  that  you  prefer  if  there  were 
not  any  of  these  restrictions—- 

(Mr  Godfrey.)  Yes. 

710.  — but  since  there  are  you  would 
take  the  view  that  if  we  apply  something 
similar  that  would  give  us  a bit  of  a nego- 
tiating lever  and  the  pressure  to  get  rid  of 
restrictions? 

(Mr  Godfrey.)  It  could  well  be  yes. 

Chairman 

711.  We  have  come  to  the  end  of  the 
specific  questions  we  wished  to  ask  you. 
Are  there  any  other  points  you  yourselves 
would  wish  to  make  before  we  draw  the 
proceedings  to  a conclusion? 

(Mr  Rule.)  I do  not  think  so. 

(Chairman.)  Thank  you  very  much  for 
your  attendance  today  and  for  the  manner 
m which  you  have  answered  our  questions. 
We  shall  be  publishing  a report  in  due 
course  and  the  evidence  will  be  printed  for 
the  world  to  read.  On  behalf  of  my  col- 
leagues I have  pleasure  in  saying  thank  you 
for  coming. 
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THE  PROBLEMS  OF  IMPORT  PENETRATION  INTO 
THE  UK  PAPER  AND  BOARD  MARKET  (M83) 

Memorandum  submitted  by  the  British  Paper  and  Board  Industry  Federation 

Background 

Paper  and  board  consumption  is  a fairly  accurate  measure  of  a country's  economic 
development. 


million  tonnes  WORLD  CONSUMPTION  OF 


YEAR 


2.  The  trend  of  consumption  growth  has  therefore  been  rising  alongside  general 
prosperity  in  the  world’s  developed  countries  for  the  last  20  years. 
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3.  Consumption  is  seldom  limited  by  availability:  the  world  industry  expands  to  meet 
projected  demand. 

4.  The  rising  trend  is  not,  however,  uninterrupted.  Paper  and  board  consumption  is 
very  sensitive  to  economic  fluctuations. 

ANNUAL  U.K.  CONSUMPTION  OF  PAPER  AND  BOARD 
1965-  1979 


million  tonnes 


YEAR 

5.  Since  production  capacity  always  increases  to  meet  peaks  in  demand,  it  follows  that 
there  is  a considerable  surplus  of  capacity  when  demand  falls  before  rising  again. 

6.  Paper  and  board  production  is  a continuous  process  industry  and  highly  capital 
intensive:  plant  needs  to  be  run  at  levels  as  high  as  85  per  cent  of  potential  capacity  in 
order  to  break  even. 

million  tonnes  PRODUCTION  CAPACITY  1 979 
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7.  There  is  international  trade  in  paper  and  board  and  prices  tend  to  reflect  relative 
availability:  when  consumption  falls  markedly  below  total  available  capacity,  prices  fall 
to  a level  at  which  only  the  most  efficient  producers  enjoying  the  most  favourable 
manufacturing  conditions  can  show  any  profit. 

8.  North  America  is  by  far  the  largest  producer  of  paper  and  board  in  the  world 
accounting  for  approximately  40  per  cent  of  total  capacity.  With  the  addition  of  Western 
Europe  and  Japan,  this  percentage  rises  to  over  75  per  cent.  USA  is  the  lowest  cost 
producer  of  many  grades,  since  the  manufacturers  are  generally  integrated,  enjoy  the 
availability  of  cheap  wood  for  pulp  making  and  cheap  power  and,  because  of  the  size  of 
their  market,  are  able  to  install  plant  on  the  largest  possible  scale. 


million  tonnes 


NORDIC  PAPER  & BOARD  CAPACITY 
1965  & 1979 


9.  Within  Western  Europe,  the  Nordic  countries  of  Sweden,  Finland  and  Norway 
have,  during  the  last  two  decades,  changed  from  being  mainly  suppliers  of  wood  pulp  to 
the  papermakers  of  other  countries  into  paper  and  board  producers  in  their  own  right 
exporting  the  finished  product.  This  development  was  built  on  the  duty  free  access  to  the 
UK  market  which  became  available  to  them  under  the  EFTA  Agreement  during  the 
1960s. 

10.  Up  to  the  mid-60s  — when  EFTA  duties  had  moved  a long  way  towards  their 
elimination  by  1967  — the  UK  Paper  and  Board  Industry  was  a thriving  industry  earning 
sufficient  profits  to  attract  private  investment  to  build  modern  machines  to  keep  pace  with 
international  competition.  It  has  always  looked  to  the  UK  market  for  the  majority  of  its 
sales  though  has  accepted  that  it  could  not  economically  expect  to  satisfy  all  UK  require- 
ments over  the  whole  range  of  products. 
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11.  During  the  UK  membership  of  EFTA,  several  unwelcome  developments  were 
forced  on  the  UK  Industry: — 

(a)  As  tariffs  were  reduced  towards  zero,  prices  in  every  grade  became  increasingly 
under  pressure  since  the  Nordic  countries  enjoyed  manufacturing  advantages 
which  gave  them  the  competitive  edge; 

(b)  The  Industry  was  exposed  to  a phenomenon  which  became  known  as  the  "Scan- 
dinavian Scissors  policy”  whereby  Scandinavian  wood  pulp  was  sold  at  prices  so 
high  as  to  give  UK  pap'ermakers  little  margin  to  make  paper  at  prices  to  compete 
with  Scandinavian  paper  sold  in  UK  (whether  it  was  — or  is  — a “policy"  is 
contested;  the  squeeze  on  UK  papermakers  nevertheless  existed  — and  exists 
today); 

(c)  It  became  economically  impossible  for  certain  grades  (eg  magazines,  papers  and 
unglazed  kraft)  to  be  made  in  UK  at  all  and  the  output  of  newsprint  was  reduced 
to  a level  which  could  be  supported  by  home  grown  timber  or  recycled  waste 
paper; 

(d)  During  the  recession  of  1969-71  many  UK  mills  were  closed  and  the  general  fall 
in  returns  meant  that  not  only  did  it  become  less  attractive  to  invest  in  new 
capacity,  but  that  there  were  less  funds  to  be  devoted  to  that  purpose; 

(e)  At  the  same  time,  continental  mills,  still  protected  by  a 12  per  cent  tariff,  remained 
profitable  and  were  able  to  invest  on  a larger  scale. 


12.  When  UK  joined  EEC,  it  seemed  at  first  as  though  the  Nordic  competition  was  at 
last  to  be  diffused  over  the  whole  of  Europe,  since  a pattern  of  duty  equalisation  was 
negotiated:  duties  would  be  steadily  increased  against  Nordic  imports  into  UK  and 
decreased  against  Nordic  imports  into  old  EEC  until  they  coincided  at  8 per  cent  in  1977: 
therefore  they  would  go  down  side-by-side  until  EFT  A/EEC  became  a complete  duty  free 
bloc  in  1984. 

TARRIFFS  ON  IMPORTS  FROM  EFTA  INTO 
OLD  EEC  AND  UK  1972-  1984 


% UrifT 
14 


1972  1973  1974  1975  1976  1977  1978  1979  1980  1981  1982  1983  1984 


YEAR 

13.  This  apparently  equitable  arrangement  was,  however,  marred  for  the  UK  Industry 
by  the  fact  that  the  Nordic  countries  were  able  to  negotiate  substantial  duty  free  quotas 
which  meant  that  at  least  three-quarters  of  their  imports  into  UK  incurred  no  tariff  at  all. 
Thus  UK  remained  the  most  attractive  market  for  Nordic  producers. 
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EFTA  IMPORTS  INTO  EEC  SHOWING  PROPORTION 
DUTY  FREE  INTO  UK 


million  tonnes 


YEAR 

14.  Price  control  added  further  handicaps  during  the  economic  up-tum  of  1972-74. 
UK  mills  had  to  buy  high-priced  pulp  and  wastepaper  but  profits  were  restrained  by 
legislation:  Nordic  and  EEC  mills,  on  the  other  hana,  made  high  profits  and  reinvested 
them  in  modern  machinery. 


ANNUAL  IMPORTS  INTO  UK  FROM  FRANCE, 
GERMANY  & NETHERLANDS  SINCE  1976 
„ (ZERO  DUTY  ESTABLISHED  1977) 
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15.  Once  UK  had  joined  EEC,  tariffs  were  swiftly  harmonised  and  the  zero  rate  was 
reached  in  mid- 1977.  From  1976  onward,  imports  from  France,  Germany  and  Holland 
into  UK  based  on  the  new  productive  capacity  installed  in  the  late  1960s  and  early  1970s, 
began  to  grow  substantially.  UK  therefore  found  that  import  pressure  was  growing  instead 
of  decreasing:  little  relief  could  be  expected  until  the  whole  of  Europe  was  trading  on 
equal  terms  in  1984  — and  even  then  UK  would  continue  to  suffer  from  years  of  enforced 
lean  investment  that  had  gone  before. 

16.  The  problem  has  been  exacerbated  by  the  fact  that  in  other  countries  the  paper 
and  board  industry  has  apparently  received  "support  which  has  kept  in  operation  plant 
which,  had  market  forces  applied,  would  have  been  closed:  this  was  damaging  in  two 
respects,  first  in  that  it  perpetuated  the  difficulties  of  over-capacity,  and  second  in  that  it 
endorsed  policies  of  selling  at  low  prices  in  order  to  keep  capacity  fully  occupied  during 
periods  of  recession.  No  such  support  was  given  in  UK  and  many  companies  and/or  mills 
closed  during  the  15  years  since  1965. 

INDEX  OF  EMPLOYMENT  AND  No.  OF 
PRODUCING  MILLS  1965  - 1979 

No.  OF 

MILLS  MANPOWER 
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APPARENT  CONSUMPTION  OF  PAPER  AND  BOARD 
IN  UK  SHOWING  QUANTITY  AND  PERCENTAGE 
SUPPLIED  BY  IMPORTS 


18.  In  addition,  it  is  now  economic  for  manufacturers  to  import  converted  products, 
such  as  printing,  publishing  and  packaging,  material  rather  than  to  buy  from  UK  converters 
and  many  finished  products  in  fully  packaged  form  are  now  imported  because  of  the  high 
value  of  sterling.  In  1979  although  UK  mills  were  capable  of  producing  a total  of  about 
4.7m  tonnes,  only  4.2m  tonnes  were  produced  and  imports  continued  to  grow  (UK  mills 
also  increased  the  percentage  of  total  production  exported  but  not  by  nearly  so  large  a 
tonnage  as  the  growth  in  imports). 

Current  Situation 

19.  British  industry  in  general  currently  faces  a bizarre  combination  of  economic 
factors. 

Strong  currency 

Record  high  interest  rates 

Escalating  domestic  inflation. 


20.  The  benefit  to  UK  of  its  substantial  oil  revenues  is  reflected  in  strong  currency  but 
the  other  benefits  which  should  flow,  ie  low  interest  rates  and  low  domestic  inflation  are 
not  occurring. 

21.  A strong  pound  facilitates  imports  and  makes  exports  more  difficult.  If  the  benefits 
of  low  interest  rates  and  low  domestic  inflation  which  should  accompany  a strong  currency 
are  not  occurring,  the  pressure  on  the  profit  margins  of  domestic  manufacturing  industry 
are  liable  to  severe  compression. 

22.  A strong  pound  has  the  following  effects  on  the  Paper  and  Board  Industry: — 

(a)  Facilitates  imports  of  paper  and  board  from  Nordic,  EEC,  Canadian  and  US 
producers; 

(b)  Puts  pressure  on  customer  industries,  eg  printing,  publishing  and  packaging  as 
EEC,  US  and  Far  Eastern  printing  and  packaging  industries  become  highly 
competitive; 

(c)  Encourages  imports  of  consumer  products  which  are  usually  packaged  in  the 
country  of  origin; 
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(d)  Reduces  the  cost  of  imported  raw  materials  but  as  the  main  item  concerned, 
woodpulp,  is  priced  in  US  dollars,  this  advantage  is  illusory  when  compared  with 
the  main  competing  countries; 

(e)  Makes  indigenous  raw  materials,  mainly  domestically  produced  woodpulp  and 
waste  paper  relatively  more  expensive  compared  with  competing  countries. 

23.  High  domestic  interest  rates  discourage  if  not  virtually  eliminate  industrial 
investment. 

24.  The  time  scale  required  to  rationalise,  reorganise  and  improve  medium  and  heavy 
industry  is  far  too  long  to  be  possible  within  the  framework  of  a Government  programme 
for  correcting  an  economy. 

25 . Much  of  the  imports  of  paper  and  board  from  N ordic  and  EEC  sources  (particularly 
the  latter)  is  uneconomically  priced  and  supplied  from  producers  who  are  reporting 
substantial  operating  losses  and  who  are  receiving  directly  or  indirectly  state-influenced 
financial  aid. 

26.  Much  of  the  imports  of  paper  and  board  from  USA  arc  benefiting  from  subsidised 
energy  as  a result  of  US  policy  in  this  matter. 

27.  During  a period  of  recession  United  States’  manufacturers  mav  well  seek  to 
increase  their  exports  into  UK  both  in  traditional  and  grades  which  hitnerto  have  not 
been  regarded  as  traditional  export  material.  There  is  little  doubt  that  the  cost  advantages 
of  US  companies  could  enable  them  to  indulge  in  prolonged  periods  of  sales  within  EEC 
at  prices  wnich  EEC  companies  could  not  match  — and  this  can  be  achieved  without  any 
recourse  to  dumping.  There  must  therefore  be  readiness  on  the  part  of  the  Community  to 
act  swiftly. 

28.  The  Paper  Industry  is  the  sixth  largest  energy  consuming  industry  in  the  UK  and 
the  second  largest  private  generator  of  electricity.  It  is  also  one  which  uses  many  combined 
heat  and  power  plants  providing  up  to  65  per  cent  efficiency  of  fuel  utilisation  compared 
with  about  35  per  cent  in  the  case  of  the  CEGB.  The  cost  of  energy,  however,  now 
approaches  50  per  cent  of  that  of  wages  and  a more  undemanding  approach  towards 
industry’s  energy  costs  is  required  from  Government. 

29.  Some  action  must  therefore  be  taken  now  to  protect  this  basic  UK  industry  before 
further  closures  occur. 

Recommendations 

The  Industry  would  therefore  like  to  sec: — 

30.  The  establishment  of  a stronger  basic  economy  by  : — 

(a)  a determined  attack  on  inflation  to  bring  it  into  line  with  or  below  US  and 
European  levels  on  a permanent  basis; 

(b)  encouraging  greater  productivity  by  all  possible  means. 

31.  Encouragement  of  those  sectors  of  industry  which  compete  internationally  by 
exports  or  through  import  substitution  by: — 

(a)  recycling  some  oil  revenues  into  those  viable  industries  essential  to  the  future  of 
the  UK  economy; 

(b)  taking  measures  to  reduce  the  effect  of  North  Sea  oil  on  current  exchange  rates. 

32.  Action  taken  to  prevent  irreversible  damage  being  done  to  this  industry  through 
increasing  quantities  of  low-priced  imports  by  means  of  Government: — 

(a)  adopting  a more  aggressive  “Britain  first”  policy  in  every  possible  sphere; 

(b)  actively  considering  some  type  of  overall  import  control  by  quota,  surcharge, 
establishment  of  minimum  prices  or  other  means; 

(c)  freezing  duty  free  quotas  at  their  present  level  until  1984; 
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(d)  limiting  the  willingness  of  governments  in  other  EEC  countries  to  assist  weak 
companies  to  survive; 

(e)  finding  means  to  check  excessive  competition  from  EEC  countries  (which,  for 
example,  do  not  now  come  under  anti-dumping  rules); 

(f)  interpreting  the  anti-dumping  rules  themselves  so  as  to  impose  the  onus  of  proof 
on  the  importer  that  he  is  not  dumping. 

33.  Positive  financial  backing  for  UK  industry  by: — 

(a)  matching  the  financial  assistance  given  by  many  Western  European  Governments 
to  their  industries  which  export  to  UK  and  elsewhere; 

(b)  the  introduction  of  appropriate  investment  incentives  which  are  essential  if  com- 
panies already  finding  their  margins  reduced  through  import  competition  are  to 
be  assisted  in  their  investment  programmes  because  the  facility  to  write  off  capital 
expenditure  in  the  first  year  is  only  of  benefit  to  companies  already  making 
adequate  profits. 

34.  A more  helpful  approach  by  Government  for  industry  on  pricing  policies  for  fuels 
(including  electricity)  within  the  UK  by  ensuring: — 

(a)  that  the  monopoly  utilities  fix  tariffs  in  a manner  that  brings  prices  to  industry  as 
low  as  fuel  prices  elsewhere  in  the  Community.  Oil  company  prices  should  be 
monitored  to  achieve  the  same  result; 

(b)  that  where  there  remain  marked  fuel  price  differentials  due  to  the  failure  of  (a), 
then  Government  must  be  reduced  to  take  other  steps  to  compensate  for  such 
unfair  trade,  eg  quotas  or  two-tier  pricing  structures; 

(c)  recognition  of  the  advantage  of  the  volume  and  baseload  provided  by  the  industry 
is  given  by  suitable  discounts; 

(d)  prices  are  not  distorted  by  fiscal  means  as  the  market  is  not  free. 

35.  The  adoption  of  a clear  policy  for  forestry,  which  will  encourage  both  planting 
and  the  conversion  of  the  forest  output  for  the  continuing  long-term  benefit  of  the  UK 
balance  of  payments. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


212 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


7 May  1980]  Dr  A I Lenton,  [Coruinued 

Mr  J R C Sheldon,  Mr  J H Adams.  CB,  MVO  and  Mr  E D Peacock 


Examination  of  witnesses 

DR  A I Lenton,  President,  British  Paper  and  Board  Industry  Federation,  Chief  Executive 
Bowatcrs  UK  Ltd,  Mr  .1  R C Sheldon,  Chief  Executive,  Townsend  Hook  Ltd,  Mr  J H 
Adams,  CB,  MVO,  Director  General,  and  Mr  E D Peacock,  Commercial  Director, 
British  Paper  and  Board  Industry  Federation,  called  in  and  examined. 


Chairman 

712.  Gentlemen , may  I welcome  you  to 
this  public  sitting  of  the  Select  Committee 
on  Industry  and  Trade.  We  welcome  you  as 
representatives  of  the  British  Paper  and 
Board  Industry  Federation.  We  have  taken 
a great  deal  of  evidence  which  may  be  called 
general  evidence  with  regard  to  the  ques- 
tions as  to  why  this  country  does  not  export 
more  and  import  so  much  but  we  look 
forward  very  much  to  hearing  evidence 
from  you  on  the  particular  matters  which 
affect  your  own  Federation.  Would  you 
help  the  Committee  very  briefly  by  explain- 
ing the  composition  of  your  Federation, 
how  representative  it  may  be  of  the  paper 
industry  and  United  Kingdom  percentage- 
wise and  generally  about  it,  not  at  length? 

(Mr  Adams.)  We  represent  95  per  cent 
of  the  industry,  of  mam  paper  and  board 
millers  in  the  United  Kingdom.  We  employ 
60,000  people  making  4.2  million  tonnes  of 
paper  and  hoard  in  1979.  There  are  about 
110  companies  in  the  paper  industry  and 
the  top  five  companies  manufacture  about 
half  of  the  4.2  million  tonnes. 


713.  May  I look  at  the  long  term  trends 
of  the  industry  so  far  as  they  affect  you? 
What  are  the  basic  objectives  of  the  paper 
and  board  industry  in  this  country  especially 
in  the  area  of  foreign  trade? 

(Dr  Lemon.)  Our  basic  objectives  are  to 
establish  ourselves  with  a viable  and  profit- 
able UK  paper  industry  and  to  that  end  we 
would  like  to  see  one  which  is  internally 
highly  competitive  and  one  which  can 
therefore  foster  and  reward  operating  effi- 
ciency. That  is  our  general  aim  and  objec- 
tive. As  you  will  have  seen  from  the  paper 
we  submitted  to  you,  we  view  the  trends  of 
the  last  few  years  with  concern,  indeed 
perhaps  alarm  in  some  cases.  The  foreign 
competition  has  steadily  gained  ground.  We 
are  in  an  industry  where  the  UK  market  is 
highly  unlikely  to  expand  at  more  than  a 
very  modest  rate.  If  that  is  the  case,  and  if 
foreign  competition  continues  to  increase 
its  share  of  the  market,  we  shall  see  further 
exits  from  the  UK  paper  manufacturing 
industry  and  we  see  no  solution  whatsoever 


in  exporting.  There  is  no  possibility  of 
exporting  on  a continuing  basis  to  North 
America  simply  because  of  their  very  much 
cheaper  basic  costs.  Their  wood,  their 
power  and  so  on  are  all  very  much  cheaper 
than  ours  and  transportation  is  very  expen- 
sive once  you  get  off  the  American  eastern 
seaboard.  There  is  no  way  anybody  is  going 
to  try  and  export  there.  There  is  no  way 
anybody  is  going  to  export  to  Scandinavia 
largely  for  cost  reasons  again.  The  conti- 
nental European  industries  provide  a modi- 
cum of  scope  for  export  both  from  us  to 
them  and  from  them  to  us.  If  one  looks  at 
the  more  primitive  parts  of  the  world  in  the 
long  run  there  will  undoubtedly  be  devel- 
oping markets  there.  I think  it  highly 
unlikely  that  any  of  those  markets  is  suffi- 
ciently more  cheaply  reached  by  ourselves 
than  by  North  America  or  Scandinavia  who 
have  these  cost/production  advantages.  1 
would  see  no  chance  of  our  being  in  any- 
thing other  than  the  one  down  situation  in 
competition  with  those  countries,  thus  I 
would  not  envisage  the  United  Kingdom 
exporting  significantly  to  the  developing 
countries. 

714.  Are  we  correct  in  equating  the 
basic  problems  facing  the  paper  and  board 
industry  are  long  standing  and  in  many  ways 
stem  from  the  past  membership  of  EFTA? 
Have  not  imports  fallen  since  1974? 

(Dr  Lemon.)  Yes.  May  I just  take  those 
as  two  very  separate  questions?  If  we  say 
are  they  long  standing,  indeed  they  are  long 
standing  in  the  sense  that  membership  of 
EFTA  put  us  in  a very  grievous  situation 
facing  imports  and  put  us,  as  we  make  the 
point  in  our  paper,  in  a particularly 
unhappy  position  compared  with  the  rest  of 
the  European  Economic  Community,  so 
they  are  long  standing  in  that  sense.  They 
are  to  some  extent  short  standing  in  that  in 
the  period  of  price  control  we  did  not  reap 
the  profits  which  the  rest  of  the  EEC  paper 
industries  managed  to  reap  and  hence  we 
did  not  devote  money  on  the  scale  which 
they  devoted  money  to  re-equip  their  indus- 
try, so  the  state  of  our  industry  in  the  sense 
of  its  captiai  equipment  is  poor  on  account 
of  those  two  reasons  more  than  anything 
else.  However,  I would  not  say  that  that 
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was  anything  other  than  one  of  the  two 
major  difficulties  we  face.  Indeed,  the  rea- 
son that  we  as  a Federation  have  suggested 
that  we  might  have  some  sort  of  help  from 
Government  in  re-equipping  ourselves  has 
its  origin  in  those  two  problems  and  the  fact 
that  we  are  now  a rather  ill-equipped  indus- 
try by  European,  and  indeed  by  world, 
standards.  But  there  is  another  current  and 
likely  to  continue  very  major  problem 
which  is  not  necessarily  just  to  do  with  the 
capital  equipment  condition.  This  problem 
is  the  sheer  pain  of  the  imports  as  they  come 
into  this  country.  These  imports  not  only 
have  put  our  prices  down  to  what  we  believe 
are  profitless  levels:  they  do  lead  to  under- 
employing of  our  capacity.  Even  in  1.979 
which  was  a good  year  we  only  made  4.2 
million  as  against  a capacity  of  4.7  million 
tonnes.  Now  in  1980  there  is  widespread 
stoppage  of  machines  throughout  the  UK 
paper  industry  and  new  Scandinavian 
capacity  is  coming  on  stream  regularly  in 
large  doses  and  will  inevitably  take  more  of 
the  UK  market.  We  believe  that  of  all  the 
things  we  want  for  our  own  and  frankly  for 
the  country’s  good,  the  number  one  thing 
is  to  stop  the  pain  of  these  imports.  It  is 
obviously  the  Government’s  task  to  decide 
how  to  stop  that  pain,  or  indeed  whether  to 
try  and  stop  the  pain,  but  we  believe  there 
are  several  items  which  could  make  a very 
great  difference  to  the  industry  and  more- 
over items  which  are  not  mutually  exclu- 
sive. For  example,  and  this  we  think  is  the 
most  fundamental  and  the  thing  we  would 
most  commend,  were  the  Government  to 
do  something  which  would  reduce  our  basic 
revenue  costs  significantly  that  would  put 
us  in  with  a real  chance  to  rebuild  our 
industry  along  the  lines  we  would  like  and 
making  reasonable  profits;  indeed,  put  in  a 
word,  viable.  The  number  one  way  of 
reducing  our  basic  revenue  costs  would  be 
to  reduce  our  energy  costs.  Energy  is  after 
all  a Government  monopoly,  but  if  that 
were  reduced,  at  least  to  match  the  lowest 
of  the  competition,  and  the  competition  is 
North  America  and  Scandinavia  and  the 
rest  of  Europe,  then  I think  we  would  be  in 
a very  much  better  state  of  health. 

(Chairman.)  We  shall  be  coming  later  to 
questions  about  your  suggestions  for  Gov- 
ernment assistance  and  Government  help. 
I just  wanted  to  look  at  the  long-term  trends 
in  your  industry  at  the  outset. 


Mr  Kerr 

715.  Are  there  moves  to  create  an 


EFTA-EEC  duty  free  bloc  in  paper  prod- 
ucts before  the  planned  completion  date  of 
1984?  Would  the  existence  of  such  a bloc 
relieve  the  pressure  on  the  UK  paper  and 
board  industry  by  diffusing  competition 
over  the  whole  of  Europe? 

(Mr  Peacock.)  We  believe  that  to  be  the 
case  and  have  frequently  gone  on  record  as 
saying  so.  We  have  consistently  asked  for 
equality  of  treatment  with  the  rest  of 
Europe  whereas  so  far  we  have  been  at  a 
disadvantage  in  that  all  imports  from  the 
EFTA  countries  into  the  rest  of  Europe 
apart  from  the  new  members  are  dutiable. 
A high  percentage  of  what  comes  into  the 
UK,  and  of  course  the  other  new  members, 
Denmark  and  Ireland,  comes  in  duty  free 
so  we  would  welcome  the  speeding  up,  if 
such  were  possible,  of  the  creation  of  a 
complete  duty  free  bloc  in  the  context  of 
your  question.  Indeed,  some  of  the  com- 
ments that  Dr  Lenton  will  make  later  on 
will  indicate  that  if  the  certain  measures 
which  we  may  suggest  should  not  be  suc- 
cessful we  shall  in  the  ultimate  be  asking 
for  some  increased  protection.  But  in  the 
context  of  your  question  we  would  welcome 
the  creation  of  a duty  free  bloc  entirely  as 
quickly  as  possible. 

716.  To  what  extent  does  the  paper  and 
board  industry  need  to  rationalise  or  reor- 
ganise itself  to  become  internationally  com- 
petitive and  what  sort  of  timescale  is  needed 
for  such  corrective  policy? 

(Mr  Adams.)  A large  measure  of  slim- 
ming has  already  taken  place  because  of 
EFTA,  because  of  the  slump  in  1971.  I 
think  as  you  know  we  have  a sector  working 
party  and  a study  has  shown  for  example 
that  the  fine  paper  sector  could  be  further 
rationalised  provided  — and  I think  this  is 
an  important  point  to  make  — that  it  holds 
or  even  increases  its  market  share,  and  this 
industry  needs  new  machines  before  you 
can  get  rid  of  smaller  machines.  The  indus- 
try has  not  been  making  adequate  profits 
recently  to  provide  such  money  for  the  new 
machines  or  indeed  for  the  slimming  of 
manpower  that  would  be  involved. 

Mr  Crowther 

717.  We  have  been  told  by  the  Paper 
Agents  Association  — I presume  you  have 
seen  a copy  of  their  paper  — that  in  certain 
cases  the  materials  are  being  imported  not 
for  any  price  reason  but  simply  because  the 
UK  industry  was  unable  to  meet  the 
demand.  They  told  us  about  the  case  of  the 
Periodical  Publishers  Association  for  exam- 
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pie  and  some  manufacturers  of  toilet  rolls 
who  were  unable  to  get  their  supplies  from 
the  UK  industry  and,  according  to  your 
paper,  you  arc  running  at  about  89  per  cent 
capacity.  Could  we  have  your  Association’s 
comments  on  this  because  it  does  not 
entirely  support  the  view  that  the  problems 
are  all  due  to  import  competition? 

(Mr  Peacock.)  That  is  a very  valid  point. 
We  cannot,  as  the  UK  paper  and  board 
industry,  supply  all  that  is  required  by  the 
converters  and  printers  of  the  United  King- 
dom. If  we  were  running  flat  out  with  a fair 
wind  we  might  produce  4.8,  4.7  million 
tonnes,  and  in  similar  circumstances  the 
demand  for  paper  would  probably  be  about 
8 million  tonnes,  so  there  has  to  be  a level 
of  imports.  The  Chairman  asked  a little 
while  ago  whether  imports  had  not 
decreased  since  1974  and  the  answer  to  that 
uestion  is  yes,  they  are  lower  than  1974. 
974  was  an  extraordinary  year  when  the 
demand  for  paper  and  board  was  at  an  all- 
time  high  and  every  mill  in  the  UK  was 
running  flat  out  and  any  extra  demand  had 
to  come  from  imports.  Subsequently  there 
was  a record  slump  to  follow  the  record 
boom  and  the  recovery  from  that  slump  has 
been  slow  and  only  now  are  we  approaching 
the  demand  level  that  was  achieved  in  1974. 
On  imports  the  annual  tonnage  has  almost 
reached  the  level  of  1974  agam,  the  differ- 
ence being  now  that  whereas  in  1974  UK 
mills  were  working  full  and  extra  demand 
had  to  be  supplied  from  overseas,  last  year 
UK  mills  were  not  working  in  general  full 
and  nevertheless  the  imports  were  coming 
in  at  that  sort  of  level.  I think  we  must  also 
say  that  any  correction  of  this  situation  or 
any  assistance  that  we  want  is  very  depend- 
ent on  the  good  health  of  our  customers 
and  we  would  not  want  anything  to  happen 
which  impaired  their  good  health. 

Mr  Maxwell-Hyslop 

718.  The  information  supplied  to  us  by 
the  Paper  Trades  Association  says  in  1974 
the  import  share  in  thousands  of  tonnes  was 
47.2  per  cent  whereas  last  year  it  was  49.6 
per  cent,  only  2.4  percentage  points  differ- 
ence, and  according  to  the  figures  you  have 
supplied  to  us,  last  year  the  British  industry 
was  running  at  over  89  per  cent  capacity. 
Was  that  not  a profitable  position,  running 
over  89  per  cent  capacity? 

(Dr  Lenton.)  In  the  main  1979  was  a 
profitable  situation,  correct,  in  historic  cost 
terms.  If  you  put  it  in  CCA  terms  across  the 
United  Kingdom  you  will  find  that  it  was  a 


loss  situation,  so  even  in  a good  year,  and 
1979  was  indeed  the  best  year  people  have 
had  for  some  little  time,  although  there 
were  historic  cost  accountancy  profits  to 
show,  there  were  negative  cash  flows  to 
show  for  the  vast  majority. 

Mr  Ken- 

719.  Can  we  be  told  what  CCA  means? 

(Dr  Lenton.)  Current  cost  accounting.  I 

apologise  for  the  use  of  jargon. 

Mr  Foster 

720.  I just  wondered  about  the  size  of 
the  European  market  including  the  UK  as 
compared  with  the  North  American  market 
and  whether  there  has  been  any  tendency 
for  amalgamations  or  reorganisations  on  a 
European  basis  of  your  industry. 

(Mr  Peacock.)  The  capacity  of  EEC  is  27 
million  tonnes.  It  is  much  smaller  than  50 
per  cent  of  the  American  market.  That  is 
the  USA  market.  Very  little  has  taken  place 
in  the  way  of  rationalisation  or  amalgama- 
tion within  the  EEC.  If  I may  just  add  to 
that,  probably  the  chief  tendency  has  been 
for  Scandinavian  and  American  investment 
within  the  EEC  in  both  conversion  and  the 
paper  making  operations. 


721.  Your  submission  mainly  refers  to 
the  UK  position  in  relation  to  other  OECD 
countries,  but  what  are  the  competitive 
pressures  exerted  by  Comecon  and  less 
developed  countries?  You  have  touched 
upon  that. 

(Mr  Peacock.)  There  is  very  little  direct 
competition  from  Comecon  countries  in  the 
UK.  There  is  a certain  amount  of  domino 
effect  in  that  they  export  into  Germany  and 
Germany  is  anxious  to  dispose  of  some  of 
its  tonnage  elsewhere.  There  is  very  little 
effect  from  less  developed  countries  with 
the  possible  exception  of  Brazil  which  has 
been  fairly  active  in  this  country  in  partic- 
ular and  although  no  great  volume  has  been 
achieved  the  prices  they  have  been  quoting 
have  on  occasion  been  rather  damaging. 

722.  Do  you  expect  this  to  grow  consid- 
erably over  the  following  years? 

(Mr  Peacock .)  I would  think  certainly 
Brazil  is  likely  to  become  a major  exporter 
in  the  course  of  time. 

723.  Can  we  turn  to  the  exchange  rate? 
Would  you  say  that  the  recent  high  value  of 
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sterling  is  a fundamental  cause  of  the  prob- 
lems facing  your  industry,  or  are  they  really 
rather  more  deep  seated  and  rooted  than 
this? 

(Dr  Lenton.)  I think  the  fairest  answer  I 
can  give  is  to  say  it  is  a significant  cause  but 
I think,  like  so  many  industries,  there  are 
a lot  of  significant  causes,  not  even  just  two 
or  three  but  quite  a lot,  of  which  that  is  an 
important  contributing  cause. 

724.  Can  you  say  how  significant  and 
would  it  be  possible  for  you  to  submit  evi- 
dence later  on  on  how  significant?  Have 
you  any  hard  evidence  that  members  are 
really  pointing  to  this?  I believe  that  this  is 
the  case,  that  it  is  a very  important  factor, 
but  we  really  need  hard  evidence. 

(Dr  Lenton.)  There  are  two  areas  where 
it  is  particularly  significant  and  they  are 
newsprint  and  kraft  liner.  In  effect  news- 
print is  sold  in  this  country  in  American 
dollars.  Contracts  are  signed  by  the  people 
to  sell  here  and  about  30  per  cent  of  the  sale 
is  from  UK  manufacture  and  the  remainder 
is  split  rather  in  favour  of  the  Scandinavi- 
ans, but  not  far  off  equally  between  Scan- 
dinavia and  Canada.  Although  the  prices 
are  actually  quoted  in  pounds  sterling  there 
is  a clause  which  flexes  that  price  as  the 
dollar/pound  relationship  changes  and  in 
effect,  cutting  out  the  mumbo-jumbo,  what 
this  amounts  to  is  that  it  is  sold  at  a fixed 
dollar  price.  That  dollar  price  when  trans- 
lated into  pounds  sterling  is  at  the  moment 
rather  less  — and  I have  to  be  frightfully 
careful  because  I am  speaking  from  mem- 
ory — than  the  price  was  on  the  1st  January 
1977.  The  price  on  the  1st  January  1977  was 
£235  sterling  per  tonne  and  I think  at  the 
moment  with  the  dollar  price  clause  oper- 
ating you  will  find  that  last  month  — it 
operates  on  a monthly  basis  — the  actual 
rice  of  imported  paper  was  just  marginally 
elow  that.  The  price  that  one  premier 
United  Kingdom  company  happened  to 
charge  was  about  £238/£239  as  against  £235 
four  years  ago. 

Mr  Mikardo 

725.  That  means  that  the  exchange  rate 
so  far  as  that  sector  of  the  industry  is  con- 
cerned has  not  been  a factor  at  all.’ 

(Dr  Lenton.)  I am  sorry.  It  means,  if  I 
may  disagree  with  you,  that  there  has  been 
no  increases  in  price  for  four  years  whereas 
there  has  been  monumental  increases  in 
cost  over  the  four  years,  and  if  we  were  not 
in  this  country  competing  with  Canadian 
and  Scandinavian  merchandise  we  would 


be  charging  something  of  the  order  of 
£260/£270  per  tonne.  I may  also  add  that 
the  price  in  this  country  at  current  exchange 
rates  is  lower  than  any  — I think  every  — 
other  sizeable  country  in  the  EEC.  It  is 
certainly  lower  than  Germany,  France, 
Holland  and  I think  all  the  others. 

726.  I had  misunderstood  your  state- 
ment. Really  what  it  comes  to  is  that  the 
exchange  rate  has  made  this  difference,  that 
it  has  been  advantageous  to  the  purchaser 
from  abroad  but  disadvantageous  to  the 
British  manufacturer? 

(Dr  Lenton.)  Correct. 

Mr  Maxwell-Hyslop 

727.  1 do  not  quite  understand  the 
effect  of  the  exchange  rate  on  you.  You 
import  most  of  your  raw  materials,  do  you 
not? 

(Dr  Lenton.)  If  you  are  talking  about 
newsprint,  which  is  where  we  concentrated 
this  part  of  the  conversation,  the  answer  is 
no,  we  do  not.  Two  people  make  newsprint, 
Bowater  and  Reeds.  The  Bowater  consti- 
tution of  newsprint  is,  in  very  round  figures, 
25  per  cent  imported  pulp,  something 
between  10  and  15  per  cent  of  re-generated 
waste  paper,  and  the  remaining  60/65  per 
cent  is  United  Kingdom  grown  wood.  If 
one  turns  to  Reed,  I cannot  quote  their 
figures  with  quite  the  same  confidence  but 
I believe  that  their  waste  content  is  some- 
where round  about  65  per  cent,  and  I would 
imagine  that  their  imported  pulp  is  about 
25  per  cent,  like  ours,  and  they  probably 
have  10  per  cent  of  imported  ground  wood 
pulp,  so  they  too  are  going  to  be  at  least 
two  to  one  UK  materials  and  imported 
materials. 

728.  So  a strong  pound  enabling  you  to 
import  raw  materials  more  cheaply  is  disad- 
vantageous to  the  newsprint  industry;  that 
is  the  gravamen  of  what  you  are  saying? 

(Dr  Lenton.)  Yes. 

729.  But  what  about  the  non  newsprint 
UK  paper  industry.  What  percentage  of  the 
total  tonnage  — I cannot  find  it  off  hand 
— is  newsprint? 

(Dr  Lenton.)  Newsprint  manufacture  in 
the  United  Kingdom  is  about  350,000 
tonnes  a year,  so  that  is  quite  a small  pro- 
portion. It  is  0.35  out  of  4.2. 

730.  So  newsprint  is  not  represent- 
ative? 
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(Dr  Lenton.)  No.  It  is  by  no  means  rep-  culture  Organisation,  has  a committee  for 
resentative,  correct.  It  is  important  but  not  all  developing  countries  all  of  whom  wish 
representative.  to  set  up  their  own  paper  mills.  Our  advice 

has  been  to  them  objectively  that  they 
731.  How  representative  is  the  case  that  should  set  up  their  own  converting  factories 
paper  makers  here  make  their  paper  with  first  such  as  you  are  talking  of  and  if  they 
imported  pulp?  then  make  a success  of  their  converting 

(Dr  Lenton.)  You  have  to  be  careful  operation  then  they  should  in  turn  make  a 
about  that  because  that  is  not  the  dominant  raw  material  making  mill.  I think  in  the 
case.  By  and  large  waste  paper  is  one  of  our  long  term  developing  countries  will  have 

biggest  raw  materials.  If  you  divide  the  their  own  industries  and  therefore  there  is 

United  Kingdom  paper  trade  into  news-  less  chance  for  the  developed  lands  to 

print,  which  we  have  fairly  fully  dealt  with,  export  to  them  and  in  turn,  with  cheap 

brown  paper  predominantly  for  the  pack-  ' labour,  they  will  import  into  us. 
aging  trade  and  fine  paper  for  printings  and  (Chairman.)  Can  we  turn  our  attention 
writings,  then  the  brown  papers  in  the  mid-  to  the  role  of  our  Government  and  of  the 
die  are  predominantly  made  from  waste.  In  EEC? 
the  case  of  my  own  company  we  split  one 

third,  one  third,  one  third,  between  UK  Mr  Maxwell-Hyslop 

wood,  UK  waste  paper  and  imported  pulp.  733.  How  satisfied  are  you  with  the  sup- 
On  the  brown  papers,  which  I think  comes  port  you  get  from  the  Department  of  Trade 
. back  to  the  question,  if  I may  slip  back  into  and  also,  to  the  extent  that  it  is  relevant, 
the  second  half  of  that  question  along  with  the  Department  of  Industry?  In  paren- 
your  own,  kraft  liner,  which  is  the  best  thesis,  giving  oral  evidence  to  this  Commit- 
quality  — lam  having  to  generalise  — but  tee  the  Department  of  Trade  said,  and  I am 
it  is  the  best  quality  brown  paper  for  making  quoting:  “It  would  be  fair  to  say  we  con- 
corrugated  cases.  There  is  a whole  lot  of  ceded  on  the  Community  paper  tariff,  par- 
kraft  and  there  is  a whole  lot  of  grades  ticularly  on  kraft  liner,  rather  more  than  we 
underneath  it,  most  of  which  are  made  of  hoped’’.  I will  put  a couple  of  supplemen- 
waste  or  largely  of  waste.  The  kraft  liner  taries  in  if  I may  because  you  can  probably 
comes  in  here  from  the  USA  where  they  answer  them  anyway.  How  has  the  anti- 
have  the  most  enormous  production  and  dumping  situation  deteriorated  or 
they  are  very  happy  to  export  it  and  have  improved  from  the  point  of  view  of  you 
been  happy  over  the  last  two  or  three  years  requesting  action  and  seeing  action  taken 
with  what  they  regard  as  decent  dollar  since  Britain  entered  the  EEC  as  compared 
prices  which,  with  present  pound/dollar  to  when  we  were  not  in  the  EEC  but  were 
ratio,  arrive  in  this  country  at  very  low  in  EFTA? 

prices.  Indeed  this  is  why  over  the  last  two  (Mr  Peacock.)  I think  the  replies  to  those 
or  three  years  people  who  have  been  mak-  questions  are  in  general  the  support  we  get 
ing  brown  paper  from  waste  have  had  a from  the  Departments  of  Trade  and  Indus- 
very  hard  time.  They  have  made  quite  try  in  all  our  problems  is  first-class  and  one 
inconsequential  profits.  The  pound/dollar  can  pick  out  certain  instances  where  we 
ratio  certainly  affects  the  whole  of  that  have  gone  on  record  as  saying  how  out- 
brown  paper  trade  because  the  kraft  itself  standing  it  was,  and  one  of  them  was  the 
comes  in  cheap  and  it  then  sets  the  price  point  you  mentioned  about  kraft  liner  in 
you  can  get  for  all  your  low  grades.  the  Tokyo  Round  where  the  Department 

has  apparently  said,  very  fairly,  that  more 
Chairman  was  conceded  than  they  had  hoped.  We 

732.  May  I interpose  on  one  point?  The  received  very  full  support  from  the  Depart- 
Envelope  Makers  and  Manufacturing  Sta-  ment  and  from  the  Government  of  the  day 
tioners  Association  have  drawn  our  attcn-  in  presenting  the  case  which  we  put  forward 
tion  to  the  competition  they  suffer  from  the  all  along  the  line  and  it  was  only  defeated 
Far  East  in  manufactured  stationery  prod-  at  the  very  last  at  EEC  level.  The  EEC 
ucts,  and  then  there  are  many  third  world  decided  to  trade  off  the  concession  in  kraft 
markets  particularly  in  Africa  which  now  liner  for  some  indeterminate  advantage;  we 
have  their  own  manufacturing  facilities.  Do  are  not  very  clear  what.  The  paper  industry 
you  look  upon  that  as  a long  term  serious  in  the  EEC  was  extremely  upset  by  what 
challenge?  Is  it  here  to  stay?  they  regarded  as  an  unnecessary  and  poor 

(Mr  Adams.)  I think  in  the  very  long  concession  to  have  made.  The  question  of 
term,  yes.  The  FAO,  the  Food  and  Agri-  dumping:  I think  that  we  find  it  more  dif- 
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ficult  now  to  get  our  voice  heard  because 
the  criteria  for  establishing  a dumping  case 
are  that  much  more  severe.  For  example, 
it  would  be  very  difficult  for  an  unsupported 
case  to  go  forward  from  one  country  we 
gather,  it  there  was  no  support  from  any 
other  country  in  EEC,  where  of  course  that 
would  not  happen  where  each  country  was 
responsible  for  its  own  anti-dumping 
procedures. 

Mr  Thompson 

734.  When  did  it  happen?  Can  you  give 
us  specific  examples  in  your  industry? 

(Mr  Peacock.)  Yes.  We  had  an  instance 
about  18  months  ago  where  finished  toilet 
rolls,  completed  toilet  rolls,  as  opposed  to 
bulk  toilet  paper,  were  coming  in  at  very 
cheap  prices  from  Spain  and  we  were  able 
to  establish  a case  that  passed  the  first  cri- 
terion, that  it  really  was  being  sold  more 
cheaply  here  than  on  the  Spanish  home 
market.  We  were  unable  however  to  get 
across  the  next  hurdle  at  EEC,  that  sub- 
stantial damage  was  being  caused  to  our 
industry. 

735.  Can  you  go  back  before  the  EEC 
and  tell  us  examples  of  when  the  British 
Government  acted  more  clearly  and  posi- 
tively and  more  quickly? 

(Mr  Peacock.)!  find  that  difficult,  to  give 
you  an  example  of  that. 

736.  Are  there  any  you  can  submit  to 
us  later  to  prove  your  point? 

(Mr  Peacock.)  Our  industry  did  not  pre- 
pare many  dumping  cases  prior  to  going 
into  EEC.  There  was  one  small  case  I know 
of  but  it  was  a very  minor  case  that  one  of 
the  companies  on  the  edge  of  our  industry 
was  able  to  establish  before  the  UK  went 
into  EEC.  We  could  look  to  see  whether 
there  are  instances  we  can  find  but  I rather 
doubt  it.  If  I may  just  add,  we  have  the 
feeling  that  in  that  particular  case , although 
I cannot  by  any  means  say  that  this  is  the 
case,  1 cannot  ouote  the  officials  concerned, 
we  have  gained  the  distinct  impression  that 
had  this  been  a case  submitted  to  the  UK 
on  its  own,  the  UK  on  its  own  would  have 
taken  action. 

Mr  Mikardo 

737.  May  I put  Mr  Thompson's  ques- 
tion the  other  way  round.  The  Department 
of  Trade  in  their  own  evidence  to  us  said 

— I suppose  confession  is  good  for  the  soul 

— that  since  dumping  complaints  are  now 
being  handled  by  Brussels  rather  than  by 


Victoria  Street,  they  have  been  handled 
more  expeditiously.  What  we  would  like  to 
know  is  whether  the  experience  of  your 
trade  confirms  that. 

(Mr  Peacock.)  I can  answer  that  question 
by  going  on  with  what  I would  have  added. 
Although  difficulties  in  establishing  a case 
are  greater  now  that  it  is  being  handled  by 
Brussels,  once  Brussels  has  taken  a case  on 
board  it  undoubtedly  has  more  muscle.  We 
have  one  instance  in  the  paper  industry,  not 
brought  by  the  UK  but  by  France,  which 
we  supported,  where  action,  which  in  the 
context  was  fairly  prompt,  was  taken 
against  American  imports  of  kraft  liner  into 
Europe  and  a minimum  price  was  set  and 
the  market  stabilised  thereby. 

Mr  Maxwell-Hyslop 

738.  Just  before  we  move  on,  are  you 
in  agreement  substantially  with  the  Depart- 
ment of  Trade  even  if  you  are  in  disagree- 
ment with  the  Commission  about  how  you 
recognise  substantial  damage?  You  said 
there  were  two  hurdles  in  the  Spanish  case. 
The  textile  industry  has  made  it  clear  to  us 
that  they  very  often  disagree  with  the 
Department  of  Trade  about  recognising  a 
situation  of  substantial  damage.  Are  you  in 
disagreement  both  with  the  Commission 
and  the  Department  of  Trade  or  are  the 
Department  of  Trade  supporting  you  in 
general  in  agreeing  to  the  recognition  of  a 
substantial  damage  situation  but  they  are 
unsuccessful  in  putting  the  case  on  your 
behalf  to  the  Commission?  That  is  the  sit- 
uation basically? 

(Mr  Peacock.)  I think  the  Department  of 
Trade  obviously  finds  itself  in  a difficult 
situation.  It  does  not  want  to  give  the 
impression  that  it  is  supporting  us  and  is 
unable  to  get  agreement  at  EEC  level  when 
we  have  a sound  case.  It  is  a question  of 
degree.  On  this  Spanish  case,  the  toilet  roll 
case,  we  went  to  Brussels  with  evidence 
that  the  import  had  taken  I think  2{  per 
cent  of  the  market  at  the  time.  Brussels 
then  said,  “That  is  a very  small  percentage. 
Come  back  to  us  if  and  when  they  have 
taken  5 per  cent  of  your  market.”  They 
would  not  accept  as  small  a percentage  as 
2i  per  cent  would  do  substantial  damage 
even  though  it  was  doing  so  by  depressing 
the  price. 

739.  Is  it  your  impression  that  the  Com- 
mission is  aa  hoc  between  different  cases 
and  industries,  or  do  they  take  the  magic 
figure  of  5 per  cent  in  your  case,  in  the 
textile  cases,  in  motor  components,  tyres  or 
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whatever?  Is  there  a pattern  you  can  detect? 

(Mr  Peacock.)  I am  afraid  we  could  not 
really  comment  on  that,  but  the  impression 
was  that  they  took  each  case  on  its  merits, 
but  they  must  obviously  have  some  sort  of 
yardstick  to  work  to.  Subsequently  we 
pressed  the  case  in  the  UK  ana  got  a firm 
undertaking  from  the  Government  that  if 
the  percentage  ever  reached  3 per  cent  and 
could  be  shown  to  be  rising  then  the 
Department  of  Trade  would  be  encouraged 
to  take  a much  stronger  line  with  Brussels 
to  take  action.  It  never  reached  that  point; 
the  market  changed  substantially  and  it  has 
not  been  pursued  energetically  ever  since. 

740.  Are  you  presently  engaged  in 
trying  to  persuade  the  Commission  to  pro- 
mote anti-dumping^  first  in  respect  of  the 
Scandinavian  non-EEC  paper  or  pulp  pro- 
ducers, and  secondly  on  intra-EEC  alleged 
dumping?  Are  you  engaged  in  an  exercise 
of  that  kind  at  the  moment? 

(Dr  Lemon.)  Do  you  mean  specifics  or 
general  rules? 

741.  No,  specifics. 

(Mr  Peacock.)  No,  we  are  not  engaged 
in  any  specific  discussions  with  the  Depart- 
ment. We  have,  however,  submitted  a 
paper  on  unfair  trading  in  general  to  the 
Department  of  Industry,  a draft  paper. 

Chairman 

742.  Could  we  have  a copy  sent  to  us? 

(Mr  Peacock.)  I would  emphasise  that  it 

is  only  a draft  paper  at  the  moment.  We 
would  like  to  lick  it  into  shape. 

(Chairman.)  However  rough  the  draft 
will  still  be  welcome. 

Mr  Maxwell-Hyslop 

743 . Paragraph  27  of  your  evidence  can 
be  read  as  meaning  that  the  US  paper  and 
board  industry  can  virtually  destroy  you 
without  any  special  assistance  to  itself 
unless  you  have  protection.  Is  that  a right 
reading  of  paragraph  27  and  have  you  in 
mind  that  such  protection  should  be  tem- 
porary while  you  re-equip  or  permanent  as 
long  as  the  equity/cost  differential  contin- 
ues to  exist? 

(Dr  Lenton.)  That  is  a very  perceptive 
and  reasonably  true  way  of  putting  it.  They 
can  destroy  us  and  the  most  obvious  exam- 
ple is  that  they  can  actually  get  wood  which 
they  use  for  kraft  liner,  and  that  is  the  real 
area  we  are  talking  about  — they  can  get 
the  wood  for  kraft  production  to  their  mill 
gate  at  something  between  £8  and  £9  ster- 


ling per  tonne.  You  cannot  in  this  country 
at  under  £20  a tonne  I guess. 

744.  Transport  cost  is  what,  just  to 
relate  this?  What  would  you  have  to  add  to 
that  £8  or  £9  per  tonne  to  make  it  a com- 
parable figure? 

(Dr  Lenton.)  By  and  large  you  will  ship 
kraft  paper  over  here  at  something  — I 
should  think  you  will  actually  deliver  it  to 
a customer  here  at  something  round  about 
50  dollars  a tonne.  I would  guess,  but  I am 
really  speaking  from  memory. 

Chairman 

745.  What  percentage  is  that? 

(Dr  Lenton.)  Essentially,  the  difference 
of  £12  per  tonne  on  wood  does  not  translate 
to  £12  per  tonne  of  paper.  It  steps  up  a lot 
more  than  that. 

746.  What  is  the  percentage  for  the 
shipping  costs  or  transport  costs  of  the 
price? 

(Dr  Lenton.)  About  8 per  cent,  I would 
think,  order  of  magnitude. 

Mr  Maxwell-Hyslop 

747.  That  is  your  natural  protection,  if 
you  like  to  put  it  that  way? 

(Dr  Lenton.)  Yes  indeed. 

Mr  Mikardo 

748.  This  wide  gap  between  what  the 
Americans  do  and  we  do,  is  it  entirely  due 
to  very  substantial  difference  in  raw  mate- 
rial price  or  are  there  other  factors? 

(Dr  Lenton.)  No,  there  are  indeed  other 
factors.  In  most  of  the  American  and  Cana- 
dian mills  of  course  their  power  costs:  coal, 
oil  and  electricity,  are  very  notably  lower 
than  our  own.  They  do  have  some  very  big 
plants  and  of  course  if  you  talk  about  things 
like  kraft  liner,  they  do  have  what  we  cal! 
integrated  process;  in  other  words  they 
make  their  chemical  pulp  and  it  goes 
straight  through  into  paper.  There  is  no 
way  we  can  have  chemical  pulp  mills  in  this 
country;  there  just  is  not  enough  wood  to 
have  an  economic  chemical  pulp  mill  to 
start.  There  is  no  point  in  thinking  about  it. 
If  we  buy  pulp  in  this  country  it  is  made  as 
pulp  and  then  dried.  There  is  a lot  of  cost 
and  energy  in  drying  the  pulp  and  shipping 
it  to  this  country  and  then  another  lot  of 
expense  in  wetting  it  again  and  making  it 
useful.  We  use  pulp  in  very  high  dispersal 
form.  We  use  100  parts  of  water  to  one  part 
of  pulp. 
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Mr  Crowther 

749.  To  summarise,  you  are  in  difficul- 
ties from  EEC  and  Nordic  countries 
because  they  are  getting  all  kinds  of  state 
aid  either  directly  or  indirectly  which  may 
well  be  contrary  to  EEC  rules  anyway,  but 
you  are  also  in  difficulty  from  the  American 
competitors  because  they  can  produce  their 
gooas  more  efficiently  or  more  cheaply,  so 
you  are  being  attacked  apparently  on  both 
sides  for  different  reasons.  Would  you  be 
able  to  meet  all  this  difficulty  by  the  rec- 
ommendation set  out  in  paragraph  33  of 
your  paper  about  financial  backing  for  the 
UK  industry  from  our  Government?  Is  that 
the  position?  Would  that  in  fact  put  up  a 
defence  against  these  two  forms  of 
competition? 

(Dr  Lenton.)  It  would  help.  I think  it  is 
highly  unlikely  to  cope  with  the  situation. 
Having  answered  the  final  question,  may  I 
go  back  to  your  assessment?  Indeed,  the 
Americans  have  a basic  advantage  in  lower 
raw  materials  and  lower  energy  costs. 

Mr  Mikardo 

750.  And  economies  of  scale? 

(Dr  Lenton.)  After  that  they  have  things 
like  economies  of  scale  and  so  forth.  I think 
we  ought  to  be  very  clear  on  this,  that  it  is 
Nordics  which  are  a much  more  important 
competitor  than  EEC,  a very  much  more 
important  competitor  and  a very  different 
competitor  from  EEC.  The  Nordics  do 
indeed  have  a large  measure  of  state  aid. 
All  you  need  to  do  is  read  the  reports  of 
Swedish  pulp  and  paper  making  companies 
that  have  been  published  over  the  fast  18 
months  to  two  years  and  you  will  see  the 
way  that  millions  and  millions  of  pounds 
have  been  pushed  into  them  in  some  form 
of  aid  or  other. 

Mr  Crowther 

751.  I apologise  for  interrupting,  but 
just  on  that  point  if  you  refer  to  paragraph 
25  of  your  paper:  “Much  of  the  imports  of 
paper  and  board  from  Nordic  and  EEC 
sources  (particularly  the  latter)”  — partic- 
ularly the  EEC  — “is  uneconomically 

> priced  and  supplied  from  producers  who 
are  reporting  substantial  operating  losses 
and  who  are  receiving  directly  or  indirectly 
state-influenced  financial  aid.”  You  are 
putting  the  emphasis  there  on  the  EEC 
rather  than  Nordic  countries. 

(Dr  Lenton.)  No;  that  is  the  question  of 
the  degree  of  uneconomic  pricing  vis-b-vis 

> the  price  at  which  they  sell  elsewhere:  this 
degree  is  more  in  the  case  of  the  EEC  than 


Nordics,  but  the  bigger  damage  is  being 
done  by  the  Nordics. 

752.  Even  with  a lower  level  of  state  aid 
apparently  than  the  EEC  countries. 

(Dr  Lenton.)  No,  with  a very  much 
higher  level. 

(Chairman.)  May  we  pass  on  from  that 
to  the  question  of  import  controls? 

Mr  Emery 

753.  May  I start  by  saying  I was  partic- 
ularly pleased  to  hear  Mr  Peacock  say  that 
the  Federation  would  not  wish  to  take  any 
action  or  recommend  any  action  which  was 
against  the  wishes  of  their  customers.  In  the 
paper  in  paragraph  32  you  support  adopting 
a British-first  policy  with  import  controls 
and  a much  stronger  move  on  anti-dump- 
ing. Could  I put  three  related  and  similar 
questions?  Would  such  a move  be  likely  to 
be  supported  by  your  customers?  Would 
such  a move  be  likely  or  not  likely  to  pro- 
voke retaliation  and  is  there  not,  by  the 
British  Government  moving  in  that  direc- 
tion, a measure  of  harm  towards  the  free- 
dom of  trade  which  is  so  essential  to  Britain 
in  the  fact  that  we  export  more  on  the  whole 
than  nearly  any  other  nation  in  the  world? 

(Dr  Lenton.)  Let  me  try  and  answer  the 
separate  questions  as  directly  as  I can  and 
then  I would  like  to  add  some  amplifying 
comment  if  I may.  First,  of  course,  such  a 
move  would  be  supported  or  not  supported 
by  our  customers  depending  upon  .what 
additionally  happened  which  might  affect 
their  wellbeing.  If,  for  example,  there  was 
some  import  tariff  placed  upon  paper  and 
also  upon  the  products  which  our  customers 
make  having  used  ours  or  other  people’s 
paper,  I would  have  thought  that  our  cus- 
tomers would  probably  not  object  at  all. 
We  obviously  do  not  want  our  customers  to 
be  squeezed  between  some  import  tariff  for 
example  on  the  goods  we  make  and  their 
ultimate  customer.  That  is  the  last  thing  we 
want.  Our  customers  are  vital  to  us  so  we 
would  not  seek  a solution  of  that  type. 

754.  But  might  I on  that  ask  this?  In 
any  approach  which  you  have  made  to  the 
authorities  one  of  the  matters  which  the 
officials  will  take  into  account  is  not  only 
your  submission  but  any  support  or  sub- 
mission as  from  your  customers  and  there- 
fore have  you,  in  submitting  evidence  to 
the  Department  of  Trade  or  to  the  EEC, 
been  able  at  the  same  time  to  back  that  up 
with  support  from  your  customers? 

(Dr  Lenton.)  We  have  in  fact  not  got  it 
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backed  up  by  customers  and  that  is  not 
because  we  have  tried  and  failed. 

755.  Therefore  you  are  inefficient  and 
you  do  not  do  it  that  way? 

(Dr  Lenton.)  No,  it  is  because  we  have 
actually  chosen  not  to  lobby  it  in  that  way. 

It  is  because  we  see  that  there  is  a very  clear 
choice  in  the  importation  restrictions  in 
helping  not  only  ourselves  but  indeed  our 
customers  alongside  so  that  no  pain  is  trans- 
ferred from  us  to  our  customer  and  on  the 
whole  that  is  what  we  would  like  to  see. 

(Mr  Peacock.)  Could  I add  two  things 
there,  that  in  this  Duty-Free  Quota  area  we 
have  on  several  occasions  had  neither  tacit 
or  implicit  support  from — perhaps  I should 
put  it  the  other  way:  we  have  supported  our 
customers.  The  outstanding  example  was 
two  years  ago  when  the  printing  industry 
drew  our  attention  to  the  fact  that  it  was 
essential  for  them  to  import  substantial 
quantities  of  lightweight  coated  paper.  This 
is  a quality  not  made  in  the  UK  although  it 
competes  with  qualities  made  in  the  UK. 
We  had  discussions  with  them  and  recog- 
nised the  force  of  their  argument  and  spe- 
cifically said  to  the  Government  that  we 
would  not  object  if  they  increased  the  duty 
free  quotas. 

756.  That  is  not  an  answer  to  the  ques- 
tion, with  respect. 

(Mr  Peacock.)  We  have  others  I would 
prefer  not  to  mention  here. 

757.  Could  we  move  on  to  the  aspect; 
do  you  not  think  this  is  very  likely  to  pro- 
voke retaliation? 

(Dr  Lenton.)  1 would  suggest  that  in  fact 
the  essence  is  to  design  tne  protection  in 
such  a way  that  either  there  is  no  likely 
retaliation  or  it  is  retaliation  which  the 
country  can  easily  resist.  It  is  a matter  of 
scale. 

758.  Is  the  level  of  exports  from  your 
industry  in  fact  such  that  you  would  be 
vulnerable  to  retaliation  at  all? 

(Dr  Lenton.)  Our  level  of  exports  is 
quite  modest,  10  per  cent. 

Mr  Thompson 

759.  You  would  save  your  jobs  and  lose 
them  somewhere  else  then.  It  is  your  job  to 
look  after  your  industry. 

(Dr  Lenton.)  It  is  indeed. 

760.  You  are  saying  you  do  not  care 
where  the  retaliation  comes? 


(Dr  Lenton.)  No,  I am  very  carefully 
saying  exactly  not  that. 

761 . It  will  not  come  in  the  paper  indus- 
try because  we  export. 

(Dr  Lenton.)  What  I am  saying  is  what- 
ever we  do  by  way  of  restricting  or  protect- 
ing from  imports,  w'e  ought  to  be  sure  when 
we  are  designing  the  system  that  either  it 
does  not  provoke  retaliation  or  it  provokes 
a retaliation  which  we  can  easily  resist  and 
overcome. 

762.  But  if  your  industry  was  the  only 
one  wanting  protection  and  not  the  textile 
industry,  the  electrical  industry  and  many 
other  industries,  that  argument  would  hold 
water,  but  if  many  industries  want  protec- 
tion surely  other  countries  will  say,  “We 
are  going  to  retaliate  indiscriminately”? 

(Dr  Lenton.)  You  have  to  design  that 
out  of  the  system.  That  is  not  my  job.  It  is 
the  Government’s  job. 

Mr  Cockeram 

763.  Your  exports  are  10  per  cent  in 
volume  terras  and  20  per  cent  in  value. 
Does  that  not  indicate  you  should  concen- 
trate at  the  top  end  of  the  market? 

(Dr  Lenton.)  By  and  large  the  answer  is 
we  do  because  we  export  little  of  our  coarse 
brown  grades  in  this  country  and  we  export 
newsprint  only  on  the  rarest  of  occasions 
when  there  is  some  strange  situation  like 
over  the  last  six  or  eight  months.  That  is 
one  reason  why  exports  are  quite  high  at 
the  moment  and  we  do  concentrate  on 
exporting  our  fine  grades. 

Mr  Emery 

764.  Are  you  satisfied  with  the  export 
services  as  they  exist  in  this  country  as  they 
affect  your  own  industry?  Secondly,  docs 
ECGD  measure  up  to  the  calls  which  you 
and  your/industry  put  upon  it? 

(Dr  Lenton.)  In  general  the  answer  is 
yes  to  both  questions. 

Mr  Cockeram 

765.  Turning  to  investment  incentives, 
which  you  call  for,  do  you  want  capital 
grants  or  other  forms  of  assistance  and  do 
you  consider  that  the  present  Industry  Act 
is  sufficiently  meeting  the  demands  that  you 
feel  should  be  met,  or  do  you  have  some 
proposals  that  go  beyond  the  Industry  Act? 

(Dr  Lenton.)  I think.  Chairman,  there 
arc  indeed  two  things  we  are  asking  for. 
One  is  capital  grants  and  what  we  are  after 
is  enough  money  to  help  us  bring  ourselves 
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to  a reasonably  equipped  industry  over,  (Dr  Lemon.)  There  is. 
say,  the  next  five  years.  On  the  whole  we 

would  think  there  is  more  money  needed  768.  Have  they  advanced  any  proposals 
than  is  available  in  the  present  system.  Over  for  Industry  Act  assistance? 
a five-year  period  is  how  we  envisage  it.  We  (Mr  Adams.)  Yes.  The  sector  working 
sec  that  over  five  years  and  we  also  see  that  party  has  supported  Industry  Act  money, 
the  other  thing  we  are  after  is  to  try  and  we  have  had  a £23  million  scheme  for  the 
relieve  this  pain  of  imports.  If  I can  just  talk  greater  use  of  waste  paper  in  this  country 
about  this  for  a few  minutes  — and  we  have  approached  the  Department 

of  Industry  concerning  how  should  we  pos- 

766.  Could  you  be  crisp  because  I have  sibly  tackle  the  rationalisation  mentioned 
some  more  questions?  half  an  hour  ago  of  fine  paper. 

(Dr  Lenton.)  I shall  be  very  crisp.  As  we 
see  it  there  are  about  three  ways  of  doing  Mr  Maxwell-Hyslop 

something  about  getting  ourselves  relieved  769.  Is  this  section  7 or  section  8 of  the 
of  this  import  pain . The  first  one  is  to  reduce  Industry  Act? 
our  basic  revenue  costs  and  this  is  the  one  (Mr  Adams.)  I think  section  7. 
we  would  most  commend,  a dominant 

reduction  of  energy  costs  down  to  the  USA  Mr  Cockeram 

levels.  The  second  is  to  reduce  the  value  of  770.  Can  I just  turn  to  forestry  policy? 
the  pound.  We  have  no  idea  how  to  reduce  To  what  extent  do  you  think  it  is  important 
the  value  of  the  pound.  If  the  Government  for  Britain  to  have  a forestry  policy  and 
can  do  it,  fine.  We  have  no  suggestions,  could  you  comment  on  last  week’s 
The  third  is  straight  protection,  tariffs,  quo-  announcement  of  the  Wiggins  Teape  clo- 
tas,  surcharges,  whatever,  not  to  protect  sure  of  the  Fort  William  pulp  mill?  Do  you 
inefficiency  because  we  believe  efficiency  regard  that  as  significant  and  worrying? 
would  be  enforced  by  the  keen  internal  (Dr  Lenton.)  We  really  are  in  an 
competition  that  is  inevitable  in  this  country  extremely  difficult  situation  here  in  that  the 
under  anything  near  the  present  structure  announcement  on  Fort  William  only  came, 
of  our  industry . More  generally  I would  like  as  you  say , last  week  and  as  a Federation 
to  observe  that  the  whole  point  of  stopping  V,e  have  not  had  a chance  to  re-examine 
the  pain  of  imports  is  that  the  application  our  ideas  on  forestry, 
of  monetarist  principles,  although  it  might 

put  us  on  to  a sound  footing  in  the  long  771.  1 am  asking  you  to  give  us  evi- 
term,  might  equally  well  lead  to  our  being  dence.  I am  anxious  to  get  answers  to  my 
exterminated  in  the  short  term  by  the  com-  questions  rather  than  general  policies.  To 
petitors  who  are  frankly  not  operating  to  what  extent  do  you  regard  Britain’s  forestry 
the  same  rule  book.  That  is  our  big  prob-  policy  as  important  to  your  industry  and  to 
lem.  Both  on  the  import  pain  relief  on  the  what  extent  do  you  regard  the  existence  of 
one  hand  and  on  the  money  to  try  and  pulp  mills  as  important  and  therefore  their 
enable  us  in  the  industry  to  try  and  get  it  closure  significant? 
into  a first  class  condition  on  the  other,  if  (Mr  Adams.)  May  I say  that  2.75  billion 
the  Government’s  policies  work  we  are  very  imports  is  a very  large  import  of  wood  and 
happy  to  be  left  on  our  own  in,  say,  five  wood  products  and  lthink  it  is  essential  for 
years’  time.  If  the  policies  do  not  work  Britain  to  have  a consistent  long-term 
everybody  has  to  have  a re-think,  most  of  bipartisan  strategy  for  the  greater  growth 
all  perhaps  the  Government.  That  is  what  of  wood.  1 think  that  the  Government,  both 
we  arc  really  trying  to  get  for  our  industry,  in  the  debate  in  the  House  of  Commons 
some  protection  for  five  years,  some  money  and  in  the  House  of  Lords,  recently  have 
to  get  us  back  to  the  position  we  would  said  they  are  reviewing  the  policy  but  I 
have  been  in  if  we  had  not  had  the  EFTA  suspect  they  are  some  more  interested  in 
and  the  price  control  restrictions  of  a few  cutting  costs  than  in  the  overall  strategy, 
years  ago  and  then  to  be  left  on  our  own  to  taking  all  our  points  of  view.  The  Federa- 
fight  it  out  competitively  among  ourselves,  tion  has  a small  scale  pulp  mill  project  in 

the  feasibility  study  stage  which  would 
MrCrowther  enable  mills  to  use  between  30  and  50 

767.  Have  you  had  any  Industry  Act  tonnes  a day  with  an  integrated  system  in 
money?  Have  you  asked  for  it  and  what  their  mills  if  that  came  about  using  new 
does  the  sector  working  party  say  if  there  technology.  If  this  came  about  even  in  one 
is  one?  case,  then  for  the  nation  as  a whole  we 
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Mr  J R C Sheldon,  Mr  J H Adams,  CB,  MVO  and  Mr  E D Peacock 


[Mr  Cockeram  Cor.td.  j 

would  hope  more  trees  would  be  grown  on 
a consistent  policy  basis. 


Chairman 

772.  We  seem  to  have  arrived  at  the 
point  of  time  when  we  have  asked  the  points 
we  wished  to.  I had  it  in  mind  to  invite  you 
at  the  end  of  our  questions  to  make  a very 
brief  statement  in  the  form  perhaps  of  two 
paragraphs.  What  were  your  main  desires 
for  the  Federation  members,  but  I think 
you  have  done  just  that  in  answer  to  the  last 


three  or  four  questions  and  left  us  in  no 
doubt  of  your  particular  points  of  view.  On 
the  note,  unless  you  wish  to  add  anything 
further  — s 

(Dr  Lenton.)  No,  I think  I have  had 
adequate  opportunity,  thank  you,  sir. 

(Chairman.)  Then  it  remains  for  me  on 
behalf  of  all  my  colleagues  to  thank  you  and 
all  your  colleagues  for  your  attendance  this 
morning  and  particularly  to  thank  you  for 
the  informative  answers  which  you  have 
given  us.  Thank  you  very  much. 
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Memorandum  submitted  by  the  Metal  Trades  Organisations  (M70) 

1.  The  Metal  Trades  Organisations  incorporate  a group  of  Trade  Associations  rep- 
resenting UK  manufacturers  of— 

Ferrous  Castings  principally  for  the  Building  Industry 
Baths 

Metal  Sinks 

Central  heating  Boilers  and  Radiators 
Commercial  and  Industrial  Boilers 

2.  The  manufacturing  companies,  members  of  the  Organisations  are  in  the  main  well 
managed  and  organised.  Many  are  subsidiaries  of  well  known  public  companies  such  as 
IT,  Thom,  Metal  Box,  Reed,  Glynwed  and  Carron. 

3.  It  is  recognised  that  some  of  the  current  problems  stem  not  from  lack  of  productivity 
but  from  the  fact  that  many  of  the  companies  are  not  able,  for  reasons  beyond  then- 
control,  to  work  a full  normal  year  of  46  or  48  weeks.  During  1979  the  incidence  of  the 
road  haulage  strike  in  the  early  part  of  the  year  and  the  engineering  strike  in  the  Autumn 
meant  that  some  member  firms  which  were  not  themselves  on  strike  worked  only  36  or  38 
weeks.  The  current  steel  strike  will  lead  to  similarly  reduced  working  year  in  1980.  A 
continuation  of  this  trend  obviously  will  have  adverse  consequences  on  UK  trade. 

4.  Nonetheless,  it  is  the  considered  view  of  these  Associations  that  the  United 
Kingdom  policies  towards  imports  require  re-thinking  and  different  outlook.  Otherwise 
the  present  deterioration  in  balance  of  payments  will  continue. 

5.  Examples  of  the  growth  in  imports  into  the  UK  will  be  tabled  ffom  each  of  the 
product  groups  which  the  Association  represents.  It  can,  of  course,  be  argued  that  the 
level  of  import  penetration  represents  the  inefficiency  of  British  management.  Regretta- 
bly, this  has  been  the  first  quite  unjustified  reaction  of  the  British  Civil  Service  andmuch 
time  and  energy  has  had  to  be  spent  by  management  and  by  Associations  in  convincing 
Civil  Servants  of  the  prima  facie  case.  This  is  in  no  way" intended  as  a criticism  of  the  Civil 
Service  as  such  but  a suggestion  that  the  time  has  now  arrived  when  the  UK  Civil  Service 
must  operate  in  a supportive  role,  as,  indeed,  happens  in  France,  Germany,  Italy  and 
Spain. 

6.  The  case  of  the  UK  Steel  Bath  market  and  import  penetration  from  Italy  in 
particular  has  been  well  documented.  Every  possible  action  has  been  taken  by  the  British 
Bath  Manufacturers'  Association  against  the  Italian  companies,  Merloni  and  Zanussi. 
The  first  difficulty  was  to  convince  the  Civil  Service  that  the  UK  manufacturers  were  not 
inefficient  and  this  took  some  eighteen  months  during  which  one  of  the  British  manufac- 
turers, Glynwed,  decided  to  cease  produce.  The  remaining  two  companies,  Carron  of 
Falkirk  and  Curran  of  Cardiff  continued  with  the  complaint  and  they  were  much  assisted 
in  so  doing  by  the  support  of  Mr  James  Callaghan,  MP  the  then  Prime  Minister. 

7.  The  first  request  by  the  Government  and  by  the  EEC  was  that  every  attempt  should 
be  made  to  reach  agreement  with  the  Italian  manufacturers  on  an  acceptable  level  of 
import.  At  that  time  similar  problems  were  being  experienced  in  the  motor  car  market. 
Discussions  took  place  through  the  European  Bath  Association  and  agreement  was 
reached.  This  was  not  honoured  by  the  Italians. 

8.  Subsequent  actions  were  taken  under  the  Treaty  of  Rome  but  on  each  occasion  it 
was  found  in  favour  of  the  Italians.  Quite  simply  the  Italian  Government  has  attached 
number  one  priority  to  employment  and  everything  is  subsidiary  to  that.  The  Italians  sell 
in  the  UK  market  steel  baths  at  prices  which  are  well  below  their  own  home  price  and 
below  the  costs  of  production.  Not  only  do  they  take  a large  share  of  the  UK  market  they 
deflate  the  UK  price  and  cause  unemployment. 

9.  The  case  of  steel  baths  has  been  expanded  upon  but  similar  experiences  have  taken 
place  in  each  of  the  products  listed  and  should  information  on  these  be  desired  this  can  be 
tabled. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


224 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


7 May  1980 ] [Continued 


10.  The  general  view  which  is  coming  through  from  British  manufacturers  is  that  given 
fair  trading  conditions  they  have  nothing  to  fear  from  open  competition,  but  within 
Europe  trading  patterns  have  been  accepted  and  practised  and  the  advent  of  Britain  into 
Europe  has  been  seen  as  a very  convement  dumping  ground.  This  will  continue  so  long 
as  the  United  Kingdom  is  prepared  to  accept  it  and  tne  result  will  be  further  closures  ana 
higher  unemployment. 

11.  It  is  practically  impossible  in  any  of  the  product  range  covered  by  these  Associa- 
tions to  import  into  France.  The  tactics  adopted  are  many  and  varied  and  are  probably  to 
be  admired.  They  certainly  succeed  and  the  sooner  our  Civil  Service  adopt  similar  tactics 
the  better. 

12.  The  situation  in  Germany  is  much  the  same.  For  example  in  theory  it  is  perfectly 
possible  for  a British  manufacturer  to  manufacture  a boiler  to  the  standard  laid  down  in 
Germany.  Before  it  can  be  sold  however  it  must  have  the  mark  of  approval  of  the  German 
“Chimney  Sweeps”  and  surprisingly  this  is  most  difficult  to  obtain. 

13.  Our  purpose  in  addressing  ourselves  to  the  Industry  and  Trade  Committee  is  to 
draw  attention  to  the  growing  concern  of  our  members  at  what  they  consider  to  be  unfair 
trading  practices,  if  there  can  be  general  recognition  of  what  is  taking  place,  remedies  can 
be  found.  If  not  there  will  in  our  view  be  a continuing  decline  of  our  industrial  base. 

14.  One  of  the  main  problems  facing  Trade  Associations  today  is  that  they  are  having 
to  operate  with  small  staffs  and  resources.  The  decision  was  taken  to  fight  the  case  on 
steel  baths  and  this  was  a very  time  consuming  task  with  negative  results.  Similar  detailed 
investigations  in  other  fields  are  expensive,  particularly  if  unproductive. 

15.  The  Associations  welcome  the  opportunity  to  meet  with  the  Industry  and  Trade 
Committee.  If  they  are  of  the  considered  view  that  they  would  wish  each  individual  case 
substantiated  this  can  be  done. 
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Mr  M R Waddell,  Mr  N Gledhill  and  Mr  I Sutherland 


Examination  of  witnesses 

Mr  B Smith,  Director,  Carron  Company,  Mr  M R Waddell,  UK  Marketing  Director, 
Reed  Building  Products,  Mr  N Gledhill,  Managing  Director,  Henry  Boot  Foundry 
Limited  and  Mr  I Sutherland,  Executive  Chairman,  Metal  Trades  Organisations,  called 
in  and  examined. 

Chairman  equally  concerned  with  the  trend  of  exports 

773 . Gentlemen,  may  I welcome  you  to  as  well  as  with  the  growth  in  imports? 

this  public  sitting  of  the  Select  Committee  (Mr  Sutherland.)  We  have  problems  in 
on  Industry  and  Trade  as  representatives  of  exporting.  Exports  have  declined  for  a 
the  Metal  Trades  Organisations . I think  you  variety  of  reasons  but  we  have  concentrated 
know  the  object  for  which  we  have  asked  our  appeal  to  you  on  the  import  aspect, 
you  to  come  here  this  morning.  We  have 

taken  quite  a lot  of  general  evidence  on  the  778.  Could  you  tell  us  at  what  time 
question  of  why  this  country  does  not  sell  imports  of  goods  covered  by  the  product 
more  abroad  and  why  we  appear  to  import  groups  represented  in  your  organisation 
so  much,  and  we  welcome  the  opportunity  became  an  area  of  real  concern? 
of  asking  you  detailed  questions  so  far  as  (Mr  Sutherland.)  Really  since  1973. 1973 
those  points  relate  to  the  Metal  Trades  was,  in  most  of  the  product  ranges,  a good 
Organisation.  First,  in  a very  brief  para-  year.  1974  saw  a very  sharp  drop  ana  it  is 
graph  you  do  refer  in  the  paper  you  kindly  really  since  that  time  that  there  has  been 
gave  us,  which  we  have  marked  M70,  in  concern  both  at  export  performance  and  at 
paragraph  one  to  the  Metal  Trades  Organ-  import  penetration. 

Nations’  make-up.  I wonder  if  you  could 

for  the  purposes  of  the  record  tell  us  briefly  Mr  Mikardo 

what  are  the  manufacturing  processes  779.  What  happened  in  1974?  What  was 
which  you  represent  in  your  Association.  I the  reason  for  this  decline?  Was  it  a fall-off 
have  here  ferrous  castings  principally  for  in  the  volume  of  construction  or  were  there 
the  building  industry,  baths,  metal  sinks,  other  factors  or  was  it  increased  imports  or 
central  heating  boilers  and  radiators,  com-  what? 

mercial  and  industrial  boilers.  Does  it  (Mr  Sutherland.)  I should  have  thought 
include  anything  of  other  construction  it  was  general  in  the  consumer  durable 
materials  for  the  building  trades?  product  business  that  there  was  between 

(Mr  Sutherland.)  No.  We  start  with  the  1973  and  1974  a very  deep  drop  in  trade 
foundry  and  we  have  developed  into  other  and  this  occurred  throughout  Europe  cer- 
proccsses  which  were  related  to  the  foundry  tainly  in  baths  and  sinks  and  the  products 
or  which  are  transplants  from  the  foundry  we  are  talking  about.  Whether  it  was  wider 
industry.  As  an  illustration,  baths  were  all  based  I cannot  quite  recall, 
cast  iron  at  one  time,  they  are  now  steel 

and  acrylic  and  we  represent  our  members  780.  This  was  throughout  Europe,  was 
in  baths  as  a product.  it,  caused  by  falling  demand  rather  than  any 

special  factors  such  as  imports  whicn 

774.  Could  you  tell  us  how  many  com-  applied  to  the  United  Kingdom  alone? 

panies  are  represented  in  your  (Mr  Sutherland.)  A fall  in  demand,  we 
organisation?  estimated  then,  from  100  to  80  per  cent. 

(Mr  Sutherland.)  About  450. 

Mr  Thompson 

775.  What  percentage  is  that  of  the  781.  A 20  per  cent  drop  in  demand? 

whole  in  the  United  Kingdom?  (Mr  Sutherland.)  Yes. 

(Mr  Sutherland.)  Of  tne  product  group, 

90  per  cent.  Chairman 

782.  Have  all  the  product  groups  in  the 
Mr  Thompson  organisation  been  equally  affected  by 

776.  All  sizes  of  company  is  that?  imports  or  have  some  sectors  suffered  more 

(Mr  Sutherland.)  All  sizes,  yes.  than  others  and  perhaps  you  could  illustrate 

those  trends  with  some  figures  or  percent- 
Chairman  ages,  or  is  it  right  across  the  board  with 

777.  May  we  look  at  trends  in  trade?  you? 

Are  the  Metal  Trades  Organisations  (Mr  Sutherland.)  I would  say  the  central 
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Mr  M R Waddell.  Mr  N Gledhill  and  Mr  I Suthf.rland 


[Chairman  Comd] 


heating  boiler  market  in  the  main  has  not 
been  penetrated  to  the  same  extent  to  date 
as  the  other  ranges  of  our  product  group- 
ings, but  in  so  far  as  baths  are  concerned 
and  sinks  the  penetration  certainly  in  metal 
baths  is  running  at  the  rate  of  42/43  per  cent 
now  and  in  the  case  of  metal  sinks  at  the 
rate  of  53/54  per  cent.  That  is  at  1979. 


Mr  Thompson 

783.  43  per  cent  is  a greater  percentage, 
but  surely  the  percentage  of  metal  baths 
being  sold  as  an  overall  figure  has  declined 
sharply  since  1974?  Surely  they  are  not 
popular  and  as  much  used  as  they  used  to 
be  five,  six  or  ten  years  ago? 

(Mr  Sutherland.)  Baths  as  a whole  in 
Europe? 

784.  Yes. 

(Mr  Sutherland.)  We  estimated,  and  I 
should  say  we  act  as  a secretariat  of  the 
European  Association  of  Bath  Manufactur- 
ers, that  in  1973  the  total  bath  market  in 
Europe  was  of  the  order  of  six  million,  that 
in  1974  it  had  fallen  to  something  less  than 
five  million  and  has  not  in  fact  recovered  as 
a total  since  then.  Our  impressions  are  that 
they  could  well  be  a fall  away  this  year. 

785.  The  percentage  of  metal  baths  of 
that  five  million  must  nave  decreased  nat- 
urally because  metal  baths  are  not  as 
popular. 

(Mr  Sutherland .)  This  is  a particular 

roblem  to  the  UK  perhaps  that  the  plastic 

ath,  through  the  work  ICI  have  done  in 
this  field,  has  increased  in  the  proportion 
they  sold  in  the  UK,  but  throughout  Europe 
the  metal  bath,  whether  of  cast  iron  or 
steel,  is  representative  of  90/95  per  cent  of 
the  total  market. 

786.  So  much? 

(Mr  Sutherland.)  Yes. 


Mr  Maxwell-Hyslop 

787.  Do  you  handle  plastic  baths  if  your 
customers  want  plastic  baths  instead  of 
baths  with  a metal  content  not  because  they 
are  metal  but  because  your  members  are 
bath  dealers? 

(Mr  Sutherland.)  Yes.  We  have  tended 
to  move  with  the  members  into  the  acrylic 
or  plastic  bath  market. 

(Chairman.)  Let  us  turn  our  minds  to  the 
role  played  by  the  United  Kingdom 
Government. 


Mr  Emery 

788.  If  one  looks  carefully  at  paragraph 
5 of  this  submission,  it  becomes  quite  evi- 
dent that  the  Metal  Trades  Organisation 
considered  that  the  Civil  Service  have 
regarded  the  metal  trades  as  inefficient. 
You  say  that  it  has  taken  you  some  time  to 
convince  them  that  this  is  not  the  case. 
Could  you  tell  us  quickly  why  they  came  to 
that  conclusion? 

(Mr  Sutherland.)  If  I appear  to  be  critical 
of  the  Civil  Service  I hope  you  will  forgive 
me.  I am  not  critical  of  them  as  persons. 

(Chairman.)  You  can  be  as  critical  of 
anyone  as  you  like  save  this  Select 
Committee! 

Mr  Emery 

789.  Even  of  us  if  you  do  it  nicely! 

(Mr  Sutherland.)  We  have  happy  rela- 
tions with  individual  civil  servants  but  I 
believe  that  — I am  not  sure  how  to  express 
this.  I have  a relationship  with  my  tax 
inspector  and  he  automatically  feels  that  I 
am  fiddling,  which  I probably  am,  but  he 
feels  this  quite  strongly  and  he  tackles  the 
whole  thing  from  that  point  of  view.  If  I 
appoint  an  accountant  to  represent  me  my 
accountant  first  of  all  takes  it  that  I am  on 
the  fiddle  and  then  he  says,  “I  want  to  know 
everything  so  when  I represent  the  position 
to  the  Inspector  of  Taxes  he  is  going  to 
accept  what  I say  and  not  have  an  argu- 
ment”, so  you  get  into  this  dual  relation- 
ship. I think  the  position  of  the  Civil  Service 
in  this  country  is  that  industry  is  not  terribly 
highly  regarded  by  the  Civil  Service.  There 
is  an  immediate  initial  suspicion.  I have 
highlighted  in  the  document  that  I am  rep- 
resenting TI,  Thorn,  some  of  the  better 
companies  in  this  country.  I believe  their 
competitiveness,  their  engineering  know- 
how, is  first  rate.  It  is  difficult  in  dealing 
with  the  Civil  Service  because  they  say  first 
of  all,  “We  do  not  believe  you  are  effective. 
We  have  the  feeling  that  your  competitors 
in  Europe,  the  Italians,  the  Germans,  the 
French,  are  so  much  better  at  the  top”,  so 

ou  start  out  with  a disadvantage  and  we 

ave  highlighted  the  steel  bath  situation 
because  we  have  gone  through  the  whole 
gamut  there  and  it  took  us  the  best  part  of 
two  years  to  establish  credibility  with  the 
Civil  Service,  and  that  was  despite  the  fact 
that  Mr  Jim  Callaghan  was  then  the  Prime 
Minister  and  so  we  had  a connection 
because  one  of  the  bath  manufacturing 
companies  is  in  Cardiff,  his  constituency, 
so  we  had  a very  good  back-up  there,  but 
it  still  took  us  two  years  before  we  estab- 
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lished  through  all  the  evidence  that  our 
steel  bath  manufacturing  companies  were 
efficient  and  equally  as  efficient  as  their 
competitors. 

790.  Therefore  you  are  grouping  really 
the  Civil  Service  with  Ministers  of  the  Gov- 
ernment because  they  are  all  in  the  same 
bath!  Is  that  right? 

(Mr  Sutherland.)  No,  I do  not  think  that 
is  fair.  Most  of  our  discussions  were  with 
the  senior  civil  servants. 

791.  Can  I just  lastly  on  the  Civil  Serv- 
ice side  say  this?  Was  this  all  Departments 
or  was  it  particularly  Industry  or  Trade? 
Did  it  include  the  Department  of  Environ- 
ment, the  Foreign  and  Commonwealth 
Office,  or  was  it  just  in  one  area? 

(Mr  Sutherland.)  I think  generally  we  feel 
that  the  Civil  Service  in  the  trade  environ- 
ment in  Brussels  have  not  appreciated  that 
the  role  vis-d-vis  Europe  is  a changed  role. 
It  is  not  the  role  they  had  as  representing 
the  public  and  the  public  purse  and  being 
guardians  of  the  country’s  money.  They 
have  not  accepted  that  they  have  a role 
which  we  think  should  be  supportive  of 
British  Industry. 

792.  Thank  you,  because  that  leads  me 
directly  on  to  my  next  question.  Could  you 
tell  the  Committee  what  you  think  that  role 
ought  to  be  and  where  m fact  it  has  been 
deficient  in  the  past? 

(Mr  Sutherland.)  I think  it  should  be 
supportive.  I think  that  I would  not  — no; 
I am  trying  to  be  constructive.  I am  saying 
we  should  have  some  sort  of  task  force  with 
a commercial  knowhow  which  could  estab- 
lish the  prima  facie  case  of  industry,  of  a 
firm,  and  if  they  felt  that  the  firm  was  argu- 
ing a sensible  case  then  be  supportive  of 
that  case  so  that  you  would  cut  very  short 
the  frustrations  that  exist  in  trying  to  prove 
your  point.  That  is  a difficulty.  If  I could 
cite  a couple  of  cases,  Customs.  If  I seem 
to  be  concentrating  on  steel  baths  it  is  not 
because  that  is  the  particular  case  we  are 
arguing.  We  are  arguing  it  across  the  base. 
We  had  great  difficulty  and  still  have 
through  Customs  in  saying  to  them,  “You 
are  bringing  in  so  many  baths  from  Italy. 
Where  are  they  coming  from?"  “We  cannot 
tell  you  that,  sir.”  We  wanted  to  know  first 
of  all  that  they  were  coming  from  the  Italian 
firm  of  Merloni.  We  knew  they  were  but  we 
wanted  to  be  sure.  We  could  not  get  any 
supportive  evidence  from  Customs.  Once 
we  established  elsewhere  that  they  were 


coming  from  Merloni,  by  means  we  were 
following  though,  we  could  not  have  them 
say  whether  it  was  bathtubs  alone  or  bath- 
tubs and  shower  trays.  We  had  a long  argu- 
ment and  came  to  the  conclusion  that  there 
was  no  way  we  could  get  information  from 
Customs. 

(Mr  Emery.)  That  sort  of  example  is  most 
helpful  to  the  Committee  and  if  you  can 
give  us  other  concrete  examples  in  your 
evidence  we  would  very  much  wish  to  hear 
about  them. 

Mr  Thompson 

793.  Were  they  reluctant  to  give  you 
this  information  because  you  were  going  to 
use  it  to  implement  and  carry  out  the  inter- 
industry agreement  or  because  you  were 
using  it  to  carry  out  an  agreement  under 
the  GATT  or  the  EEC  regulations? 

(Mr  Smith.)  I think  the  reason  that  they 
refused  was  purely  on  the  fact  that  they 
were  not  allowed  because  of  their  particular 
way  of  operation  to  reveal  details  of  specific 
companies  who  are  importing  into  the 
country  and  they  could  only  give  us  either 
weight  or  the  name  of  the  country  of  origin. 

I think  they  were  behaving  strictly  accord- 
ing to  the  book. 

794.  I would  like  to  pursue  this  point  a 
little  further  because,  as  you  pointed  out, 
you  are  quoting  the  problem  of  steel  baths 
as  an  example  and  it  is  very  helpful.  Let  us 
go  a bit  further.  In  your  paper  you  are 
saying  that  it  all  starts  with  you  making 
representations  to  the  British  Government. 
Presumably  this  covered  a period  during 
which  the  responsibility  passed  to  the  Com- 
mission. Would  that  be  so,  at  the  beginning 
of  this  year  in  fact,  or  last  year? 

(Mr  Waddell.)  Yes.  The  work  on  the  steel 
bath  goes  back  to  about  1976  when  we  first 
started  making  representations  through  the 
Trade  Secretary  of  State,  through  the  Trade 
Ministry,  to  put  forward  the  case  that  here 
we  were  in  tne  UK  with  an  efficient  manu- 
facturing base  being  subject  to  what  we 
considered  a subsidised  product  coming 
into  the  UK,  and  it  then  took  us  almost 
18  months  to  prove  that  case  was  in  fact. 
We  then  started  to  put  forward  a docu- 
mented case  to  the  Commission,  first  of  all 
under  anti-dumping  legislation  which  was 
then  in  force.  We  could  not  prove  that  case 
and  there  are  reasons  behina  the  proving  of 
that  case.  We  then  went  on  with  our  nego- 
tiations with  the  Trade  Department  and 
were  advised  that  we  should  put  forward  a 
further  case  under  article  92,  which  we  did. 
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It  is  during  this  period  that  we  were  trying 
to  ascertain  the  background  to  the  imports 
and  the  breakdown  of  the  statistics  and 
from  whom  they  were  being  shipped  and  to 
whom  in  the  UK  that  we  found  that  we 
could  not  get  the  detailed  information  out 
of  the  Customs  and  Excise. 

795.  But  you  are  saying  in  your  paper 
very  positively  that  these  steel  baths  are 
sold  at  below  the  cost  of  production.  You 
are  putting  it  in  the  present  tense:  “The 
Italians  sell". 

(Mr  Waddell.)  They  are  selling. 

796.  You  are  not  saying  what  are 
believed  to  be  but  as  a very  positive 
statement. 

(Mr  Sutherland.)  We  have  no  — 

(Mr  Thompson.)  If  you  can  be  so  positive 
in  your  statement  to  us  it  suggests  you  have 
evidence. 

(Chairman.)  We  shall  be  arriving  at  that 
point  in  our  next  series  of  questions. 

(Mr  Emery.)  One  last  question  and  that 
is  if  there  were  any  more  examples  that  you 
have  perhaps  not  thought  of  now  but  that 
could  be  sent  it  would  be  very  helpful.  You 
have  used  the  term  “supportive”  a number 
of  times,  the  desire  that  the  Civil  Service 
should  be  more  supportive  of  the  industry. 
Could  anybody  tell  me  of  examples  where 
foreign  countries  are  more  supportive  of 
their  industries  than  the  British  Govern- 
ment is  of  theirs? 

Mr  Maxwell-Hyslop 

797.  And  paragraph  11  m your  evi- 
dence exactly  falls  in  with  what  Mr  Emery 
has  asked  you  I would  like  to  know  what 
that  means.  My  interest  is  whetted. 

(Mr  Gledhill.)  On  the  castings  side  I can 
be  specific  because  it  happened  to  my  own 
company  and  therefore  I have  it  detailed 
fairly  clearly  in  my  mind.  Some  four  years 
ago  we  were  competitive  with  29  other  com- 
panies in  the  supply  of  railway  brake  blocks 
to  the  Norwegian  State  Railways.  It  was  an 
open  tender.  We  were  second  best  in  the 
list.  The  most  competitive  was  a German 
foundry.  The  order  was  presented  to  a Nor- 
wegian company  on  the  basis  of  social  jus- 
tice. Some  three  months  after  the  order  was 
placed  that  particular  company  closed  its 
doors.  The  Norwegian  Government  went 
to  a foundry  in  Trondheim,  gave  them  the 
funds  to  build  a new  installation  and  gave 
them  the  order  for  railway  brake  blocks, 
and  today  that  order  is  still  being  fulfilled 
from  the  foundry  at  Trondheim. 


798.  And  this  is  where  you  say  the  Nor- 
wegian Government  is  being  helpful  to  their 
industry  in  a way  the  British  Government 
is  not? 

(Mr  Gledhill.)  That  is  right. 

(Mr  Sutherland.)  The  one  concrete 
example  is  the  decision  and  the  back-up 
which  obviously  the  civil  servants  are  giving 
to  the  French  Government  in  the  case  ol 
the  lamb  situation  and  that  is  in  complete 
contradistinction  to  the  point  we  made  to 
our  own  civil  servants  in  this  respect  to  put 
some  import  quota  on  the  baths  while  the 
matter  was  being  discussed  and  this  was 
quite  clearly  refused  on  the  grounds  that 
we  should  then  be  operating  contrary  to  the 
Treaty  of  Rome,  which  we  should  have 
done.  We  put  the  point  of  view  that  if  there 
was  a quota  On  each  tub  that  was  allowed 
to  arrive  it  would  give  us  three  months  to 
argue  the  case  and  give  us  a better  basis 
from  which  to  operate. 

Mr  Thompson 

799.  Can  you  give  us  the  nature  of  your 
own  secretariat,  how  many  people  were 
working  on  it  within  your  Association? 
How  many  secretaries,  assistants,  research 
assistants?  How  much  back-up  do  you  have 
in  your  Association ? 

(Mr  Sutherland.)  Very  little.  We  employ 
80  persons  but  they  are  mostly  engaged  in 
the  training,  industrial  relations  sector  of 
the  industry. 

Mr  Crowther 

800.  The  Italian  baths  is  still  one  of  the 
best  examples  that  you  have  given  us  yet  of 
the  problems  within  Europe  and  you  did 
mention  in  your  paper  a proposafthat  an 
attempt  should  be  made  to  reach  agreement 
on  an  acceptable  level  of  imports.  Can  you 
tell  us  what  at  that  time  the  British  Govern- 
ment or  the  EEC  or  yourselves  indeed 
would  have  regarded  as  an  acceptable  level 
and  how  far  removed  from  that  level  is  the 
present  position? 

(Mr  Sutherland.)  I think  that  we  had  in 
mind  that  we  would  — if  1 take  the  Italians, 
the  first  question  that  was  asked  of  us  when 
we  went  to  Europe,  which  we  felt  was  a bit 
off  in  view  of  the  restrictive  practices 
arrangements,  “Have  you  talked  to  the  Ital- 
ians about  it?”  so  we  went  back  and  talked 
to  them  and  said,  “Look;  if  you  want  to 
send  in  about  30,000,  which  is  probably  10 
per  cent  of  the  trade,  we  woula  accept  that 
as  reasonable”  and  they  agreed  to  that,  and 
that  was  the  basis  on  which  we  first  of  all 
reached  agreement  with  them. 
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Mr  Thompson 

801 . That  was  on  an  industry  to  industry 
basis? 

(Mr  Sutherland.)  Yes,  on  an  industry  to 
industry  basis. 

Mr  Crowther 

802.  What  is  the  existing  picture  in  con- 
trast to  the  30,000  you  would  have  consid- 
ered reasonable? 

(Mr  Sutherland.)  Very  often  they  have 
run  upwards  of  60,000. 

803.  More  than  double  in  fact? 

(Mr  Sutherland.)  Yes. 

804.  Were  the  Italian  people  in  fact 
members  of  the  European  Association 
through  which  you  did  the  negotiations? 

(Mr  Sutherland.)  Yes. 

805.  When  you  say  they  have  failed  to 
honour  the  agreement  which  was  reached, 
was  the  agreement  based  on  the  30,000 
figure  you  have  just  mentioned? 

(Mr  Sutherland.)  Yes. 

806.  Does  the  Association  take  any 
action  against  their  companies  which 
breach  agreements  in  this  way,  because  it 
makes  nonsense  of  an  agreement 
otherwise? 

(Mr  Sutherland.)  No.  It  has  to  be 
informal. 

Mr  Thompson 

807.  Is  it  legal?  Is  such  an  agreement 
strictly  legal? 

(Mr  Sutherland.)  I would  say  not. 

808.  So  an  agreement  is  not  strictly 
legal  between  industries? 

(Mr  Sutherland.)  No.  I would  think  that 
is  contrary  to  the  Treaty  of  Rome. 

Chairman 

809.  The  position  is  really  that  you 
probably  went  against  the  rules  concerning 
restraint  of  trade? 

(Mr  Sutherland.)  Correct. 

810.  So  you  could  have  come  to  a very 
nice  agreement,  all  boys  together,  which 
was  strictly  unenforceable  in  law.  Am  I 
answering  the  question  for  you? 

(Mr  Sutherland.)  Yes,  thank  you,  sir.  I 
should  say  in  our  defence  we  only  entered 
into  that  agreement  because  of  the  recom- 
mendation of  the  Commissioner  in  Brus- 
sels, the  Commissioner  for  Competition. 


Mr  Crowther 

811.  You  say  in  paragraph  8 that  sub- 
sequent actions  were  taken  under  the 
Treaty  of  Rome  but  on  each  occasion  it  was 
found  in  favour  of  the  Italians.  You  took 
these  actions  and  what  were  the  actions 
they  took,  because  on  the  evidence  you 
seem  to  have  the  decision  should  have  been 
the  other  way. 

(Mr  Waddell.)  I have  already  mentioned 
the  anti-dumping  case  we  put  in  1977  and 
the  history  to  that  was  that  we  had  proved 
a prima  facie  case  to  the  Commission  who 
then  advised  us  that  we  could  put  in  an 
official  complaint  through  the  British  Bath 
Makers  Association  and  they  then  took  up 
the  case,  accepted  it;  they  then  advised  the 
Italian  manufacturers  that  they  were  to 
investigate  this  case  and  gave  them  some 
three  months’  notice  we  understand,  which 
it  delayed  then  sufficiently  to  bring  the  sub- 
mission just  within  the  period  of  the  tran- 
sitional period  when  the  tariffs  were  down. 
It  so  happened  during  that  period  that  the 
Italians  reduced  their  home  market  price 
for  a special  selling  campaign  so  that 
dumping  was  never  proved.  That  was  then 
dismissed.  In  1978  we  put  in  under  the 
BBMA  again  under  article  92,  that  is  the 
intervention  of  state  aids  being  incompati- 
ble with  the  rules  of  the  Treaty.  They 
accepted  our  case  and  began  to  investigate 
it  and  I understand  that  the  Italian  Govern- 
ment first  of  all  refused  to  answer  the  ques- 
tions and  then  they  went  further  into  the 
case  and  could  again  not  find  evidence  of 
any  state  aids  being  given,  and  on  an  appeal 
that  we  made  as  the  BBMA  where  we  were 
given  an  opportunity  of  meeting  the  Com- 
mission, we  asked  that  they  really  investi- 
gate the  steel  price  because  that  is  where 
we  believe  that  the  subvention  was  coming 
in,  although  we  could  find  no  evidence. 
Certainly  the  difference  in  landed  prices  in 
the  UK  and  what  we  had  estimated  to  be 
the  landed  price  in  Italy  indicated  that  the 
steel  price  was  being  put  in  at  a very  sub- 
sidised rate.  However,  they  refused  to 
investigate  further  the  steel  costs  and  the 
case  was  therefore  dismissed.  Again  we 
were  advised  by  the  Trade  Department  that 
we  should  put  in  a submission  under  article 
86  which  is  really  predatory  pricing  or  abuse 
of  dominant  market  position,  and  the  case 
again  was  dismissed  by  the  Commission  by 
assuming  that  the  whole  of  the  European 
market  was  the  one  market  and  that  Mer- 
loni in  this  case  whom  we  were  citing  did 
not  have  a dominant  position  in  that  mar- 
ket. However,  they  did  have  a dominant 
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position  in  their  own  home  market  and  it 
was  said  that  they  were  beginning  to  have 
an  impact  in  the  UK  market. 

(Mr  Crowther.)  I am  very  grateful  for 
that  detailed  answer. 

Chairman 

812.  Surely  there  is  a record  within  the 
Commission  of  all  these  decisions? 

(Mr  Waddell.)  Indeed  there  is. 

813.  Have  you  got  copies  of  them? 

(Mr  Waddell.)  Yes. 

814.  Would  you  let  us  have  them? 

(Mr  Waddell.)  Certainly. 

Mr  Crowther 

815.  It  appears  from  the  paper  that  this 
is  still  going  on  now  and  that  you  still  have 
evidence  to  show  that  this  is  Still  going  on. 

(Mr  Waddell.)  Indeed.  I checked  it  up 
yesterday.  The  landed  price  of  baths,  and 
this  is  again  another  difficult  problem  to 
establish  because  the  Customs  and  Excise 
figures  are  rather  imprecise  in  determining 
exact  price  per  bath,  at  the  dockside,  Italian 
baths,  is  £20  and  our  list  price  in  the  UK  is 
£44.  They  are  currently  selling  these  baths 
on  the  UK  market  for  between  £24  and  £26 
each  and  therefore  it  is  reducing  our  effec- 
tive price  that  we  can  demand  in  the  UK  to 
around  £32. 

816.  Do  you  allege  they  are  selling  them 
at  a loss  or  that  they  are  being  subsidised? 

(Mr  Waddell.)  It  is  one  or  tne  other.  We 
have  no  hard  evidence  that  it  is  a subsidy 
but  certainly  when  one  investigates  the  cost 
structure  of  their  industry  against  the  cost 
structure  of  our  own  industry  in  the  UK  one 
is  led  to  two  conclusions.  Either  they  are 
getting  heavy  subsidies  — covert  subsidies 
— and  1 do  not  think  we  will  ever  find  out 
exactly  where  they  come  from,  or  they  are 
selling  them  at  a loss.  We  — this  is  my 
company  — had  an  opportunity  of  viewing 
an  Italian  steel  bath  factory  and  we  can  say 
quite  categorically  that  they  are  as  efficient 
as  ours. 

Mr  Thompson 

817.  No  more  and  no  less? 

(Mr  Waddell.)  No  more  and  no  less.  We 
have  looked  at  the  statement  of  accounts  of 
this  particular  company  and  we  can  find 
virtually  no  evidence  of  assets  so  we  do  not 
know  where  the  asset  comes  from,  although 
they  do  have  fairly  sophisticated  equip- 
ment. The  steel  input  price  should  theoret- 


ically be  approximately  the  same.  The 
labour  content  in  units  of  labour  should  be 
the  same.  In  this  particular  area  of  Italy  it 
has  been  established  that  people  pay  some- 
thing like  60  per  cent  more  than  we  do. 

818.  Are  there  other  metal  organisa- 
tions within  your  group  experiencing  iden- 
tical problems  from  other  forms  of 
manufacture  the  same  as  the  bath 
manufacturers? 

(Mr  Sutherland.)  Yes.  We  have  high- 
lighted the  bath  ones  because  — 

819.  It  is  a well  documented  case? 

(Mr  Sutherland.)  It  is  well  documented 

and  we  could  go  through  the  same  proce- 
dure in  relation  to  sinks,  in  relation  to  com- 
mercial and  industrial  boilers. 

820.  We  are  going  to  come  on  to  those 
I think. 

(Mr  Waddell.)  If  l can  bring  in  a point 
there,  we  have  got  the  documentation  for 
steel  baths  because,  as  Mr  Sutherland  says, 
he  has  limited  resources  within  his  Associ- 
ation but  it  has  been  the  two  major  manu- 
facturers in  the  UK  who  have  spearheaded 
this  particular  case. 

(Mr  Thompson.)  Can  I come  on  to  those 
limited  resources  and  exports?  You  said  in 
your  defence  — 

Chairman 

821.  I would  like  first  to  ask  the  wit- 
nesses two  points  which  would  help.  I 
appreciate  from  the  way  you  have  described 
this  position  that  you  are  not  happy  about 
the  outcome  of  the  points  you  have  raised 
with  the  Commission,  but  have  you  any 
specific  comments  about  the  Commission 
itself  in  the  conduct  of  your  cases? 

(Mr  Sutherland.)  Yes:  superficial 

examination. 

822.  Do  you  mean  no  depth?  You  do 
not  suggest  any  bias? 

(Mr  Sutherland.)  No.  I would  not  suggest 
bias. 

823.  Just  superficial  examination? 

(Mr  Sutherland.)  Quite  superficial.  A 

very  well  documented  case  presented  by 
solicitors  who  are  expert  in  this  field  was 
treated  lightly. 

824.  Could  you  tell  us  — and  you  can 
tell  us  later  in  confidence  should  you  so 
desire  but  we  are  sitting  publicly  and  what 
we  say  is  being  recorded  — how  much  have 
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these  proceedings  in  which  you  have  been 
involved  about  Italian  baths  cost  you,  that 
is  your  organisation,  in  lawyers’  costs, 
expert  witnesses’  costs,  investigation  costs? 
Have  you  formed  any  rough  idea? 

(Mr  Waddell.)  The  legal  fees  were  of  the 
order  of  £15,000. 

(Mr  Sutherland.)  I should  have  said  we 
spent  £50,000  at  a rough  guess  on  this  par- 
ticular case. 

825.  Have  you  then  got  the  costs  of 
your  own  organisation  in  the  work  done  for 
it  and  have  you  got  any  other  expert  wit- 
nesses involved? 

(Mr  Waddell.)  No.  1 would  consider  the 
greater  proportion  of  the  costs  was  in  man- 
agement time,  in  trying  to  deal  with  this. 
This  is  my  time,  Mr  Smith’s  time  and  my 
colleagues  in  my  particular  company. 

826.  Roughly  how  much  do  you  esti- 
mate that  to  be? 

(Mr  Waddell.)  In  toto  we  would  put  a 
figure  of  £50,000  on  it  which  would  include 
the  legal  fees,  so  we  are  on  £35 ,000  in  terms 
of  direct  costs.  The  important  thing  is  that 
one’s  eye  is  being  turned  off  the  commercial 
ball  of  making  profit  for  the  UK. 

Mr  Thompson 

827.  You  said  you  were  on  trial  and  you 
are  not.  We  are  delighted  you  are  here 
because  you  are  bringing  out  problems  that 
other  industries  must  have  and  we  thank 
you  for  your  paper.  We  want  to  probe 
deeply  and  find  out  what  is  going  on.  Can 
I ask  you  whether  you  think  that  organisa- 
tions like  yours  throughout  British  industry 
have  been  quick  enough  to  find  out  what 
the  EEC  regulations  were  all  about,  what 
the  GATT  regulations  were  all  about  and 
to  apply  them  to  their  industry  as  efficiently 
as  the  French  and  the  Germans  seem  to  do? 
I am  not  talking  about  civil  servants  but 
industry  to  industry. 

(Mr  Sutherland.)  I think  that  is  fair  com- 
ment and  why  I highlighted  the  low  level  at 
which  trade  associations  arc  operating  was 
because  when  the  restrictive  practices  leg- 
islation was  brought  in  trade  associations, 
including  our  own,  which  were  very  well 
funded  at  that  time,  collapsed  overnight 
and  over  the  last  10  years,  if  1 could  speak 
personally,  I have  had  to  build  up  a service. 
It  is  still  very  low  funded.  What  I do  not 
think  we  realised  was  that  we  were  joining 
a club  which  had  certain  rules  that  were 
written  down  in  the  Treaty  of  Rome,  but 
which  had  many  more  rules  which  were 


unwritten  and  I have  admitted  if  you  like  to 
illegal  practice,  but  I was  conditioned  to  go 
into  that  by  the  existing  authorities  and  I 
believe  we  have  not  woken  up  to  the  fact 
that  we  have  joined  a club  that  plays  to 
quite  different  rules  from  the  ones  we  are 
operating  and  honouring. 

828.  You  say  at  paragraph  11  that  it  is 
practically  impossible  to  sell  into  France. 
Do  you  think  that  is  because  the  French 
manufacturers  are  organised  or  the  French 
companies  are  organised  or  have  you  got 
any  other  reasons? 

(Mr  Sutherland.)  I think  they  are  very 
well  organised.  I holiday  in  France.  I have 
a gTeat  respect  for  the  French  but  they  buy 
French  ana  they  do  not  think  about  buying 
English  or  German  or  any  other. 

829.  What  tactics  do  they  particularly 
adopt  to  process  our  exports  into  France? 

(Mr  Sutherland.)  First  of  all  the  standards 
and  then  behind  the  standards  they  have 
bodies  of  people,  association  groupings  if 
you  like,  who  determine  whether  a product 
will  come  in,  so  you  first  of  all  have  to  pass 
the  standard  and  that  is  a very  exhausting 
rocess  and  my  colleagues  can  give  you  first 
and  evidence  of  that  from  within  and  with- 
out. But  that  is  the  first  thing  and  then  after 
that  has  been  done  you  have  to  present 
yourself  to  an  amorphous  body  which  says, 
“Look;  I am  very  sorry  but  we  are  not 
having  it”. 

830.  You  think  then  that  we  would  ben- 
efit by  having  the  same  sort  of  approval 
methods  they  have  in  West  Germany? 

(Mr  Sutherland.)  1 think  we  would  but 
the  trouble  is  we  are  a long  way  down  the 
road  of  the  other  situation. 

(Mr  Waddell.)  Which  is  normalisation. 

831.  Can  you  give  us  any  other  standard 
of  this  type  or  approval  rules  which  prohibit 
British  exports  in  the  countries  where  they 
are  discriminated  against? 

(Mr  Smith.)  In  the  case  of  the  French 
there  was  the  radiator  which  some  of  us 
were  interested  in.  The  radiator  was  held 
up  for  some  18  months,  two  years. 

832.  A central  heating  radiator? 

(Mr  Smith.)  Yes,  and  in  fact  the  manu- 
facturer concerned  was  one  of  our  col- 
leagues and  he  got  over  it  by  buying  a 
French  factory. 

833.  And  manufacturing  there? 
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(Mr  Smith.)  Yes,  and  then  he  knew  all 
about  how  to  get  through. 

Chairman 

834.  On  that  point,  selling  into  France, 

I have  not  used  a French  bath  recently  but 
in  fact  would  not  the  Germans  find  it  as 
difficult  to  export  into  France  as  the  British 
do  or  the  Dutch  or  Belgians  or  Italians? 

(Mr  Sutherland.)  I think  they  do.  The 
Italians  have  special  rules.  Unless  we  accept 
that  Italians  have  special  rules,  we  get 
nowhere.  The  Italians  start  with  the  desire 
to  have  employment.  Everything  in  my 
view  is  subsidiary  to  that.  They  decide  they 
are  going  to  employ  people. 

835.  In  point  of  fact  do  the  Italians 
export  baths  into  France? 

(Mr  Waddell.)  Yes. 

836.  At  a subsidised  price? 

(Mr  Waddell.)  Yes,  we  understand  they 
do. 

837.  I use  the  word  “subsidised”,  I 
should  say  at  a lower  price,  as  they  do  into 
this  country? 

(Mr  Waddell.)  Yes,  but  not  to  such  pen- 
etration as  they  have  achieved  in  the  UK 
and  we  believe  that  to  be  because  of  the 
French  chauvinistic  approach  to  purchas- 
ing; they  will  buy  French,  and  because  of 
the  frustrations  on  a commercial  level. 

(Mr  Sutherland.)  We  have  the  situation 
at  the  moment  where  there  are  two  local 
authorities  which  are  about  to,  if  they  have 
not  already  decided,  buy  French  steel  baths 
although  they  do  not  conform  to  a British 
standard.  Off  the  record  I would  give  you 
the  names  but  I cannot  put  the  names  on 
the  record. 

(Mr  Maxwell-Hyslop.)  You  are  under 
privilege  here  so  you  can  in  fact  state  it  here 
without  any  come-back,  without  the  other 
people  placing  themselves  in  contempt. 

Mr  Thompson 

838.  Perhaps  you  could  send  the  names. 

(Mr  Smith.)  We  will  send  you  the  names. 

(Mr  Sutherland.)  We  are  very  worried 

about  this  particular  aspect  because  it  is  the 
first  time  local  authorities  are  moving  into 
this  scene. 

Mr  Maxwell-Hyslop 

839.  What  is  the  reason  you  will  not 
give  them  openly?  They  cannot  sue  you.  It 
might  be  to  the  public  advantage  that  these 
two  local  authorities  should  be  named. 


(Mr  Smith.)  We  prefer  not  to  and  we  will 
send  them  to  you. 

(Chairman.)  Let  us  have  them. 

Mr  Maxwell-Hyslop 

840.  Do  you  have  any  evidence  of 
dumping  from  non-EEC  countries? 

(Mr  Sutherland.)  Not  really.  We  have  a 
problem  with  Malta  in  the  case  of  sinks.  I 
do  not  know  whether  one  calls  Spain  a non- 
EEC  country.  I suppose  they  are  coming 
along;  we  have  problems  there. 

841 . That  is  the  only  other  country  with 
which^ou  have  dumping  problems  outside 

(Mr  Waddell.)  Yes. 

(Mr  Sutherland.)  Yes,  so  far  as  our  prod- 
uct range  is  concerned  at  the  moment.  We 
hear  soundings  far  out  from  the  East  but 
we  do  not  have  evidence  of  that. 

(Mr  Waddell.)  If  I can  come  in,  Spain, 
which  will  be  a member  of  the  EEC  but  for 
the  moment  is  on  a transition,  we  see  a 
trend  in  the  import  statistics  from  Spain 
that  is  worrying.  If  I may  just  elaborate  on 
that,  we  have  looked  at  the  possibility  of 
selling  steel  baths  into  Spain.  There  is  in 
our  view  no  possibility  of  doing  so  whilst 
the  differential  tariff  barriers  exist  and 
when  one  calculates  the  differential,  which 
is  something  like  46  per  cent,  we  have  an 
import  duty  on  our  product  into  Spain  of, 
I think  it  is  30  to  32  per  cent,  whilst  the 
Spanish  manufacturers  have  an  encourage- 
ment of  an  export  rebate  on  the  invoice 
value  of  goods  of  11  per  cent. 

Mr  Thompson 

842.  So  that  makes  it  46  per  cent? 

(Mr  Waddell.)  Around  that. 

843.  What  about  third  world  countries? 
Do  you  export  to  third  world  countries? 

(Mr  Waddell.)  On  steel  baths,  yes,  we 
do.  We  have  just  been  very  encouraged  to 
win  a large  order  to  the  Middle  East  for 
8,000  baths  recently. 

844.  What  about  the  industry  as  a 
whole,  all  your  products? 

(Mr  Sutherland.)  Yes.  It  has  been  heart- 
ening. It  is  difficult  on  castings  to  identify 
because  they  go  out  really  as  products,  but 
Mr  Cried  bill’s  firm  do  quite  a bit  of  business 
in  Scandinavia  where  they  are  under  very 
severe  competition  from  Germany  partic- 
ularly. Certain  others  are  exporting  to  the 
States  in  the  petrochemical  industry.  There 
are  a fair  number  of  drainage  castings  going 
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out  to  the  Middle  East,  Iran.  How  long  that 
will  go  on  under  the  present  situation  we 
are  not  sure.  On  castings  there  is  a fair 
amount  going  through  but  we  cannot  quan- 
tify it  owing  to  the  difficulty  in  getting  it 
from  the  statistics.  On  baths  the  total  bath 
exports  have  gone  down  — they  were 

146.000  in  all  materials  — to,  I would  say, 

60.000  now  in  all  materials. 

845.  Half  in  fact? 

(Mr  Sutherland.)  More  than  half. 

846.  Over  how  long? 

(Mr  Sutherland .)  Since  1974. 

Mr  Maxwell-Hyslop 

847.  I would  like  to  know  the  identities 
of  these  two  local  authorities.  You  are  pro- 
tected by  privilege  and  you  are  required  to 
answer  questions. 

(Mr  Sutherland.)  The  reason  I could  not 
answer  is  that  this  only  came  to  light  last 
week.  The  two  authorities  are  Liverpool 
and  the  Midland  consortium.  We  under- 
stand that  Liverpool  have  placed  one  order 
and  we  understand  that  the  Midland  con- 
sortium is  very  seriously  considering  buying 
these  baths. 

848.  Which  councils  are  in  the  Midlands 
consortium? 

(Mr  Smith.)  A large  number.  I could  send 
it  to  you  because  they  arc  listed  down,  but 
they  vary  from  Coventry  right  through  to 
Bromsgrove;  about  30. 

849.  They  are  considering  buying 
imported  baths  which  do  not  meet  the  Brit- 
ish specification? 

(Mr  Smith.)  Yes,  on  the  grounds  of 
economy. 

Chairman 

850.  Roughly  how  much  money  is 
involved  in  the  two  contracts? 

(Mr  Smith.)  I would  say  10,000  baths  was 
the  average  for  the  Midlands  at  one  stage, 
so  it  would  take  an  average  price  of  £30;  it 
is  about  half  a million  pounds  in  total. 

Mr  Crowther 

851.  They  were  competed  for  by 
tender,  were  they? 

(Mr  Smith.)  Various  dealers  were  asked 
to  nominate  their  own  baths  within  the 
limits  of  the  British  standard. 

Mr  Maxwell-Hyslop 

852.  Mr  Sutherland,  when  you  apply 


for  anti  dumping  duties  or  action  by  the 
EEC  Commission  you  have  to  show  that 
your  industry  has  suffered  substantial  dam- 
age among  other  things.  Have  you  encoun- 
tered any  difficulty  with  the  Board  of  Trade 
in  discovering  what  first  of  all  the  Board  of 
Trade  considers  substantial  damage  to  be, 
and  secondly  what  the  Commission  consid- 
ers substantial  damage  to  be? 

(Mr  Sutherland.)  Yes,  I would  say  so. 

(Mr  Waddell.)  Yes. 

(Mr  Sutherland.)  We  would  have  to  say 
that  without  a doubt. 

853.  Do  the  Department  of  Trade 
purely  answer  yes  or  not,  or  do  they  help 
you  by  telling  you  what  you  would  have  to 
prove,  what  evidence  you  would  have  to 
produce,  to  satisfy  the  hurdle  of  substantial 
damage? 

(Mr  Sutherland.)  I think  I could  answer 
that  by  saying  we  were  the  first  case.  They 
were  not  really  in  a situation  of  knowing 
how  to  advise  us  and  they  were  very  suspi- 
cious of  us.  Mind  you,  it  is  perhaps  my 
legalistic  approach. 

854.  So  it  would  be  fair  in  summary  to 
say  that  one  of  the  positive  actions  which 
the  Department  of  Trade  can  take  is  to  give 
you  much  more  specific  and  prompt  advice 
about  what  does  constitute  passing  the  test 
of  substantial  damage? 

(Mr  Sutherland.)  Yes  indeed,  and  a much 
more  commercially  based  outlook. 

Chairman 

855 . Would  you  say  that  the  loss  of  half 
a million  pounds  worth  of  baths  probably 
to  be  purchased  by  two  British  local  author- 
ities was  material  damage  to  your  member 
companies? 

(Mr  Sutherland.)  Is  half  a million 
material? 

(Mr  Smith.)  There  are  broadly  850,000 
baths  of  all  materials  sold  in  this  country 
which  would  probably  produce  a turnover 
of,  what,  £50  million,  so  in  that  context  it 
is  not  a lot  of  money,  but  it  is  damaging  in 
the  context  that  this  is  a field  of  activity, 
local  government  contracts,  where  there 
has  not  been  penetration  before  and  when 
you  recognise  that  the  French  company 
Franccmail  are  part  of  the  national  steel 
concern  Ugine  and  that  the  firms  are  losing 
at  the  last  count  a quarter  of  a million  a 
year,  you  begin  to  wonder  whether  you  are 
in  the  same  ball  game.  The  companies  I 
have  here,  their  accounts  are  published.  It 
is  known  what  the  situation  is,  on  the  one 
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hand,  re  building  products,  and  on  the  other 
Carron  Company  whose  results  were 
announced  last  week,  and  they  are  in  busi- 
ness and  must  make  a profit  and  this  further 
erosion  of  what  has  been  a dwindling  sector 
of  the  business  is  very  worrying  indeed. 


Mr  Maxwcll-Hyslop 

856.  Do  your  members  find  it  more  dif- 
ficult to  export  to  the  EEC  because  of  dif- 
ficulties of  the  kind  you  have  been 
describing? 

(Mr  Smith.)  Oh  yes. 

857.  Even  to  non-EEC  countries? 

(Mr  Smith.)  No  doubt  about  it,  no  doubt 

at  all.  In  Germany  you  have  this  system  of 
"DIN”  standards.  If  you  get  through  that 
— and  my  treatment  is  no  exception — you 
then  have  these  special  boys  who  decide 
whether  your  product  is  going  to  be  put  in 
— this  is  on  the  boiler  side  — and  there  is 
no  way  you  are  going  to  get  in,  In  Carron 
I can  quote:  we  were  importing  or  putting 
into  Germany  — may  I say  this  is  acrylic 
baths  — and  they  wanted  taps  for  these 
which  they  wanted  to  bring  in  from  Italy. 
They  could  not  bring  them  in  from  Italy. 
They  passed  the  standard  but  the  Germans 
took  the  view  that  they  were  too  noisy. 
They  were  less  noisy  than  the  existing  Ger- 
man ones  but  when  they  start  to  press  this 
and  argue  the  point  you  come  right  up 
against  a great  wall:  “Don’t  press  us;  leave 
us  alone.  We  have  enough  problems.” 

Mr  Emery 

858.  On  productivity,  it  could  be  said 
that  rather  than  concern  yourselves  with 
the  limitations  of  import  penetration  you 
would  do  very  much  better  to  spend  your 
efforts  in  increasing  the  productivity  within 
your  industry  ana  obtaining  agreements 
with  the  trade  unions  in  order  to  bring  that 
about.  I have  stated  as  a statement.  Would 
you  comment  on  that  and  perhaps  give  the 
Committee  some  indication  of  the  success 
you  have  had  in  increasing  productivity 
within  your  industry? 

(Mr  Sutherland.)  Yes.  I think  this  is  one 
of  the  immediate  assumptions  that  is  made, 
that  we  lack  the  productivity  of  our  com- 
petitors. In  several  of  our  markets  we  are 
precisely  the  same  plant  and  equipment  as 
our  competitors.  We  have  negotiations  with 
our  trade  union  counterparts  and  I believe 
over  the  years  these  have  been  highly  suc- 
cessful. I am  not  saying  that  there  are  not 
great  steps  which  can  be  taken  to  improve 


productivity  but  I should  say  that  the  firms 
we  are  engaged  in,  certainly  in  the  baths, 
metal  sinks  and  the  central  heating  boiler 
business,  are  very  effective.  On  the  foundry 
side,  castings,  we  have  had  a fair  shake-out 
in  the  last  year  or  two.  As  you  know,  aid 
was  granted  under  the  Industry  Act  and 
very  substantial  sums  were  taken  up.  It  was 
a fairly  considerable  success  story.  There  is 
still  over-capacity  in  the  industry  but  I 
would  think  that  productivity  can  be 
improved,  but  has  been  unproved  dramat- 
ically on  the  foundry  side.  What  concerns 
us  is  that  the  base  of  our  industrial  produc- 
tion is  declining  very  substantially  and  if  I 
could  take  some  figures  we  were  looking  at 
on  the  castings  side,  we  have  organised  a 
couple  of  missions  to  the  States  over  the 
last  year  or  two  and  it  is  very  clear  to  us 
that  the  States  take  the  view  that  castings 
total  production  will  increase  in  the  years 
up  to  1985  when  we  can  table  figures  for 
that.  We  equally  know  that  the  French  and 
German  foundry  industries  are  taking  the 
view  that  the  state  of  the  trade  wul  be 
broadly  static  against  a declining  recession- 
ary period.  In  the  UK  we  have  dropped 
very  consistently  over  the  last  few  years  and 
are  predicting  a further  drop  of  10  per  cent 
this  year  and  there  are  a lot  of  factors 
associated  with  it.  We  very  much  regret 
that  our  home  market  is  being  whittled 
away  by  one  means  or  another  and  that  is 
why  we  felt  we  should  draw  attention  to  the 
climbing  imports.  We  are  prepared  for  any 
examination  of  our  plant  and  equipment 
and  productivity  and  that  is  why  we  have 
suggested  that  perhaps  there  could  be  some 
task  force  or  budget  which  could  look  at 
this  in  an  objective  way  and  either  say  to 
us,  “You  are  really  out  of  it;  you  ought  to 
be  ashamed  of  yourselves”,  or  we  accept 
that  there  must  be  other  motives,  there 
must  be  other  happenings. 

859.  Lastly  on  this,  because  as  far  as 
productivity  is  concerned  the  quality  and 
viability  of  the  product  is  obviously  part  of 
that  overall  picture,  is  it  not  the  case  that 
castings  in  certain  areas  have  not  been 
thought  to  have  the  same  finish  or  the  same 
Q and  R as  certainly  imported  castings  and 
there  has  been  considerable  criticism  of  the 
industry  in  that  area?  Is  that  true  or  false? 

(Mr  Sutherland.)  I think  it  is  true. 

860.  You  believe  that  it  is  sustained 
therefore.  It  is  not  only  true  that  it  is  said 
but  you  believe  it  is  sustainable? 
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(Mr  Sutherland .)  I think  it  is.  We  should 
have  to  accept  that. 

Mr  Maxwell-Hyslop 

861.  Coming  back  to  our  dumped 
baths,  these  were  French? 

(Mr  Sutherland.)  Yes,  French. 

Mr  Emery 

862.  If  it  is  true  as  a statement  and  true 
as  criticism,  what  the  devil  can  or  ought  we 
to  be  doing  about  it?  If  we  see  the  problem 
and  if  we  can  recognise  it,  surely  we  ought 
to  be  doing  something  about  it? 

(Mr  Sutherland.)  I honestly  would  not 
claim  to  represent  the  foundry  industry  in 
this  context. 

863.  Only  a part  of  it? 

(Mr  Sutherland.)  I represent  the  castings 
for  the  building  industry  and  I would  not 
honestly  accept  the  criticisms  as  applying  to 
the  building  industry  generally. 

(Mr  Waddell.)  May  I focus  in  on  this 
productivity  question  because  I think  one 
ought  to  realise  what  the  labour  content  is 
of  the  steel  bath . It  happens  to  be  my  patch . 
A steel  bath  is  a very  simple  product;  it  has 
not  got  a very  great  deal  of  value  added  to 
it  and  the  total  labour  in  value  terms,  and 
if  one  considers  the  variable  cost  of  pro- 
duction is  £35,  the  labour  content  is  less 
than  10  per  cent.  So  far  as  my  own  business 
is  concerned,  over  the  last’ five  years  we 
certainly  have  improved  productivity 
because  it  has  been  a matter  of  survival. 
The  two  businesses  we  have,  have  been 
sustained  because  they  are  members  of 
groups  that  have  said:  “Now  baths  are  an 
integral  part  of  our  bathroom  package  that 
we  have  been  manufacturing.  We  need  a 
bath  to  sell  with  our  sanitaryware.”  By  the 
way,  my  company  is  Twyfords;  you  proba- 
bly did  not  realise.  We  export  the  bathroom 
package  all  over  the  world  which  includes 
acrylic  and  steel  baths,  but  we  have  great 
difficulty  in  selling  steel  baths  into  Europe 
for  all  sorts  of  reasons.  Outside  Europe  we 
have  more  success.  We  in  fact  export 
around  35  per  cent  of  all  our  production  in 
the  UK  which  I think  is  a fairly  good 
achievement. 

864.  We  have  obviously  got  to  look  at 
the  evidence  we  have  had  on  this  but  if 
there  are  any  points  that  could  be  added, 
as  we  are  going  to  Brussels  some  time  in  the 
future,  it  might  be  very  useful.  It  is  not  in 
the  very  distant  future;  it  is  very  soon.  If 
we  could  have  specific  points  of  resistance 


we  can  perhaps  help  to  examine  those  more 
closely  at  the  headquarters  of  the  Com- 
munity than  we  can  do  here  in  London. 

(Mr  Waddell.)  Certainly. 

(Chairman.)  It  would  be  helpful  if  you 
could  give  us  the  details  of  specific  cases 
because  we  might  raise  the  points  when  we 
see  someone  in  that  vast  building. 

Mr  Maxwell-Hyslop 

865.  And  the  dates  to  identify  them,  or 
if  they  have  an  application  reference  num- 
ber, so  that  they  cannot  turn  round  and  say 
they  do  not  know  which  case  we  are  talking 
about. 

(Mr  Waddell.)  Certainly. 

(Mr  Sutherland .)  May  I make  a plea  on 
this  particular  point?  In  Association  work 
and  in  companies  continuity  is  a great  help. 
If  you  are  dealing  with  the  same  person  you 
cannot  run  away  from  a problem.  I have 
been  in  this  job  30  years,  goodness  gracious, 
so  I must  have  some  acceptability  to  the 
members.  One  of  the  problems  in  Brussels 
is  that  every  time  you  go  there  our  main 
man  in  Brussels  has  changed.  Could  we 
make  a plea  for  some  continuity  of  the 

ale  who  are  dealing  with  the  problems 
at  when  we  go  back  again  we  do  not 
have  to  start  away  at  the  beginning  again, 
or  at  least  he  has  some  papers  he  has  read. 
That  is  the  plea  I would  like  to  make. 

Chairman 

866.  We  take  note  of  it.  Change  is  con- 
stant in  all  our  lives,  though  I would  hope 
there  is  a continued  thread  of  representa- 
tion. May  I ask  a last  point  if  there  are 
any  other  issues  which  Mr  Sutherland  or  his 
colleagues  currently  have  in  mind  that  they 
wish  to  refer  to  dealing  with  the  problems 
of  the  Meta!  Trades  Organisations.  I 
believe  there  is  some  problem  for  example 
about  a lot  of  scrap  metal  going  to  Spain 
and  there  may  be  other  comparable  ques- 
tions; I know  not. 

(Mr  Sutherland.)  I wondered  whether  I 
should  introduce  that  aspect  but  we  are 
very  concerned  about  the  fact  that  we  are 
exporting  at  a tremendous  rate  and  cost  a 
valuable  raw  material.  The  foundry  indus- 
try is  one  of  the  few  in  this  country  which 
re-cycles  its  own  scrap  and  because  of  that 
generic  term,  “scrap”,  it  denotes  something 
which  is  not  worthwhile  and  so  at  a time 
when  the  trade  has  been  bad  we  have  not 
had  to  suffer  increases  in  the  price  of  this 
raw  material  because  of  exports,  but  we 
have  seen  very  valuable  amounts  of  scrap 
disappear  to  Spain  and  come  back  to  us  in 
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the  shape  of  foreign  cars  and  boilers  and 
radiators  in  finished  castings  and  this  is  a 
great  worry. 

Mr  Thompson 

867.  Is  the  price  wrong  at  which  it  is 
exported?  We  are  not  subsidising  the  export 
price? 

(Mr  Gledhill.)  The  reason  it  has  declined 
— it  is  about  5 per  cent  and  the  forecast  this 
year  is  a decline  of  10  per  cent  — taking  the 
last  two  years  of  medium  cast  iron  scrap 
prices  is  that  there  has  been  an  increase  in 
the  price  from  the  first  quarter  of  1978  to 
the  last  quarter  of  1979  in  the  UK  of  61  per 
cent.  That  increase  has  not  been  equalled 
in  any  other  European  country.  In  fact  in 
Belgium  it  is  29,  in  France  47,  in  Germany 
40  and  in  the  Netherlands  52. 

868.  Perhaps  you  could  let  us  have  a 
short  note  dealing  with  all  these  aspects 
which  will  be  published  when  we  publish 
the  evidence.1 

(Mr  Sutherland.)  We  would  be  very 
happy  to  do  so.  Wc  were  not  too  sure  how 
much  depth  you  wanted  to  go  into. 

(Mr  Thompson.)  We  want  everything. 

Mr  Maxwell-Hyslop 

869.  Do  I understand  correctly  that 
despite  that  increase  of  more  than  60  per 
cent  from  the  first  quarter  of  1978  to  the 
last  quarter  of  1979  notwithstanding  that 
increase  in  domestic  scrap  iron  prices,  the 
Spaniards  have  been  prepared  to  outbid  the 
price  that  results  from  that  60  per  cent 
increase? 

(Mr  Sutherland.)  Yes. 

(Mr  Gledhill.)  I think  probably  they  have 
done.  What  bothers  the  industry  is  the  fact 
that  the  price  of  our  basic  raw  material  is 
controlled  basically  because  there  has  been 
a massive  increase  in  exports  of  what  I 
believe  is  a scarce  part  of  our  resources 
over  the  last  two  or  three  years,  and  addi- 
tionally we  have  two  monopolistic  suppliers 
in  terms  of  British  Steel  and  the  National 
Coal  Board  whose  price  increases  over  the 
last  two  years  have  far  outweighed  any  price 
increases  in  castings  manufacturing  in  the 
EEC  side  of  exports. 

870.  Are  you  telling  us  something  dif- 
ferent instead  of  the  answer  yes  to  my  ques- 
tion, that  the  monopolistic  suppliers  are 
supplying  scran  to  Spain  at  a lower  price 
than  the  would-be  British  purchasers  after 
this  60  per  cent  increase? 

(Mr  Gledhill.)  I think  there  is  a decline 
1 See  p 238 


in  the  British  market  which  has  in  effect 
caused  our  steel  scrap  suppliers  to  export. 

I am  not  clear  on  the  price  of  their  export. 
That  is  the  only  reservation  I have  about 
answering  specifically.  I am  not  clear,  nor 
have  I access  to  that  information. 

871.  Have  you  any  evidence  that  it  is 
being  sold  in  Spain  by  a quasi-monopoly 
supplier  at  a substantially  lower  price  than 
the  same  supplier  is  prepared  to  sell  it  in 
the  home  market?  That  is  a clear  case  of 
dumping,  is  it  not? 

(Mr  Gledhill.)  Yes. 

Chairman 

872.  As  I understand  it  you  do  not 
believe  yourself  to  be  in  a position  to  make 
any  real  comment  upon  that? 

(Mr  Gledhill.)  No. 

(Mr  Sutherland.)  That  is  right.  We  are 
objecting  to  the  fact  that  — 

873.  You  are  really  giving  us  some 
hearsay  evidence.  We  shall  get  some  best 
evidence.  If  you  let  us  have  a paper  you  can 
produce  we  may  have  the  opportunity  of 
asking  other  people. 

(Mr  Sutherland.)  We  would  very  much 
like  to  do  that.  This  is  an  area  where  I was 
meeting  Mr  Emery  on  this  many  years  ago 
and  we  are  still  arguing  the  same  point,  but 
we  are  very  concerned  about  it  and  we 
cannot  confirm  what  price  scrap  is  going 
into  Spain  at.  What  we  can  confirm  is  that 
it  is  coming  back  to  us  in  the  form  of  added 
value  products  at  prices  which  are  very 
much  subsidised  because  of  the  export 
market. 

Mr  Maxwell-Hyslop 

874.  Yet  we  learned  in  earlier  evidence 
a few  moments  ago  that  the  value  added 
element  in  turning  it  into  a bath  is  very 
slight  in  terms  of  labour. 

(MrSutherland.)  Yes,  but  not  in  castings. 

(Mr  Waddell.)  May  I make  one  point 
concerning  energy  costs  which  affects  all  of 
British  industry?  We  have  operations  in 
Holland  which  are  comparable  with  ours  in 
the  UK  in  the  manufacture  of  ceramics  and 
we  have  been  comparing  the  cost  of  our 
energy  which  we  use  in  great  quantities  in 
the  UK  against  what  our  competitors  have 
to  buy  it  at  throughout  the  EEC.  If  I may 
table  some  figures,  in  France  they  are  pay- 
ing 13.76  per  therm,  in  Germany  13.85,  in 
Holland  15.73;  Italy,  we  do  not  have  these 
figures , but  it  is  certainly  lower  than  France. 
In  the  UK  we  are  currently  paying  19  and 
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it  is  going  to  rise  to  26  within  a very  short  (Chairman.)  I think  that  must  bring  our 

period  of  time.  That  puts  us  at  a great  proceedings  to  a dose.  I know  all  my  col- 

disadvantage.  leagues  would  wish  to  join  with  me  in  saving 

thank  you  very  much  indeed,  Mr  Suther- 
land, and  your  colleagues  for  your  attend- 
Mr  Thompson  ance  this  morning  ana,  if  I may  say  so,  for 

875.  Are  those  figures  including  the  the  very  frank  way  in  which  you  have 

VAT  content?  answered  our  questions  and  posed  so  many 

(Mr  Waddell.)  Those  are  excluding  VAT  of  the  serious  problems  affecting  the  mem- 
content?  bers  of  your  organisation.  We  nave  taken 

note  of  them.  We  will  do  what  we  can  to 

876.  They  all  pay  VAT  on  top  of  that?  assist.  Our  report  will  be  published  in  a 

(Mr  Waddell.)  I will  check  that  through  little  time  to  come  and  you  will  have  a copy 

to  find  out  whether  it  is  inclusive  or  exdu-  of  it  in  due  course.  Meanwhile  thank  you 
sive  of  VAT.  very  much  indeed  for  your  attendance. 
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ESCALATION  OF  COSTS  OF  RAW  MATERIALS  (Q866)  (M176) 
Supplementary  information  submitted  by  the  Metal  Trades  Organisations 

1.  The  competitive  position  of  iron  castings  manufactured  in  the  UK  has  deteriorated 
over  the  period  from  1974  to  1979.  Some  of  the  reasons  for  this  deterioration  have  been 
outside  the  control  of  the  manufacturing  companies. 

2.  Specifically  these  reasons  are: — 

(1)  The  strengthening  of  the  Pound  Sterling. 

(2)  Percentage  increases  in  basic  material  costs  over  and  above  those  of  competing 
European  Nations. 

(3)  Percentage  increases  in  basic  fuel  (processing)  costs  in  advance  of  most  other 
competing  European  Nations. 

3.  Leaving  aside  the  effects  of  a stronger  pound,  which  does  affect  the  competitive 
aspect,  these  comments  may  be  helpful: — 

(1)  Materials 

Major  use  is  made  in  the  ironfounding  industry  of  large  amounts  of  basic  raw 
material,  pig  iron,  cast  iron  scrap,  and  steel  scrap.  These  materials  account  for 
not  less  than  30  per  cent  of  the  total  cost  of  an  iron  casting.  Cost  savings  can  be 
affected  by  varying  the  mix  of  the  materials. 

It  can  readily  be  observed  from  Appendix  1 that  apart  from  Austria  and  France 
the  general  rate  of  cost  escalation  of  these  materials  is  much  higher  in  the  UK 
than  elsewhere.  One  can  question  the  ability  of  France  to  maintain  its  competitive 
position  but  it  undoubtedly  does  so,  possibly  by  Government  assistance.  One 
can  also  observe  the  significance  of  British  Steel  pricing  policy  on  Pig  Iron  prices. 

(2)  Fuel  (Process) 

The  most  significant  fuel  used  in  the  melting  of  metals  in  ironcasting  still  is 
foundry  coke,  of  which  508,000  tonnes  were  used  in  1979.  Study  of  Appendix  n 
again  reflects  the  rapid  rise  of  UK  costs  in  comparison  with  other  European 
nations.  The  National  Coal  Board  is  a monopoly  supplier  of  foundry  coke  to  UK 
Industry  and  in  view  of  the  European  situation  one  must  question  their  pricing 
policies  in  terms  of  the  effectiveness  of  the  ironfounding  industry. 

4.  Conclusions 

The  Position  of  the  UK  ironfounding  industry  with  respect  to  competitiveness  has 
deteriorated.  This  deterioration,  discounting  industry  factors,  is  and  has  been  affected  by 
more  rapidly  increasing  costs  of  raw  materials  and  fuel.  In  this  respect  the  pricing  policies 
of  two  Nationalised  industries  (British  Steel  and  National  Coal  Board)  are  particularly 
relevant. 

7 May  1980 
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ANNEX  I 


EUROPEAN  RAW  MATERIAL  PRICES 

Scrap  Iron  and  Sled  (Prices  in  £s  Sterling  per  tonne) 
Medium  Cast  Iron  — Cupola  Size 


Date 

1974  End 

1975  End 

1976  End 

1977  End 

1978  End 

1979  End 


29.89  100 
32.13  108 
43.86  147 

46.55  156 

55.24  185 

53.91  180 


52.42  89 

47.89  81 

56.97  97 
68.36  116 


1975  End 

1976  End 

1977  End 

1978  End 


1979  E 


37.48  94 

54.39  136 

56.90  143 

62.60  157 
57.50  144 


66.04  100 
53.78  81 

62.24  94 

54.27  82 
68.03  103 

77.90  118 


Steel  Scrap 

1974  End 

1975  End 

1976  End 

1977  End 

1978  End 

1979  End 


31.38  100 
33.73  107 
52.63  168 
44.31  141 
43.09  137 
42.05  134 


62.24  103 
54.27  90 
64.63  107 
73.13  122 


Pig  Iron  (Low  Phosphorus  0.1%  — 0.7%) 

1974  End  104.61  100 

1975  End  104.42  100 

1976  End  122.81  117 

1977  End  113.79  109 

1978  End  121.52  116 

1979  End 


118.60  113 


94.93  100 

94.43  100 
123.67  130 

106.15  112 
113.10  119 
NA  — 


54.72  100 
43.09  79 
46.26  85 
42.29  77 

56.44  103 
71.70  131 


57.12  100 

49.72  87 

51.60  90 
46.74  82 

61.73  108 

77.22  135 


55.68  100 
40.33  72 
44.48  80 
40.07  72 
62.61  112 
71.15  128 


74.87  100 

93.92  125 

104.39  139 
97.94  131 
103.47  138 


Germany 


56.98  100 

35.91  83 

49.25  86 
45.96  81 
49.80  87 
64.68  114 


71.55  100 

51.98  73 

63.59  89 
55.76  78 

64.60  90 

78.27  109 


61.84  100 
42.53  69 
57.98  94 

50.93  82 

63.93  103 
78.91  128 


81.27  100 

96.39  119 
118.45  145 
118.01  145 


74.06  100 
52.46  71 

63.55  86 
NA  — 


91.84  100 
63.31  69 
76.33  83 
60.20  66 
73.76  80 
104.35  114 


88.22  100 
96.96  110 
104.24  118 
92.84  105 

98.93  112 
110.42  125 


55.25  100 
30.38  55 
43.06  78 
33.33  60 

45.98  83 
60.82  110 


67.15  100 
46.03  69 

63.39  94 
47.12  70 

58.39  87 
73.68  110 


59.92  100 
39.13  65 
49.64  83 
43.10  72 


81.27  100 

96.39  119 
118.45  146 
118.01  145 


39.71  100 
32.50  82 

35.93  90 
33.62  85 
37.38  94 
51.36  129 


43.16  100 
33.66  78 

42.73  99 

39.23  91 
40.59  94 
53.80  125 


49.25  II 
71.00  1- 
100.50  21 
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EUROPEAN  FUEL  (PROCESSING)  COSTS 
Foundry  Coke  (Prices  in  Is  Sterling  per  tonne) 

Austria  Belgium  France  Germany  Italy  Netherlands  UK 

Date  t % £ % £ % £ % £ % £ % 

1974  End  53.80  100  55.78  100  35.57  100  42.00  100  73.27  100  51.42  100 

1975  End  58.90  109  60.41  108  48.78  137  51.03  121  73.30  100  63.99  124 

1976  End  77.19  143  82.15  147  54.09  152  70.32  167  90.32  123  86.59  168 

1977  End  75.86  141  80.05  144  53.98  152  70.06  167  80.44  110  86.20  168 

1978  End  81.02  151  85.29  153  63.96  180  79.74  190  79.56  109  95.16  185 

1979  End  85.35  159  79.73  143  62.99  177  80.40  191  85.38  117  92.51  180 
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EXPORT  OF  METAL  SCRAP  (Q866)  (M177) 

Supplementary  information  submitted  by  the  Metal  Trades  Organisations 

1.  At  the  present  time  there  is  no  restriction  on  the  export  of  scrap  to  countries  within 
the  EEC  and  indeed  under  the  European  Coal  and  Steel  Community  Treaty  there  is  little 
on  the  export  trade  as  a whole.  With  regard  to  third  countries  however,  up  to  September 
1979  the  Department  of  Industry  restricted  both  the  total  tonnage  of  ferrous  scrap  and  the 
proportion  of  that  trade  which  represents  high  grade  scrap.  The  most  recent  restriction 
was  60,000  tonnes  per  month  of  which  3,000  tonnes  per  month  was  available  for  high 
grade  scrap. 

2.  Since  September  1979  the  export  of  scrap  has  been  unrestricted  although  a moni- 
toring system  has  been  introduced. 

3.  The  Association  has  repeatedly  stated  a case  to  the  Department  of  Industry  that  the 
export  of  scrap  should  not  only  be  restricted  but  severely  curtailed.  Regrettably,  the 
Department  of  Industry  argue  on  a different  basis  from  the  Association.  In  particular,  I 
am  advised  by  Member  firms  that  several  shipments  of  substantial  tonnages  are  being 
exported  to  Spain  and  further,  that  scrap  is  exported  through  countries  such  as  Holland 
to  Spain. 

4.  It  is  with  regard  to  the  HM  Customs  & Excise  statistics  on  which  the  Department  of 
Industry  base  their  knowledge  that  the  whole  problem  arises.  There  are  attached  copies 
(Tables  1 and  2)  of  the  latest  statistics  from  HM  Customs  & Excise  showing  the  export  of 
scrap  both  during  the  first  quarter  of  1980  with  comparative  figures.  By  way  of  explanation, 
all  scrap  whether  of  iron  or  steel  comes  under  a broad  heading  “Waste  and  Scrap  Metal 
of  Iron  or  Steel”  (Code  No.  7303).  Each  sub-section  if  further  identified  and  has  a separate 
sub-code  number.  The  relevant  description  and  sub-code  number  between  each  sub- 
section have  been  underlined.  A statement  (Table  3)  copy  attached  details  the  various 
sections. 

5.  The  Department  of  Industry  have  over  the  years  claimed  that  Spain  does  not  take 
a significant  tonnage  of  cast  iron  scrap  material.  In  support  of  this  view  they  quote  the 
relevant  sub-section  — 2,000  and  indeed  for  the  first  quarter  of  this  year  Spain  took  a 
modest  5,378  tonnes  less  than  10  per  cent  of  all  exports  under  this  heading.  They  point  to 
this  fact  and  take  the  view  that  as  the  other  sections  (except  5,900)  are  unusable  by 
foundries,  although  there  are  substantial  tonnages  involved,  it  should  not  affect  the 
Foundry  Industry. 

6.  It  is,  however,  when  one  studies  section  5,900  that  out  of  a total  tonnage  of  342,000 
Spain  took  209,400,  that  one  begins  to  question  whether  merchants  are  properly  coding 
their  export  licences  — this  section  would  appear  to  allow  usable  foundry  scrap  to  be 
exported  (although  this  is  denied  by  the  Department  of  Industry).  At  the  end  of  the  day 
it  should  be  borne  in  mind  that  the  Customs  & Excise  Officer  on  the  quay  has  the 
responsibility  of  checking  that  the  items  comply  properly  with  their  description.  One 
questions  their  competence  to  do  so.  Further,  as  the  Department  of  Industry  use  as  their 
monitoring  section  2,000,  it  is  considered  to  be  the  case  that  merchants  re-code  usable 
foundry  cast  iron  scrap  under  5,900  in  order  to  avoid  restriction. 

7.  It  has  taken  the  Association  some  considerable  time  and  effort  to  establish  the  loop 
holes  in  the  system  but  it  has  proved  impossible  to  convince  the  Department  of  Industry. 

8.  The  EEC  have  now  issued  a draft  Directive  “concerning  exports  of  scrap  to  non- 
Member  companies” . This  Directive  does  not  restrict  the  export  of  scrap  to  third  countries 
but  it  will  maintain  licensing  procedures  and  it  does  for  the  first  time  afford  official 
recognition  to  the  importance  of  scrap  as  a vital  raw  material  within  the  EEC  as  a whole. 
Whilst  there  is  no  information  that  this  Directive  will  be  adopted,  it  appears  that  the 
Department  of  Industry  is  generally  against  its  introduction.  The  Association's  view  would 
be  that  this  is  a step  in  the  right  direction  towards  monitoring  more  effectively  the  export 
of  scrap  to  third  countries. 
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9.  There  are  really  two  main  problems: 

(1)  The  accuracy  and  reliability  of  the  Export  Statistics 
and 

(2)  The  policy  of  Government  with  regard  to  the  export  of  scrap. 

On  the  first  problem  the  Association  believes  that  the  Customs  Service  owe  a greater  duty 
to  ensure  that  the  figures  axe  reliable.  The  recent  pronouncements  of  the  Scrap  Federation 
on  the  scale  of  exports  of  scrap  demonstrate  that  the  Statistics  do  not  represent  the  true 
situation  which  is  effectively  that  750,000  tonnes  of  metal  scrap  was  exported  during  the 
first  three  months  of  1980,  and  that  450,000  tonnes  or  60  per  cent  of  that  went  to  Spain  to 
be  returned  in  the  form  of  cheap  castings. 

With  regard  to  the  second  point  it  is  in  the  view  of  the  Association  almost  criminal  that 
UK  should  export  such  a valuable  raw  material  to  the  detriment  of  the  UK  Foundry 
Industry.  Particularly  so  when  it  is  noted  that  the  price  of  scrap  at  home  has  been  escalated 
in  time  of  poor  trading. 

7 May  1980 

Table  1 

BRITISH  IRON  FOUNDERS’  ASSOCIATION 
EXPORT  OF  SCRAP  MATERIAL 


All  destinations 

Metric  tonnage 


January-December 

1978 

January-December 

1979 

January-March 

1979 

January-March 

1980 

1000 

94,728 

96,123 

24,030 

65,622 

Code 

2000 

162,980 

178,542 

42,854 

77,830 

Code 

3000 

20 

259 

— 

— 

Code 

4100 

24,901 

20,696 

4,562 

6,965 

Code 

4900 

3,755 

4,695 

404 

4,725 

Code 

5100 

440,300 

378,848 

97,175 

180,521 

Code 

5300 

127,825 

88,710 

20,841 

69,158 

Code 

5500 

5,347 

4,342 

551 

300 

Code 

5900 

705,046 

565,667 

154,072 

342,050 

1,564,902 

1,337,882 

344,489 

747,171 

Extracted  from  HM  Customs  & Excise  Statistics 


Table  2 


BRITISH  IRONFOUNDER’S  ASSOCIATION 
EXPORT  OF  SCRAP  MATERIAL 


January-December 

1978 

January-December 

1979 

January-March 

1979 

January-March 

1980 

Code  1000 

25,843 

28,769 

7,192 

33,342 

Code  2000 

12,700 

12,980 

2,355 

5,378 

Code  3000 

— 







Code  4100 









Code  4900 

— 





1,200 

Code  5100 

316,641 

325,643 

89,162 

159,109 

Code  5300 

62,931 

55,167 

10,103 

40,951 

Code  5500 

1,200 

1,728 

551 



Code  5900 

357,545 

221,756 

51,721 

209,425 

776,860 

646,043 

161,084 

449,405 

Extracted  from  HM  Customs  & Excise  Statistics 
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Table  3 


BRITISH  IRONFOUNDERS’  ASSOCIATION 
EXPORT  OF  SCRAP  MATERIAL 


Sub-code 

Number 


HM  Customs  & Excise  Categories 

January-March, 

Description  1980 

Metric  Tonnes 


1,000  neither  sorted  nor  graded  65,622 

Refers  really  to  large  pieces  of  scrap  such  a sheet  steel  for  ships,  building,  constructions, 
etc. 


2.000  of  pig  iron  or  cast  iron  77,830 

Refers  to  what  we  would  call  high-grade  usable  cast  iron  scrap  which  would  be  generally 
employed  by  Member  firms. 

3.000  of  tinned  iron  (irrelevant)  Nil 

4,100  of  stainless  or  heat  resisting  steel  6,965 

Possibly  refers  to  products  such  as  old  steel  sinks  and  off-cuts  from  engineering  firms 
involved  in  the  use  of  special  steels. 


4,900 


of  other  alloy  steel 


4,725 


Refers  specifically  to  steel  which  iron  foundries  could  not  use. 

5,100  other  turnings,  shavings  chips,  milling  waste,  etc  180,521 

Refers  to  milling  material  and  waste  not  exceeding  3mm  — again  unusable  by  foundries. 

NOTE'.  It  is  interesting  to  note  that  Spain  takes  159,000  tonnes  of  this  material. 

5,300  other  bundles  cadmium/plated  or  not,  etc  69,158 

Probably  refers  to  bundled  scrap  such  as  might  be  reproduced  by  a large  merchant  with 
a crusher  — such  material  is  unusable  by  foundries  — cars,  machinery,  etc. 

5,500  not  alloyed  bundles,  other  300 

Not  known  but  fairly  insignificant. 

5,900  other,  not  alloyed,  other  342,050 

The  terminology  used  to  describe  this  heading,  ie  other,  not  alloyed,  other  — is  a Customs 
& Excise  description  to  cover  items  which  are  not  included  elsewhere  I The  significant 
points  however,  are  that  the  material  is  sorted  or  graded  and  is  not  alloyed.  It  is  also 
significant  that  once  again  Spain  takes  210,000  tonnes,  considerably  more  than  any  other 
country. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


244 

MINUTES  OF  EVIDENCE  TAKEN  BEFORE 

14  May  1980] 

[Continued 

WEDNESDAY  14  MAY  1980 


Members  present: 

Sir  Dor.ald  Kaberry , in  the  Chair 
Mr  Kenneth  Carlisle  Mr  Peter  Emery 

Mr  Eric  Cockeram  Mr  Robin  Maxwell-Hyslop 

Mr  Stan  Crowther  Mr  Donald  Thompson 


Memorandum  submitted  by  the  British  Textile  Confederation  (M98) 


1.  Introduction 

1.1  The  UK  textile  industry,  with  over  450,000  employees  and  sales  in  1979  of  over 
£6,000  million,  is  one  of  the  major  industries  in  the  UK.  The  textile  industry  and  the 
associated  clothing  industry  together  represent  almost  10  per  cent  of  UK  manufacturing 
output  and  employment.  Their  fortunes  are  heavily  influenced  by  developments  in 
international  trade,  with  textile  and  clothing  exports  amounting  in  1979  to  £2, 300  million 
and  imports  to  almost  £3,000  million. 

1.2  The  British  Textile  Confederation  therefore  welcomes  the  opportunity  to  put  to 
the  Committee  its  views  on  import  and  export  trade  in  textile  products,  with  particular 
reference  to  the  operation  and  effectiveness  of  national  and  international  rules  and 
practices. 

1.3  The  British  Textile  Confederation  represents  trade  associations  and  trade  unions 
in  the  UK  textile  industry.  Its  role  is  to  promote  policies  for  improving  the  prosperity  of 
the  British  textile  industry. 

2.  Import  Penetration 

2.1  By  value,  import  penetration  of  the  UK  textile  industry  in  1978  has  been  estimated 
as  30  per  cent  and  that  of  the  clothing  industry  as  26  per  cent.  This  seriously  underestimates, 
however,  the  impact  of  the  volume  of  textile  and  clothing  imports. 

2.2  In  terms  of  weight,  penetration  by  textile  and  clothing  imports  (excluding  man- 
made fibres)  in  1978  represented  52  per  cent  of  total  domestic  demand  for  textile  products. 
For  some  individual  products,  penetration  is  considerably  higher,  eg 


% 

Cotton  Cloth 

65 

Jeans 

72 

Knitted  shirts 

79 

Woven  shirts 

64 

Blouses 

56 

2.3  In  1979,  imports  from  the  EEC  represented  34  per  cent  of  total  UK  textile  and 
clothing  imports,  by  weight.  They  have  grown  very  substantially  in  recent  years,  and  by 
1979  were  68  per  cent  above  their  1976  level.  Much  of  this  was  to  be  expected,  as  the  UK 
became  integrated  into  intra-EEC  trade.  The  process  has  been  accelerated,  however,  by 
the  following  factors: 

(i)  the  strength  of  sterling  relative  to  other  EEC  currencies 

(ii)  a temporary  rise  in  consumer  demand  in  the  UK  at  a time  when  demand  was  flat 
elsewhere  in  the  EEC 

(iii)  concentration  of  fashion  demand  in  areas,  eg  corduroy,  where,  for  historic  reasons, 
UK  production  facilities  are  limited 

(iv)  concentration  of  the  retail  structure,  which  makes  the  UK  market  uniquely  easy  for 
overseas  suppliers  to  penetrate. 
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2.4  Imports  from  developed  countries  outside  the  EEC  accounted  in  1979  for  14  per 
cent  of  total  textile  and  clothing  imports.  The  USA  was  the  dominant  supplier  among 
these  countries,  and  its  exports  to  the  UK  were  81  per  cent  higher  by  weight  in  1979  than 
its  1976  performance.  This  increase  has  caused  major  problems  in  the  UK  industry,  since 
most  of  it  has  been  concentrated  in  relatively  few  products:  The  following  table  shows  the 
rise  in  imports  for  several  products  between  1978  and  1979: 


1978 

1979 

Change 

Nylon  carpet  yarn 

2,713t* 

+ 85% 

Polyester  filament  yam 

5.114T 

12.391+ 

+142% 

Man-made  fibre  tufted  carpets 

2,496t 

10,356t 

+315% 

Man-made  fibre  bed  linen 

886t 

1,772+ 

*t — tonnes 


While  imports  from  the  USA  have  certainly  been  encouraged  by  the  strength  of  sterling 
against  the  dollar  and,  in  the  case  of  carpets,  by  the  UK’s  concentrated  retail  structure, 
a major  cause  of  this  import  surge  is  the  cost  advantage  obtained  by  the  United  States 
fibre  and  textile  producers  from  the  controlled  low  prices  of  domestic  production  of  their 
oil  and  gas  raw  materials  and  energy  needs;  these  prices  are  artificially  set  at  well  below 
the  world  market  level  which  UK  producers  have  to  pay.  Although  this  is  now  widely 
regarded  as  an  unacceptable  distortion  of  normal  trading  conditions,  the  EEC  has  still 
authorised  only  very  limited  action  to  deal  with  it.  Quotas  have  been  set  for  polyester 
filament  and  nylon  carpet  yarns,  but  at  a level  allowing  continued  disruption,  while  a UK 
request  for  quotas  on  carpets  was  rejected.  Very  serious  difficulties  are  now  faced  by  UK 
carpet  manufacturers.  Further  action  is  urgently  needed  to  prevent  further  and  wider 
damage  to  the  UK  industiy. 

2.5  In  passing,  it  should  be  noted  that  the  USA  itself,  where  import  penetration  in 
textiles  and  clothing  has  been  held  down  to  less  than  half  the  UK  level,  has  a vigorous 
textile  policy.  President  Carter  has  undertaken  that  “import  surges . . . will  be  agressively 
controlled,  whether  they  occur  from  one  source  or  many,  under  agreements  or  otherwise” . 
His  Administration  has  stated  that  it  “is  determined  to  assist  the  beleaguered  textile  and 
apparel  industry  and  is  committed  to  its  health  and  growth”. 

2.6  The  UK  has  competed  successfully  against  the  remaining  developed  countries,  with 
import  volume  from  them  rising  by  only  8 per  cent  between  1976  and  1979. 

2.7  The  question  of  imports  from  low-wage  and  state  trading  countries  is  considered  in 
detail  in  the  attached  submission,  “World  Textile  Trade  after  1981”.  This  sets  out  the 
background  to  the  19  per  cent  volume  increase  in  imports  which  has  taken  place  from 
these  countries  since  1976  — a period  in  which  UK  demand  for  textiles  and  clothing  has 
risen  by  only  9 per  cent  and  is  now  falling.  These  countries  remain  our  largest  suppliers, 
accounting  in  1979  for  52  per  cent  of  total  textile  and  clothing  imports  and  for  79  per  cent 
in  the  case  of  clothing  alone. 

2.8  This  increase  has  taken  place  despite  the  existence,  since  1978,  of  a series  of  new 
bilateral  agreements  and  understandings  between  the  EEC  and  its  major  low-cost  textile 
suppliers,  intended  to  bring  growth  of  imports  into  a better  balance  with  the  slow  rise  in 
consumption.  The  fact  that  the  growth  in  imports  has  been  larger  than  expected  is  largely 
due  to  weaknesses  in  the  arrangements  with  the  EEC’s  Mediterranean  ana  ACP  associate 
countries,  as  the  following  table  shows  dearly: 


Source  of  imports 

Rise  in  UK  import  volume 
1976-79 

Hong  Kong,  Taiwan,  Korea 

+ 10% 

Spain,  Greece,  Portugal 

+ 43% 

Other  Mediterranean  associates 

+ 78% 

ACP  associates 

+450% 
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These  figures  also  point  out  the  need  for  strict  transitional  arrangements  to  prevent 
disruption  in  the  textile  and  clothing  industries  when  the  EEC  is  enlarged. 

The  EEC’s  bilateral  agreements  with  non-associated  countries,  under  the  GATT  Multi 
Fibre  Arrangement  (MFA)  have  worked  better,  although  here  too  there  are  weaknesses. 

2.9  Paragraph  4 of  the  attached  submission  sets  out  the  wavs  in  which  the  EEC’s 
arrangements  for  imports  from  low-cost  sources  must  be  strengthened  if  the  future  of  a 
healthy  UK  textile  industry  is  to  be  assured. 

3.  Exports 

3.1  By  value,  the  UK  textile  industry  exports  about  27  per  cent  of  its  output,  while  the 
comparative  figure  for  the  clothing  industry  is  17  per  cent.  The  value  of  total  textile  and 
clothing  exports,  which  reached  £2,300  million  in  1979,  has  grown  by  51  per  cent  since 
1976,  and  represents  about  7 per  cent  of  total  exports  of  manufactured  goods.  Some 
sectors  export  much  more  than  the  average:  for  example,  over  40  per  cent  of  wool  textile 
production  is  exported,  while  the  overseas  sales  of  many  Scottish  Knitwear  firms  account 
for  over  75  per  cent  of  their  output.  The  clothing  industry  has  almost  doubled  the  value 
of  its  exports  since  1976. 


3.2  The  increase  in  export  volume  has  been  much  less  satisfactory,  as  the  following 
table  shows: 


Increase  in  export  volume 
1976-1979 

Man-made  fibres,  etc 

+ 14% 

Yams,  fabrics,  etc 

- 2% 

Clothing 

+ 16% 

Total  textiles  and  clothing 

+ 7% 

3.3  UK  economic  conditions  have  been  an  important  factor  in  holding  back  exports. 
The  combination  of  the  high  rate  of  inflation  and  the  rise  of  sterling  compared  with 
developments  in  prices  and  exchange  rates  in  most  important  markets,  has  put  constant 
pressure  on  costs.  High  interest  rates  by  international  standards  have  also  been  harmful. 
In  the  past  two  years,  the  rise  of  sterling  against  other  major  currencies  has  had  a very 
serious  effect.  One  major  company  has  stated  recently  that  its  prices  in  Japan  have  had 
to  rise  by  45  per  cent  in  twelve  months  to  take  account  of  inflation  and  currency 
movements.  These  factors  have  seriously  reduced  the  competitiveness  of  British  textile 
producers. 

3.4  These  factors,  combined  with  the  erosion  of  UK  production  capacity  by  a rising 
level  of  imports,  largely  explain  why  the  UK  industry’s  strenuous  efforts  to  improve  its 
international  competitiveness  have  so  far  not  given  a satisfactory  return.  Over  £2,000 
million  capital  expenditure  (at  1975  constant  prices)  took  place  during  the  1970s,  and 
productivity  has  been  improved  by  more  than  in  manufacturmg  industry  as  a whole. 

3.5  Despite  intensive  marketing  efforts  in  the  Community,  the  rise  in  our  exports  to 
other  member  states  and  in  our  share  of  intra-EEC  trade  has  remained  disappointingly 
slow,  although  many  individual  companies  have  success  stories  to  report.  Demand  for 
textiles  and  clothing  has  been  sluggish  in  the  Community  for  several  years,  and  it  is  always 
hard  to  make  an  impact  in  a low  growth  market.  The  fragmented  retail  structure  in  other 
member  states  has  caused  difficulties  in  making  contact  with  potential  customers.  The 
growing  practice  of  outward  processing,  in  the  absence  of  effective  EEC  controls,  has 
limited  the  scope  for  clothing  exports.  On  the  other  hand,  while  technical  barriers  to  trade 
are  a nuisance  and  source  ofexpense,  they  are  not  generally  regarded  as  a major  obstacle. 

3.6  Outside  the  EEC,  tariff  barriers  are  a major  hindrance  to  our  exports.  The  following 
table  shows  the  tariff  rates  percentages  UK  and  other  EEC  exporters  face  in  some 
potentially  major  markets,  with  EEC  rates  noted  by  way  of  comparison: 
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(EEC) 

USA 

Australia 

S.  Korea 

Brazil 

Cotton  Yarn 

0) 

14.5 

6-28 

40 

85 

Cotton  fabric 

(14) 

15 

75 

80 

205 

Wool  fabric 

(13) 

44 

34 

80 

205 

Knitted  outerwear 

(18) 

22-42 

34 

100 

105 

Woven  outerwear 

(17) 

32 

39-49 

100 

105-155 

The  textile  industry  pressed  strongly  during  the  GATT  Multilateral  Trade  Negotiations 
in  1978  and  1979  for  a major  EEC  effort  to  harmonise  textile  tariffs  throughout  the  world, 
but  this  was  not  successful.  Only  the  USA,  in  addition  to  the  EEC,  offered  significant 
reduction  in  its  tariffs  but,  even  so,  United  States  textile  tariffs  will  remain,  on  average, 
28  per  cent  higher  than  the  Community’s.  The  harmful  USA  tariff  on  wool  cloth  will 
remain  at  33  per  cent.  Other  countries,  with  even  higher  tariffs,  offered  virtually  no 
reductions  of  any  significance. 

3.7  Non-tariff  barriers  remain  a very  serious  obstacle  to  our  exports.  Even  the  most 
advanced  of  the  Newly  Industrialising  Countries  (except  Hong  Kong,  which  is  tariff-free, 
and  Singapore)  have  onerous  requirements  covering  licences,  import  deposits,  surcharges 
and  foreign  exchange.  South  Korea,  for  example,  effectively  bans  most  textile  and 
virtually  all  clothing  imports  — while  itself  intending  to  become  the  world’s  largest 
clothing  exporter.  Greece,  Spain  and  Portugal,  although  potentially  a large  market  for 
intermediate  textile  products  and  for  quality  knitwear  and  clothing,  also  take  a restrictive 
approach,  despite  their  imminent  or  likely  membership  of  the  Community. 

4.  Conclusion 

This  paper,  and  the  attached  submission1,  set  out  the  Confederation’s  views  on  import 
and  export  trade  in  textile  products.  We  should  be  very  pleased  if  the  Committee  wishes, 
to  supplement  these  views  by  oral  evidence. 

2 April  1980 


’Not  printed  with  the  evidence. 
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Memorandum  submitted  by  the  Confederation  of  British  Wool  Textiles  Limited  (M93) 


Introduction 

The  UK  wool  textile  industry  is  mainly  centred  in  West  Yorkshire  but  there  are 
important  areas  of  production  in  Scotland  and  the  West  Country.  It  is  a multi-fibre 
industry,  making  use  not  only  of  wool  and  other  animal  fibres  but  also  man-made  fibres 
and,  to  a lesser  extent,  of  cotton — about  half  the  fibre  used  is  wool. 

The  industry  produces  a good  deal  of  the  fabrics  for  outerwear  used  in  the  UK  (but  less 
than  formerly,  as  will  be  described  below),  most  of  the  yarn  for  the  weaving,  knitting  and 
carpet  industries,  woven  upholstery  fabrics  and  woven  blankets.  It  exports  to  over  150 
foreign  markets,  to  a value  in  excess  of  £400m  hi  1979. 

It  provides  employment  for  about  70,000  people  (40  per  cent  of  them  female),  often  in 
areas  where  alternative  employment  is  scarce  or  non-existent. 

Import  Penetration 

Apart  from  Italian  fabrics,  which  will  be  dealt  with  below,  the  industry  did  not  really 
have  an  import  problem  until  the  1970s,  when  imports  of  downstream  products  from  low- 
cost  producers  started  to  increase  at  a dramatic  rate.  The  value  of  imported  outergarments 
(including  knitwear),  all  of  which  reduce  our  market  for  yams  and  fabrics,  grew  from 
£78m  in  1970  to  £817m  by  1979. 

The  reasons  for  this  were  twofold:  firstly,  there  is  now  little  doubt  that,  by  the  mid- 
1970s,  UK  garment  makers  had  been  left  far  behind,  technologically,  by  their  overseas 
competitors,  which  resulted  in  increased  imports  of  finished  garments  from  high-cost 
producers;  secondly,  the  increased  availability  of  very  cheap  garments,  produced  in  cheap 
labour  economies  at  a time  when  supply  generally  exceeded  demand,  presented  the  UK 
retail  trade  with  opportunities  of  achieving  much  higher  mark-ups  than  did  home-produced 
merchandise  — part  of  this  low-cost  supply  originated  from  the  Comecon  bloc,  from 
whence  goods  are  sold  at  prices  not  related  to  the  cost  of  manufacture  but  rather  to  the 
pressing  need  to  obtain  hard  currency. 

Eastern  Europe  is  still  a problem  in  relation  to  price.  For  instance,  in  1979,  men’s  and 
boys’  suits,  wholly  or  predominantly  of  wool,  arrive  in  the  UK  at  the  following  average 
landed  prices:- 

Romania  £15.20  Poland  £17.70 

Hungary  £13.30  Czechoslovakia  £12.30 

Although  the  number  of  suits  is  not  very  high,  it  requires  only  a modest  volume  at  such 
debased  prices  to  destroy  the  price  structure  in  the  market  place.  As  an  international 
commodity,  wool  is  sold  at  world  prices,  known  to  all  users,  ana  it  is  impossible  to  produde 
finished  garments  at  such  low  prices. 

The  volume  of  garments  arriving  from  the  less  developed  countries  is,  in  theory, 
controlled  by  the  bilateral  agreements  made  under  the  Multifibre  Arrangements  (MFA), 
but,  as  far  as  the  UK  is  concerned,  the  quota  is  often  so  high  as  to  account  for  a majority 
share  of  the  British  domestic  market.  Additionally,  although  the  national  shares  of  the 
total  EEC  quotas  are  aimed  at  limiting  the  intake  by  each  Member  State,  the  UK,  with 
its  highly  developed  and  very  efficient  retail  distribution  system,  is  an  easy  target  for 
entrepreneurs  in  other  EEC  Member  States  to  offload  additional  supplies  by  way  of  free 
circulation.  The  essential  incompatibility  of  the  theory  of  free  circulation  and  national 
quotas  is  one  the  EEC  Commission  has  consistently  failed  to  resolve  and,  indeed,  the 
position  is  now  about  to  be  made  worse  by  a new  Directive  drastically  curtailing  the  use 
of  Article  115  of  the  Rome  Treaty,  following  the  decision  of  the  European  Court  in  the 
Donkewolcke  case. 

With  regard  to  the  MFA  itself,  the  committee  will  be  aware  of  the  number  of  instances 
where  its  provisions,  so  long  debated  and  so  hardly  won,  have  not  been  enforced.  There 
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is  a justifiable  feeling  within  the  textile  and  clothing  industries  as  a whole  that  the  EEC 
Commission  has  a very  ambivalent  view  of  the  industry,  being  only  too  ready  to  emphasise 
the  difficulties  of  taking  action,  often  for  overriding  political  reasons  — management  and 
employees  can,  therefore,  perhaps  be  forgiven  for  holding  the  view  that  the  industry  is 
often  used  as  an  international  currency.  Further  examples  of  the  Commission’s  somewhat 
negative  approach  are  to  be  found  in  the  operation  of  the  Generalised  Scheme  of 
Preferences  and  the  Lomd  Convention. 

Reference  was  made  earlier  to  imports  of  fabrics  from  Italy.  Ever  since  Italy  recovered 
from  the  last  war,  woollen  fabrics  from  the  Prato  district  of  Italy  have  caused  progressively 
more  difficult  problems  for  woollen  cloth  manufacturers  in  the  rest  of  Europe  — so  much 
so  that  woollen  cloth  manufacturing  on  a large  scale  has  now  been  eliminated  in  Germany, 
Holland  and  Belgium.  The  UK  andFrance  have  not  escaped  and,  in  Yorkshire,  the  Heavy 
Woollen  District  has  been  virtually  eliminated  and  the  Colne  Valley  district  reduced  to  a 
shadow  of  its  former  self.  Were  this  entirely  due  to  increased  efficiency,  there  would  be 
no  grounds  for  complaint  but  there  is  a strong  conviction  that  the  Italians  have  unfair 
advantages,  which  have  certainly  helped  them  to  achieve  their  eminence  in  this  area. 
Unfortunately,  as  we  understand  other  industries  have  discovered,  proving  anything 
against  Italy  is  virtually  impossible,  but  we  continue  to  try. 

Further  dramatic  inroads  into  the  UK  market  have  been  made  over  the  last  year  by 
man-made  fibre  products  from  the  USA  as  a result  of  its  energy  policy.  This  aspect  will 
have  been  covered  fully  in  the  submission  from  the  British  Textile  Confederation;  suffice 
it  to  say  that  the  wool  textile  industry  is  the  largest  supplier  of  yarn  to  the  woven  carpet 
sector,  now  under  threat  because  of  the  flood  of  cheap  American  tufted  carpets. 

Also  during  1979,  imports  increased  because  of  the  overvaluation  of  the  £ sterling 
which,  of  course,  makes  imports  cheaper  whilst  having  the  opposite  effect  on  exports. 

Exports 

Traditionally  a large  exporter,  the  wool  textile  industry  has  made  even  more  strenuous 
efforts  over  the  last  few  years  to  increase  its  exports  — the  proportion  exported  having 
risen  in  the  past  5 years  from  30  per  cent  to  40  per  cent.  The  barriers  facing  exporters  are, 
however,  immense  and  it  was  hoped  that  the  GATT  Multilateral  Trade  Negotiations  (the 
Tokyo  round)  would  have  led  to  a progressive  opening  up  of  markets  previously  closed 
to  us.  Regrettably,  our  hopes  were  not  realised  to  any  great  extent  and  practically  the 
whole  of  the  Southern  Hemisphere  remains  virtually  a closed  market,  contrary  to  the 
position,  say,  30  years  ago  when  we  could  weave  for  the  North  in  one  season  and  the 
South  in  the  other. 


(a)  Tariff  barriers.  The  industry's  prime  target  in  the  Tokyo  round  was  the  USA  where 
trade  contacts  confirm  that  a potentially  larger  market  for  British  cloth  exists,  were  it  not 
for  the  punitive  tariff.  Remembering  that  the  Common  External  Tariff  of  the  Community 
is  13  per  cent  on  woven  wool  cloth,  that  in  the  USA  is  about  45  per  cent,  Once  the  Tokyo 
round  cuts  are  completed,  cloths  of  a value  between  $2  and  $9  per  lb.  weight  will  have 
reduced  to  41}  per  cent  and  on  cloths  costing  $9  or  more  to  33  per  cent. 

Although  the  USA  did  make  significant  offers  of  tariff  reduction  in  respect  of  wool  tops 
and  wool  yams,  the  possibility  of  a substantial  increase  in  trade  in  these  products  is  very 
slight. 


Other  countries  having  high  tariffs,  some  of  them  sending  large  quantities  of  wool  texile 
goods  to  the  UK,  are: 


Australia 

Canada 


Egypt 

Israel 

Argentina 


34% 

20c  per  lb. 

+ 20%  ad.  val. 
150% 


1 L 7.00  per  sq.m. 
46% 


South  Korea 
New  Zealand 
Nigeria 
South  Africa 
Brazil 
Uruguay 


60% 

45% 

100% 

20% 

205% 

170%  average 


The  comparable  EEC  tariff  on  woven  wool  fabric  is  13  per  cent. 
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(b)  Non-tariff  barriers 

(i)  Restrictive  licensing.  This  is  the  other  major  problem  in  extending  exports  since 
it  is  so  widespread  and,  in  most  cases,  is  aimed  at  reducing  imports  to  bearable 
levels.  The  markets  where  we  could  improve  trade  if  licensing  were  removed 
include: 

(a)  South  America  — the  whole  Continent  virtually  operates  licensing  in  one  form 
or  another.  Some  of  the  more  “liberal”  countries  like  Argentina  and  Uruguay  apply 
only  statistical  licensing  and  combine  this  with  compound  duty  rates  (Uruguay  170 
per  cent)  based  on  minimum  value  set  by  their  Customs. 

(b)  New  Zealand  — where  our  trade  has  been  progressively  whittled  away  — for 
many  years  imports  were  set  at  “75  per  cent  of  last  year”  — until  we  are  doing  less 
than  10  per  cent  of  our  former  business.  This  has  taken  over  20  years  and  there  is 
still  no  end  in  sight. 

(c)  South  Africa  — another  market  with  an  inefficient  domestic  industry  which  has 
an  extensive  order  book  through  the  “damping  down”  of  the  import  threat.  Again 
trade  is  down  to  less  than  10  per  cent  of  former  years. 

(d)  Black  Africa  — almost  all  countries  control  imports  by  licences. 

(e)  Australia  — tariffs  have  been  increased  to  34  per  cent,  in  addition  to  the  tariff 
— quota  system. 

(f)  Greece  — where  the  system  is  effectively  OGL,  except  that  it  costs  a deposit  of 
100  per  cent  interest  free  for  six  months  to  get  a permit,  plus  “voluntary”  limitations 
of  imports  to  55  per  cent  of  the  1978/79  total. 

(g)  Comecon  — controls  all  trade  through  licensing  and  the  quotas  set  by  their  side 
are  meaningless.  They  can  buy  twice  as  much,  or  nothing,  according  to  political 
requirements  and  the  demand  for  hard  currency.  It  is  felt  that  the  Government  and 
the  EEC  Commission  could  exert  greater  pressure  on  them  to  take  textiles  along 
with  the  other  items  they  really  want  to  buy. 

These  are  only  examples  but  it  is  the  industry’s  opinions  that  if  free  access  were  obtained 
to  the  markets  listed,  exports  could  be  raised  by  a minimum  of  50  per  cent  in  a short 
period  without  really  tapping  the  ultimate  potential. 

(ii)  Exchange  Control.  This  is  used  in  different  ways  in  different  markets  to  keep 
trade  down.  Sometimes  as  in  Greece,  it  is  applied  as  a deposit  system.  There  is  a 
similar  thing  in  Syria  and  the  Comecon  countries  and  Yugoslavia  require  hard 
currency  from  the  importer  they  will  permit  imports  to  take  place.  In  Zambia, 
exchange  control  is  used  instead  of  a licensing  embargo  and  imports  are  prevented 
by  non-provision  of  currency. 

(iii)  Administrative  Sabotage.  This  seems  mainly  to  be  practiced  by  the  Latin 
countries.  Spain  and  Portugal  have  "lost"  licence  applications  in  the  past  and  Brazil 
simply  ignored  them,  then  admitted  they  were  having  a go  slow,  which  still  applied, 
prior  to  an  embargo  being  introduced.  Such  actions  do,  of  course,  give  rise  to  great 
frustration  within  the  industry. 

(iv)  Consular  difficulties.  These  can  take  several  forms.  The  most  popular  is  the 
high  level  of  charges  involved  as  in  some  South  American  countries  and  Syria. 
Another  form  exists  in  Libya  where  imports  can  be  and  are  stopped  by  indicating 
that  authority  to  legalise  them  has  been  withdrawn.  This  is  denied  in  Tripoli  and  a 
request  made  that  re-application  for  legalisation  be  made.  Back  in  London,  how- 
ever, where  they  cannot  understand  your  story  and  have  not  the  authority,  etc,  etc. 
Another  variation  is  the  requirement  for  official  certificates  that  the  seller,  or  the 
carrying  vessel,  is  not  on  the  Arab  black  list.  This  document  is  impossible  to  obtain 
since  the  ABL  is  not  “officially  recognised”. 

(v)  Duty  Regulations  and  Rebates.  There  are  also  several  instance  of  peculiar  and 
obscure  rules  associated  with  the  tariff,  like  the  ruling  on  mixtures  in  Iran. 
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The  industry  is  firmly  of  the  opinion  that  given  greater  political  will  by  our  own 
Government  and  the  EEC  Commission  the  prospects  for  import  substitution  and  the 
realisation  of  the  export  potential  would  lead  to  a great  improvement  in  the  trading 
position  of  the  wool  texile  industry  and  of  its  ability  to  contribute  to  the  national  balance 
of  payments.  Inevitably  in  a short  paper  such  as  this  there  are  many  aspects  which  have 
not  been  covered  but,  of  course,  we  stand  ready  to  supplement  this  by  oral  evidence  if  the 
committee  feel  this  would  be  helpful. 

3 April  1980. 
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Mr  I MacArthur  and  Mr  C M Purvis 


Examination  of  witnesses 

Mr  L Regan,  President,  British  Textile  Confederation,  Chairman,  Carrington  Viyella 
Ltd,  Dr  N B Smith,  Deputy  President,  BTC,  Director,  ICI  Ltd,  Mr  C Russell  Storm, 
Member  of  BTC  Executive  Committee  representing  the  Confederation  of  British  Wool 
Textiles,  Deputy  Chairman  and  Chief  Executive,  Allied  Textile  Companies  Ltd,  Mr  I 
MacArthur,  Director,  and  Mr  C M Purvis,  Assistant  Director  and  Secretary,  British 
Textile  Confederation,  called  in  and  examined. 


Chairman 

877.  Gentlemen,  we  are  much  indebted 
to  you  for  your  attendance  this  morning. 
We  welcome  you  on  a particularly  difficult 
day  as  it  has  turned  out  for  many  other 
reasons.  We  have  already  taken  a lot  of 
general  evidence  from  the  Ministries  and 
trade  associations  about  the  whole  question 
of  why  this  country  does  not  sell  more 
abroad  and  why  we  appear  to  import  so 
much.  We  are  now  taking  detailed  evidence 
from  those  concerned  in  the  actual  trade  in 
this  country  and  we  shall  concentrate  our 
questions  to  you  upon  those  two  points  and 
invite  you  to  give  us  your  points  of  view.  It 
would  appear  that  the  British  Textile  Con- 
federation have  concentrated  on  recent 
trends  in  the  textile  industry.  What  I really 
want  to  ask  you  is  this.  What  are  the  long 
term  and  short  term  factors  that  have 
affected  the  United  Kingdom’s  export  drive 
and  imports  from  overseas,  and  just  as  a 
little  background  to  that  question  we  note 
that  the  Confederation  of  British  Wool 
Trades  say  that,  "apart  from  Italian  fabrics 
...  the  (wool  textile)  industry  did  not  really 
have  an  import  problem  until  the  1970s 
when  imports  of  downstream  products  from 
low-cost  producers  started  to  increase  at  a 
dramatic  rate”.  You  might  care  to  say 
whether  you  agree  with  that  point  of  view 
when  dealing  with  the  general  question  of 
the  long  term  and  short  term  factors. 

(Mr  Regan.)  Yes,  certainly  we  agree  with 
the  facts  as  presented  by  the  British  Wool 
Trades.  Certainly  the  BTC,  which 
embraces  the  wool  textile  industry  in  its 
membership,  supports  fully  the  statements 
which  are  made  by  the  wool  textile  industry 
in  so  far  as  their  own  trade  is  concerned. 
Perhaps  that  will  answer  that  particular  part 
of  your  question. 

878.  We  will  give  you  an  opportunity 
for  a long  introductory  answer  should  you 
so  desire  as  to  what  are  the  long  term  and 
short  term  factors  that  have  affected  the 
United  Kingdom's  export  drive  and  imports 
so  far  as  the  Textile  Confederation  is 
concerned. 

(Mr  Regan.)  I think  one  would  say  this. 
There  were  a number  of  factors  which  have 


affected  both  the  import  situation  and  the 
export  situation  in  so  far  as  British  textiles 
are  concerned. 

879.  Could  you  tell  us  what  has  been 
the  erosion  of  UK  productive  capacity,  the 
erosion  of  employment  here,  by  the 
increase  in  imports  as  a percentage  of 
domestic  demand  plus  exports? 

(Mr  Regan.)  We  have  seen  over  the  last 
10  years  a reduction  of  approximately  20 
per  cent  in  the  workforce  of  the  textile 
industry.  1 think  I would  have  to  have  notice 
of  the  figures  which  you  would  require  for 
that  answer.  Do  you  have  those  figures,  Mr 
MacArthur? 

(Mr  MacArthur.)  Perhaps  I could  expand 
a bit  on  what  Mr  Regan  has  said,  although 
I am  afraid  that  we  cannot  immediately 
provide  a precise  breakdown  of  the  kind 
you  would  like  to  have  and  I am  certain  wc 
could  provide  the  Committee  with  this 
information  in  writing.  The  general  point 
which  I think  Sir  Donald  is  looking  for  is 
this.  The  workforce,  if  you  add  textiles  and 
clothing  together,  has  declined  since  1970 
by  about  a quarter  of  a million  people . That 
is  the  two  industries  combined  now  employ 
roughly  750,000  people  as  against  some- 
thing over  a million  10  years  ago.  Perhaps 
I could  add  that  that  employment  is  con- 
centrated in  those  areas  of  the  country 
which  are  very  often  regarded  as  economi- 
cally vulnerable,  notably  for  example  in 
Northern  Ireland,  where  the  two  industries 
represent  35  per  cent  of  employment.  It  is 
very  difficult  to  be  precise  about  how  this 
loss  of  employment  can  be  attributed  to 
low-cost  imports  or  imports  generally  on 
the  one  hand  and  to  improved  productivity 
on  the  other.  There  was  during  the  late 
sixties  and  through  the  seventies  a very 
large  investment  in  the  re-structuring  and 
adaptation  of  the  textile  and  clothing  indus- 
tries and  the  resultant  higher  productivity 
certainly  cost  the  industry  a great  many 
jobs.  It  is  equally  true,  however,  that  the 
escalation  of  imports  particularly  from  low- 
cost  sources  based  on  low  wages  and  con- 
ditions of  service  which  would  be  intolera- 
ble in  western  society  have  contributed  very 
largely  to  loss  of  jobs  too.  One  has  for 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


253 


14  May  1980\  Mr  L Regan,  Dr  N B Smith,  Mr  C Russell  Smith,  [Continued 
Mr  I MacArthur  and  Mr  C M Purvis 


[Chairman  Contd.] 

example  only  to  look  at  the  announcements  years  in  the  way  that  we  have  described  in 
in  the  last  months  of  closures  in  the  industry  our  document.  When  you  ask  about  under- 
to  see  how  time  and  time  again  these  have  utilised  capacity,  we  can  give  it  in  specific 
been  contributed  to  by  the  upsurge  of  industries  as  of  today.  In  the  man-made 
imports  particularly  from  low-cost  sources,  fibre  industry  that  I represent,  for  example, 
and  more  recently  to  the  upsurge  of  imports  in  polyester  filament  yarns,  we  sold  in  the 
from  the  United  States  of  America,  where  first  quarter  of  this  year  one-third  less  than 
a very  large  part  of  their  export  drive  is  we  sold  in  the  first  quarter  of  last  year,  so 
based  on  particular  advantages  which  the  we  have  a third  of  our  capacity  standing 
American  industry  enjoys,  one  of  which  we  idle.  One  thing  I must  make  clear  is  that  in 
object  to,  and  the  one  we  object  to  of  course  the  textile  industry  it  has  been  a period  of 

is  the  unfair  price  advantage  that  the  man-  very  considerable  change  and  idle  capacity 

made  fibre  industry  has  in  terms  of  its  price  has  not  been  left  standing  very  long;  it  has 
it  pays  for  its  raw  materials  which  are  energy  usually  been  closed, 

derived. 

Mr  Emery 

880.  Can  you  quantify  in  any  way  the  882.  The  Secretary  of  State  for  Trade, 

erosion  of  the  United  Kingdom  productive  in  a Parliamentary  answer  within  the  last 
capacity  in  the  early  seventies?  three  or  four  weeks,  stated  that  the  imports 

(Mr  MacArthur.)  In  our  report,  which  I of  textiles  and  clothing  from  low-cost  pro- 
think Members  of  the  Committee  will  have  ducers  only  account  for  12  per  cent  of  the 

received,  the  blue  book,  “World  Trade  in  market  and  of  these  95  per  cent  are  under 

Textiles  after  1981”,  there  is  a chart  oppo-  some  form  of  import  control.  That  does 
site  page  9 which  I think  puts  the  answer  to  appear  to  be  a slightly  different  factor  from 
your  question  more  clearly  than  words  the  information  that  has  been  given  to  us  in 
would  do.  This  chart  covers  all  UK  textile  the  last  answer? 

available  supplies,  that  is,  supplies  available  (Mr  MacArthur.)  With  great  respect  to 
by  domestic  production  ana  by  imports.  It  the  figures  which  Mr  Emery  has  quoted, 
also  shows  export  performance.  Within  yes,  they  are  true,  but  like  so  much  truth, 
those  figures,  if  one  were  to  go  back  to  the  there  are  various  interpretations  of  it.  If 
late  1960s  there  have  been  some  areas  you  look  at  figures  in  terms  of  value,  on  the 
where  there  has  been  a very  large-scale  one  hand,  or  volume,  on  the  other,  you  get 
decline  in  our  productive  capacity,  which  in  a completely  different  pattern.  Our  imports 
itself  reflects  the  growth  of  imports.  In  come  from  two  main  sources,  the  developed 
weaving,  for  example,  there  has  been  a countries,  notably  the  United  States  and 
substantial  fallback.  I do  not  know  whether  the  other  EEC  countries,  and  the  low-cost 
there  are  any  more  specific  questions  you  countries.  A shirt  imported  from  the  United 
would  like  to  ask  within  that.  States  might  cost  — I am  guessing  — £5 

landed  pnee.  A shirt  from  Korea  might  cost 

881.  Can  you  say  what  is  the  proportion  under  £1  landed  price.  Therefore,  if  one 

of  domestic  capacity  under-utilised  per  year  looks  in  value  terms,  one  says:  “Ah,  five 
over  the  period  1976  to  1979?  times  as  many  shirts  coming  in  from  the 

(Dr  Smith.)  I have  to  put  these  charts  in  United  States  as  from  Korea."  In  terms  of 
perspective.  The  best  thing  to  say  is  at  the  industry’s  interest  what  matters  is  the 
present  the  imports  of  textile  goods  into  unit.  It  is  still  a shirt.  A shirt  is  a shirt 
this  country  represent  something  like  30  per  whether  it  is  a £5  shirt  from  the  States  or  a 
cent  by  value  and  about  50  per  cent  by  £1  shirt  from  Korea.  As  my  colleague  Dr 
volume  of  the  domestic  consumption,  so  Smith  observed  to  a Minister,  not  recently, 
that  means  about  half  of  the  textiles  that  we  live  by  tonnage.  We  therefore  prefer  to 
are  used  in  this  country  are  imported.  You  include  in  our  calculations  the  volume  fig- 
can  offset  the  total  UK  production  by  the  ures  and  not  value  alone  and  look  at  them 
fact  that  their  base  then  has  an  export  piece  both  side  by  side.  If  one  takes  the  volume 
to  add  on  top.  The  mill  consumption  figures  position,  the  latest  position  is  that  imports 
that  are  shown  here  in  the  chart  opposite  from  all  sources  account  for  54  per  cent  of 
page  9 indicate  the  change  that  has  taken  consumption  in  the  United  Kingdom  of  tex- 
place,  if  you  look  at  the  pale  bit  in  the  tiles  and  clothing  together.  Of  that  54  per 
middle,  between  the  domestic  production  cent,  rather  more  than  half  comes  from 
and  the  imports.  That  is  a trend  that  has  low-cost  countries  and  rather  less  than  half 
been  going  on  for  a considerable  time  but  from  the  developed  world.  While  the  Sec- 
it  has  accelerated  in  the  last  three  to  four  retary  of  State,  I am  quite  sure,  is  using  the 
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right  value  figures  — I cannot  check  it  just 
like  that  — I would  be  happier,  if  I may  say 
so  with  great  respect,  if  Government 
spokesmen  would  also  on  occasion  have  a 
look  at  the  volume  figures,  because  it  is 
volume  that  matters  and  it  is  volume  above 
all  from  which  we  are  suffering  at  the 
moment.  On  your  second  point  about  some 
95  per  cent  of  low-cost  imports  being  con- 
trolled, that  again  is  true  but  only  partially 
so.  What  matters  is  the  effectiveness  of  the 
restraint  and  the  fact  is  that  within  that  95 
per  cent  claimed  by  the  Secretary  of  State 
of  Trade,  a very  large  volume  is,  in  our 
view,  virtually  not  subject  to  restraint.  For 
example,  imports  from  the  Mediterranean 
Association  Countries,  which  are  included 
in  the  Minister's  claim  of  restraint,  have 
increased  by  50  per  cent  in  volume  since 
1976.  what  sort  of  restraint  is  that,  may  I 
ask,  with  respect. 

883.  May  I finish  this  one  question 
because  the  answer,  it  seemed  to  me,  got 
round  the  point  I was  making.  I did  say  that 
imports  of  textiles  and  clothing  from  low- 
cost  producers  only  accounted  for  12  per 
cent  of  the  market.  Therefore,  I do  not 
think  we  accept  that  America  is  a low-cost 
producer  and,  therefore,  the  simile  of  the 
American  shirt  as  opposed  to  the  Korean 
shirt  does  not,  in  fact,  apply.  Therefore,  I 
would  ask  again,  when  the  Secretary  of 
State  says  that  imports  of  textiles  and  cloth- 
ing from  low-cost  countries  account  for  only 
12  per  cent  of  the  market,  it  seems  to  me 
much  of  the  reply  that  was  given  to  us  is 
inoperative? 

(Mr  MacArthur.)  With  great  respect  to 
Mr  Emery,  Sir  Donald,  the  facts  in  terms 
of  volume,  and  these  are  the  customs  fig- 
ures landed  in  this  country,  show  that  in 
1979  low-cost  imports  represented  just  over 
27  per  cent  of  the  domestic  market,  that  is, 
just  over  one  half  of  imports  from  all 
sources,  and,  with  the  greatest  respect  to 
Mr  Emery,  I do  not  think,  if  I may  say  so, 
that  it  is  irrelevant  to  compare  costs  from 
the  developed  world  and  the  undeveloped 
or  lesser-developed  world,  because  these 
are  the  very  value  figures  which  Govern- 
ment spokesmen  constantly  use  and  we 
believe,  with  great  respect  to  them,  they  do 
distort  the  position  and  minimise  the  dam- 
age caused  to  the  domestic  industry  in 
clothing  and  textiles  by  the  massive  upsurge 
in  low-cost  imports  from  low-wage  coun- 
tries over  the  last  15  years  or  so. 

(Chairman.)  You  referred  to  the  many- 
sidedness  of  truth.  Mr  Carlisle  has  a ques- 


tion on  this  very  point. 

Mr  Carlisle 

884.  I would  like  to  explore  a bit  further 
the  relationship  between  volume  and  value. 
Clearly,  you  import  in  value  only  about  30 
per  cent  or  a third.  Which  to  you  is  the  most 
important  and  why  do  you  regard  volume 
as  so  important? 

(Mr  Regan.)  I think  with  the  greatest 
respect  volume  is  the  important  one 
because  volume  is  that  which  is  produced 
on  the  machine.  Therefore,  if  the  volume 
reduces,  our  productive  requirement 
reduces.  Value  is  something  which  falls  into 
quite  a different  category. 

885 . Would  you  not  expect  an  economy 
which  goes  towards  high  technology  to  con- 
centrate more  on  value  than  volume  and 
leave  the  volume  to  the  low  cost  countries? 

(Mr  Regan.)  I think  that  is  an  overstate- 
ment of  our  position.  We  have  to  have 
volume  on  which  we  can  add  value  in  order 
to  supply  the  market. 

886.  How  is  it  that  half  the  volume 
which  comes  in  is  from  developed  coun- 
tries? How  do  they  manage  to  compete  with 
us  on  the  low  cost/high  volume  items? 

(Mr  Regan.)  I think  in  the  same  way  that 
we  compete  in  our  export  performance  with 
those  developed  countries.  It  is  a two-way 
trade.  We  take  from  the  developed  coun- 
tries and  we  sell  to  developed  countries. 
We  have  little  opportunity,  particularly  in 
view  of  some  of  the  barriers  which  are 
raised  against  us  in  certain  low  cost  coun- 
tries, of  selling  our  high  quality  goods  into 
the  low  cost  countries.  One  quotes  figures 
which  are  contained  in  the  document  of  the 
barriers  to  our  trade,  such  as  Brazil  with 
205  per  cent  import  tariff,  with  Korea  80 
per  cent,  and  so  on  ad  infinitum. 

887.  Finally,  do  you  expect  realistically 
the  future  to  be  more  for  high  quality  high 
cost  products  rather  than  high  volume  prod- 
ucts in  this  country? 

(Mr  Regan.)  Yes,  certainly,  that  is  part 
of  the  structure  of  the  industry  and  partic- 
ularly, if  I may  ask  Mr  Russell  Smith  to 
come  in  here,  with  the  woollen  and  worsted 
textile  industry.  We  do  not  pretend  nor 
could  we  pretend  that  we  can  meet  the 
prices  of  volume  products  that  are  currently 
available  from  the  low  cost  countries.  Then 
having  said  that  let  me  make  another  point, 
that  if  one  takes  an  integrated  plant  of 
production , and  let  me  quote  one  particular 
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example  which  is  well  known,  a plant  which 
makes  shirting  cloth.  Part  of  the  plant 
makes  the  plain  polyester  cotton  shirting 
and  the  other  makes  the  highly  designed 
product  which  goes  into  the  more  fashion- 
able article.  Take  away  that  basis  of  plain 
polyester  cotton  shirting  and  we  have  no 
capacity  then  left  to  produce  the  high  qual- 
ity, high  design,  high  style  merchandise 
which  can  be  sold  on  the  open  market. 


Mr  Crowther 

888.  There  seems  to  be  a contradiction 
between  what  we  were  told  a few  minutes 
ago  and  the  written  submission  and  I am 
referring  to  paragraph  2.7.  We  were  told 
just  now  that  just  over  half  the  total  imports 
are  from  low  wage  countries.  The  statement 
here  is  that  that  52  per  cent  is  from  low 
wage  and  state  trading  countries.  We  are 
not  including  Comecon  countries  in  the  low 
wages,  are  we?  I would  like  to  know  how 
you  define  the  term  “low  wage"  but  I pre- 
sume that  these  that  come  from  Romania 
and  places  like  that,  which  are  fairly  sub- 
stantial numbers,  are  not  regarded  as  from 
low  wage  countries.  In  fact  we  need  to 
break  down  this  52  per  cent,  do  we  not,  and 
to  split  between  those  which  are  devel- 
oped countries  othe  then  EEC  and  United 
States  and  maybe  the  other  odd  ones  here 
and  there,  and  tile  developed  countries 
which  are  state  trading  countries  and  there- 
fore included  in  this  52  per  cent. 

(Mr  MacArthur.)  Could  I explain  the 
difference  about  the  52/54  per  cent?  The 
latest  figure  for  the  whole  year  is  that 
imports  by  volume  from  whatever  source, 
from  all  over  the  world,  account  for  54 per 
cent  of  the  domestic  market.  If  you  then 
split  that  into  — 

889.  Iam  talking  about  the  52  per  cent 
of  the  imports. 

(Mr  MacArthur.)  52  per  cent  are  from 
low  cost  countries  and  from  state  trading 
countries.  We  group  them  together. 

890.  Yes,  but  not  low  cost  countries 
alone,  which  is  what  you  were  saying  with 
respect  just  now  to  Peter  Emery. 

(Mr  MacArthur.)  I apologise  if  I misled 
the  Committee  inadvertently.  We  invaria- 
bly in  the  Department  of  Industry  and  in 
our  own  industry  discussions  group  low 
wage  countries,  the  developing  countries, 
at  whatever  level  of  development,  and  the 
Comecon  countries  together  because  we 


regard  them  as  if  you  like  artificial  in  many 
ways. 

891.  I am  rather  surprised  that  you  do 
group  them  as  such  because  it  seems  to  me 
that  it  is  not  really  getting  at  the  heart  of 
the  reason  for  the  imports  coming  in.  The 
reason  for  a substantial  increase  in  imports 
from  the  low  wage  countries  may  be  quite 
a different  reason  for  those  that  are  coming 
in  from  the  state  trading  countries. 

(Mr  MacArthur.)  If  I may  with  respect, 

I agree  entirely  and  indeed  one  can  find 
that  there  are  different  reasons  applying  to 
different  low  wage  countries  themselves. 
But  in  order  to  give  a general  picture  of  the 
extent  of  the  import  penetration  of  the  mar- 
ket we  have  used  all-in  figures  which  are 
genuine  figures  which  we  have  presented  in 
good  faith. 

Chairman 

892.  Would  you  let  us  have  a paper 
breaking  down  in  greater  detail  these  global 
figures  which  you  have  given  us? 

(Mr  MacArthur.)  Yes,  certainly. 

893.  And  it  would  help  us  in  our  sub- 
sequent consideration. 

(Mr  MacArthur.)  We  can  if  it  would  help 
list  the  low  wage  countries  by  groups,  the 
Comecon  countries,  and  then  quite  sepa- 
rately the  developed  world,  separating  the 
United  States  and  the  EEC  from  all  others. 

Mr  Crowther 

894.  I think  we  could  be  helped  possibly 
if  we  also  got  some  figures  in  relation  to  the 
state  trading  countries  equivalent  or  cor- 
responding to  the  table  that  is  given  in 
paragraph  2.8  where  they  are  not  included, 
showing  the  rise  in  volume  from  1976  to 
1979  of  four  groups  of  countries  here  but 
not  including  the  Comecon  countries. 

(Mr  MacArthur.)  We  can  certainly  let 
you  have  something  on  that. 

Chairman 

895.  Perhaps  you  can  let  us  have  what 
I call  an  open  paper  so  that  we  can  publish 
it  with  the  evidence. 

(Mr  MacArthur.)  Certainly. 

896.  If  you  want  to  have  anything  con- 
fidential you  will  mark  it  as  such. 

(Mr  MacArthur.)  The  figures  we  will  use 
are  computer  run-outs  of  the  Customs  fig- 
ures themselves,  so  they  are  publicly 
available. 
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(Chairman.)  So  long  as  the  computer  is 
accurate  we  do  not  mind  how  you  do  it! 

Mr  Emery 

897.  Can  I then  turn  to  the  retail  trade 
and  perhaps  the  consumer?  In  paragraph 
2.3  of  your  report  you  say  that  imports  have 
accelerated  because  of  the  nature  of  the 
UK  retail  structure.  You  say  it  makes  it 
easy  for  imports.  May  I ask  do  you  consider 
that  the  UK  retail  trade  is  efficient  and, 
whatever  you  think,  have  you  not  had  to 
live  with  the  efficiency  of  the  UK  retail 
system  for  ever,  so  why  has  it  suddenly 
become  a factor,  as  you  imply,  which  has 
had  particular  effect  recently? 

(Mr  Regan.)  If  I may  reply  to  that,  yes, 

I think  that  the  UK  has  the  most  efficient 
retail  organisation  in  the  world.  By  virtue 
of  its  efficiency  it  is  concentrated  in  fewer 
numbers  of  large  organisations  who  take  a 
substantial  share  of  the  retail  business  in 
this  country.  We  have  to  recognise  that  that 
will  continue.  We  also  have  to  recognise 
that  because  it  is  efficient,  because  it  is 
concentrated  in  fewer  hands,  it  is  easier  for 
overseas  countries  to  supply  into  this  mar- 
ket. If  1 can  quote  an  example  from  Europe, 
or  any  other  source,  suppliers  can  come 
into  London  and  within  a week  they  will 
have  dealt  with  or  spoken  with  or  sold  to  a 
very  large  percentage  of  the  retail  trade. 
Conversely,  when  the  British  industry  for 
instance  goes  into  France  or  into  Germany 
it  is  not  so  concentrated.  There  are  many 
more  outlets  that  have  to  be  covered  in 
selling  into  Europe  and  we  sell  into  Europe 
and  we  make  progress  in  that  way.  I think 
the  substantial  rise  that  has  taken  place  in 
the  import  of  tufted  carpets  from  the  United 
States  is  directly  attributable  to  the  struc- 
ture of  the  retail  industry  in  this  country. 

898.  Would  you  not  however  consider 
that  from  the  consumer’s  point  of  view,  the 
ordinary  customer  who  has  to  go  out  into 
the  street,  that  if  fashion  is  concentrated  on 
areas  where  domestic  supply  is  deficient  or 
goods  when  imported  are  cheaper  than 
those  which  are  able  to  be  produced  at 
home,  then  it  is  not  surprising  that  imports 
inevitably  increase  and  indeed,  as  far  as  the 
customer  is  concerned,  he  is  happy  as  long 
as  he  can  get  the  quality  that  he  wishes  at 
a lower  price? 

(Mr  Regan.)  That  presupposes  thatin  the 
long  term  then  we  will  not  manufacture 
goods  in  this  country. 

899.  By  which  you  are  saying  that  you 


are  not  able  to  compete  with  the  Americans 
or  with  the  EEC? 

(Mr  Regan.)  We  do  compete  with  the 
Americans  and  the  EEC  in  normal  circum- 
stances, and  I would  like  to  move  on  to 
what  we  would  describe  as  normal  or  abnor- 
mal circumstances.  We  cannot  compete 
against  the  low-cost  countries,  let  us  be 
quite  clear  on  that.  We  can  compete  against 
the  EEC  and  the  USA. 

900 . I think  we  will  come  back  to  dump- 
ing later  on , so  perhaps  we  could  leave  that. 
Could  I ask  on  the  EEC,  will  not  the  tem- 
porary increase  which  is  in  existence  in  UK 
demand  relative  to  the  EEC  have  a ratchet 
effect  and  therefore  continue? 

(Mr  Regan.)  We  do  not  believe  so.  We 
believe  that  our  efforts  in  exporting  into  the 
EEC  have  been  accorded  some  success, 
that  the  industry  in  general  now  accepts 
that  the  EEC  is  one  home  market  in  reality. 
We  are  one  country;  therefore,  the 
exchange  of  trade  between  the  EEC  and 
the  UK,  both  ways,  we  believe  is  desirable 
and  is  something  which  we  can  cope  with, 
provided  all  things  are  equal. 

Mr  Carlisle 

901.  You  say  that  increased  imports 
occurred  at  a time  when  demand  was  fiat  in 
the  Common  Market.  Did  it  mean  we  did 
not  have  the  capacity  here  to  fulfil  that  extra 
demand  in  this  country  and  that,  therefore, 
we  sucked  in  imports  from  the  Common 
Market  even  though  we  are  fully 
competitive? 

(Mr  Regan.)  No,  I think  it  is  normal  in 
all  trade  patterns,  if  you  are  in  trouble  in 
your  home  country  in  so  far  as  demand  is 
concerned,  you  look  for  the  markets  where 
demand  is  strong  and  you  place  more  effort 
on  selling  into  those  countries.  So  that  at 
the  time  when  Europe  was  flat  there  was  a 
consumer  boom  in  this  country  and  Europe, 
quite  naturally,  came  in  and  concentrated 
their  efforts  in  selling  into  this  country  at 
that  time. 

Mr  Maxwell-Hyslop 

902.  When  you  say  the  EEC  do  you 
include  within  that  phrase  Spain,  Portugal 
and  Greece,  or  do  you  use  the  phrase  “the 
EEC”  to  mean  as  it  legally  exists  at  this 
moment? 

(Mr  Regan.)  As  it  legally  exists  at  this 
moment.  We  have  another  problem  when 
we  come  to  talk  about  Spain,  Portugal  and 
Greece. 

(Mr  MacArthur.)  Could  I add  one  point 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


257 


14  May  1980]  Mr  L Regan,  Dr  N B Smith,  Mr  C Russell  Smith, 
Mr  I MacArthur  and  Mr  C M Purvis 


[Continued 


[Mr  Maxwell-Hyslop  Contd.] 
to  Mr  Regan’s  reply.  One  element  in  this 
sucking-in  of  imports  which  Mr  Regan  has 
described  was  certainly  a capacity  consid- 
eration. The  pattern  of  demand  in  the  rise 
in  clothing  demand  in  this  country  included , 
for  example,  a quite  substantial  demand  for 
pile  fabrics,  notably  corduroy,  where 
British  productive  capacity  had  declined 
enormously,  and  this  is  one  of  the  elements 
in  it  but  a measurable  one.  Mr  Emery  was 
discussing  the  consumer  interest,  and  per- 
haps I might  say  a word  about  that.  I think 
it  is  fair  to  claim  that  our  paper  about  the 
next  MFA  and  the  next  round  of  bilateral 
agreements  does  not  suggest  there  should 
be  cutbacks  in  access  to  the  domestic  mar- 
ket by  the  low-cost  producers.  We  believe 
that  it  is  right  that  future  agreements  should 
relate  the  level  of  imports  to  the  level  of 
domestic  demand.  That  is  a separate  issue. 
But  I would  like  to  make  the  point,  because 
it  does  have  a bearing  very  acutely  on  the 
consumer  interest  and  manufacturing  inter- 
est, too  land  I am  not  sure  it  is  necessarily 
different),  which  is  that  the  EEC  provides 
the  largest  developed  market  by  far  in  the 
world  for  clothing  and  textile  products  of 
developing  nations,  that  the  system  of 
restraints  that  exists  now  provides  a guar- 
anteed total  access  into  our  market  each 
year,  to  a point  where  the  low-cost  import 
penetration  is  very  high  indeed.  We  are  not 
saying  this  should  all  be  changed  and  we 
should  rewrite  history.  We  accept  that 
position.  What  we  are  saying  is  that  there 
comes  a point  when,  if  this  rate  of  increase 
is  projected  into  the  future,  the  increase 
from  countries  whose  wages  and  structures 
of  society  are  such  that  we  cannot  at  present 
compete  on  price  with  them  at  that  level  of 
trade,  if  that  is  projected  large  sections  of 
British  industry  will  not  be  able  to  continue 
in  production. 

(Mr  Russell  Smith.)  I would  like  to  come 
back  on  part  of  one  of  Mr  Emery’s  ques- 
tions a few  minutes  ago,  when  he  said  we 
had  been  living  with  the  UK  retailers  for  a 
long  time  and  what  had  changed  and  why 
had  we  come  into  problem  areas  in  recent 
years.  I think  part  of  that  so  far  as  the  wool 
textile  industry  is  concerned  is  to  do  with 
the  fact  that  the  large  retailing  organisa- 
tions, particularly  on  the  menswear  side, 
had  enormous  manufacturing  capacity  of 
their  own.  The  multiple  tailors  had  a very 
large  manufacturing  capability  and  in 
recent  years  they  have  found  it  more  attrac- 
tive to  move  into  being  retailers  and  to 
discard  their  manufacturing  capability,  so 
there  was  a gap  in  what  had  been  a natural 


pipeline  from  the  spinning  and  weaving  in 
Yorkshire  through  the  clothing  manufac- 
turing in  Leeds  and  elsewhere  and  into 
these  large  retail  outlets.  Once  they  had 
disbanded  their  manufacturing  capability 
so  they  were  able  to  shop  around  the  world 
and  to  take  advantage  of  what  might  have 
given  a wider  choice  for  the  public,  a lower 
buying  point  and,  in  many  cases,  a more 
attractive  retail  markup.  1 think  this  is  the 
significant  change  we  seen  in  recent  times. 


Mr  Thompson 

903.  Is  the  complaint  from  your  indus- 
try or  are  you  going  to  make  again  the 
complaint  I have  often  heard  from  your 
industry,  that  the  retail  markup  has  wid- 
ened and  the  customer  has  not  got  the 
advantage  of  the  foreign  purchase? 

(Mr  Russell  Smith.)  I would  not  say  it  is 
a complaint.  Rather  is  it  a fact.  It  is  often 
very  difficult  to  identify  in  the  retail  situa- 
tion that  the  goods  came  into  the  country 
at  an  artificially  low  price.  A good  deal  of 
the  benefit  of  that  goes  into  the  profits  of 
the  retailer. 

(Chairman.)  May  we  turn  our  attention 
to  the  question  of  productivity  and  unit 
costs. 


Mr  Maxwell-Hyslop 

904.  Was  the  restructuring  of  your 
industry  in  the  1960s  and  1970s  a reaction 
to  import  penetration  or  was  it  a process 
that  was  going  to  happen  anyway?  We  have 
had  the  value  placed  on  it  of  about  £4,000m 
at  1980  prices  as  the  totality  of  that  new 
investment.  Was  that  reactive  or  was  that 
happening  anyway? 

(Mr  Regan.)  I think  it  was  both;  it  was 
reactive  and  it  was  going  to  happen.  We 
claim  that  we  have  been  over  the  years  a 
progressive  industry,  investing  money  to 
increase  productivity  and  to  reduce  unit 
costs. 


905.  What  proportion  of  that  in  very 
broad  quantitative  terms  has  come  from 
taxation,  from  the  Government,  that  is  to 
say,  as  opposed  to  coming  from  the  finan- 
cial institutions  or  your  industry’s  own 
resources? 

(Mr  Regan.)  Very  little. 


Mr  Thompson 

906.  Fifteen  per  cent,  would  you  say? 
(Mr  Regan.)  I would  guess  that,  but  most 
of  it  has  been  financed  by  the  industry  itself. 
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Mr  Maxwell-Hyslop 

907.  And  that  includes  the  wool  textile 
industry  scheme  under  section  8? 

(Mr  Regan.)  Indeed. 

908.  Within  the  15  per  cent? 

(Mr  Regan.)  Yes. 

(Dr  Smith.)  May  I make  one  point.  There 
are  two  things  that  have  happened  in  the 
period  you  quote  in  the  textile  industry.  In 
part  of  the  industry,  particularly  the  Lan- 
cashire sectors,  you  have  had  retrenchment 
and  some  modernised  re-investment,  but 
you  have  had  retrenchment  under  the  pres- 
sure of  imports  from  the  Far  East,  the  low- 
cost  countries,  remembering,  of  course, 
that  countries  such  as  Hong  Kong  came  in 
at  zero  tariffs  and  established  a very  big 
base  many  years  ago.  At  the  same  time  you 
had  in  this"  country  the  creation  — and  I 
must  emphasise  this — of  major  new  sectors 
of  the  textile  industry.  Large  parts  of  the 
weft-knitting  industry  were  invented, 
developed  and  created  in  this  country  in  the 
late  fifties  and  sixties.  The  industry  in  this 
country  — and  I will  not  get  the  figures 
quite  right  but  I will  give  them  for  illustra- 
tion — the  original  weft-knitting  industry 
making  sweaters  and  a few  wool  fabrics, 
consumed  about  15,000  tons  of  fibre  some- 
where around  the  late  fifties.  By  the  end  of 
the  sixties  it  was  consuming  over  100,000 
tons  of  fibre  and  it  established  an  industry 
which  the  rest  of  the  world  has  gone  on  and 
developed.  The  same  sort  of  thing  has  hap- 
pened on  the  carpet  side,  where  this  country 
developed  the  tufted  carpet  industry  ahead 
of  Europe  and  they  have  built  a major 
export  base  on  that.  So,  we  have  had  a 
combination  of  two  things  — a retrench- 
ment in  some  of  the  more  traditional  parts 
and  the  general  innovation  and  develop- 
ment within  this  country  of  fibres  and  fab- 
rics and  new  industries,  and  these  have 
gone  off  and  swept  the  world.  Now,  one 
thing  that  I would  just  like  to  make  a point 
on  ill  may  to  Mr  Carlisle.  He  was  implying 
earlier  that  there  was  a contrast  between 
low  cost  textile  production  and  high  cost 
textile  production,  as  between  low  and  high 
technology.  Nothing  could  be  further  from 
the  truth.  The  technology  in  this  industry 
has  ben  revolutionised  in  the  last  20  years. 
The  lower  cost  products  are  very  often 
made  on  the  very  highest  technology.  There 
is  no  ambiguity  about  that.  Do  not  ever 
think  that  is  is  made  on  old,  tired  looms 
— the  low  cost  fabrics  out  east  or  even  in 
this  country  are  made  on  the  very  latest 
types  of  machines.  You  get  high 
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production,  high  efficiency.  If  you  are  going 
to  run  those  efficiently  in  a capital  intensive 
industry  as  Mr  Regan  said  you  have  to  run 
them  hard,  you  have  to  run  them  fast  and 
the  rest  of  the  world  has  recognised  that 
When  you  are  going  to  add  value  as  well  it 
depends  to  a degree  on  what  you  are  trying 
to  make.  If  you  are  making  a T-shirt  you 
will  finish  up  with  something  worth  70p.  If 
you  are  making  a suit  you  can  make  it  worth 
a hundred  pounds.  That  is  where  your 
value-add  comes  in,  but  the  technology  that 
you  use  can  be  very  sophisticated  just  mak- 
ing that  T-shirt.  Do  not  ever  get  those  sep- 
arate. It  is  within  that  that  the  industry  has 
re-invested  and  changed  and  modernised 
and  it  has  done  that  against  the  background 
of  having  one  of  the  most  vulnerable,  prob- 
ably the  most  vulnerable,  domestic  indus- 
tries in  the  world  if  you  look  at  any  other 
country  and  any  other  environment. 

909.  To  what  extent  are  we  in  a chicken 
and  egg  situation  in  that,  leaving  aside  dif- 
ferences in  wage  rates,  and  by  European 
standards  Britain  is  of  course  now  a low 
wage  country  rather  than  a high  wage  coun- 
try, to  what  extent  are  the  present  misfor- 
tunes of  the  industry  due  to  the  fact  that  its 
competitors  work  a three-shift  system  when 
we  work  a two-shift  system? 

(Mr  Regan.)  I must  refute  that  statement. 
We  do  not  work  a two-shift  system.  The 
modem  mills  work  three  shifts,  and  in  cases 
work  a 168-hour  week,  so  it  is  not  true  to 
say  that  the  industry  is  on  a short  working 
week  situation.  But  having  said  that,  let  me 
bring  certain  other  factors  into  the  equa- 
tion. In  general  the  industry  works  three 
shifts  of  eight  hours  per  week  and  it  works 
in  common  with  the  European  industry 
approximately  47  weeks  per  year.  That  is 
the  plants  operate  for  47  weeks  due  to 
holidays,  etc.  By  comparison  the  United 
States  mills  in  the  Carohnas,  which  are  non- 
union, operate  six  days,  three  shifts;  that  is 
48  hours  per  week.  They  operate  their 
lants  for  51  weeks  per  year  because  they 
ave  surplus  labour  which  they  can  bring  in 
to  keep  the  plants  operating  during  holiday 

Eeriods.  Let  us  take  another  example  which 
as  received  a lot  of  publicity  about  com- 
petitiveness, etc  and  that  is  the  cost  of 
energy. 

910.  Before  you  go  on  to  cost  of  energy, 
do  I gather  from  that  that  you  would  not 
expect  British  firms  that  do  not  do  what  you 
describe  as  the  usual  pattern  and  which  only 
work  a two-shift  system  as  opposed  to  a 
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three-shift  system  to  stay  in  business  then 

in  the  longer  term? 

(Mr  Regan.)  No;  I think  that  that  is  a 
fairly  true  statement,  unless  they  are  mak- 
ing absolute  specialist  fabrics  or  merchan- 
dise where  perhaps  the  cost  is  not  so 
essential. 

(Dr  Smith.)  Your  ability  to  keep  a mill 
fully  running  depends  on  the  market  that 
you  have  available.  If  the  market  has  gone 
you  turn  one  shift  off  first  and  then  the 
second  and  then  you  close  the  mill  and 
there  is  no  ambiguity  about  that. 

911.  That  is  why  I asked  whether  this 
was  a chicken  and  egg  situation  and  whether 
the  demand  is  insufficient  because  your 
costs  are  too  high  because  you  are  working 
a two-shift  system  and  therefore  you  cannot 
work  a three-shift  system. 

(Dr  Smith.)  I think  the  mills  work  a full 
system  but  their  problem  all  the  time  is  the 
market  environment  against  which  they  are 
operating. 

Mr  Thompson 

912.  Can  I just  ask  about  this  invest- 
ment? It  seems  to  some  of  us  that  the  invest- 
ment has  been  chasing  the  regions.  The 
investors  have  been  chasing  the  Govern- 
ment grants  for  the  last  10  years  rather  than 
expanding  where  they  were.  Is  that  a valid 
criticism  of  the  textile  trade? 

(Mr  Regan.)  I do  not  think  frankly  that 
there  has  been  any  opportunity  during  the 
last  10  years  to  expand  in  the  textile 
industry. 

913.  But  we  have  spent  four  thousand 
million. 

(Mr  Regan.)  Yes,  investing  into  the  bet- 
ter parts  of  the  industry  which  are  still  sur- 
viving today. 

914.  Yet  it  seems  from  the  outside  that 
the  investment  has  always  followed  the 
Government  grant  rather  than  investing 
from  its  natural  base. 

(Mr  Regan.)  We  do  not  believe  that 
that  — 

Chairman 

915.  I see  heads  being  shaken  on  that. 

(Dr  Smith.)  I disagree  with  that.  A large 

part  of  that  investment  has  gone  into  tne 
Midlands.  When  I think  of  regional  grants, 
that  sort  of  thing.  I just  do  not  think  that 
statement  is  specifically  true.  Most  of  the 
investment  has  gone  into  where  the  industry 
has  been  in  Lancashire  and  Yorkshire;  it 


has  gone  into  new  industries  in  the  Mid- 
lands and  it  has  gone  into  new  mills  around. 
But  there  may  be  no  doubt  one  or  two  mills 
that  have  followed  Government  grants,  but 
in  the  generality  I would  not  think  that  is 
the  substantial  part.  Let  me  put  it  that  way. 

I am  sure  there  are  some  but  a large  part 
has  gone  in  where  the  industry  has  been 
traditionally  based. 

Mr  Crowther 

916.  May  I just  draw  your  attention  to 
the  fifth  paragraph  of  the  document  we 
received  from  the  Confederation  of  British 
Wool  Textiles  which  does  not  seem  to  me 
to  be  entirely  in  accord  with  what  we  have 
just  been  told.  The  paper  says  there  is  now 
little  doubt  that  by  the  mid  1970s,  which  is 
only  four  or  five  years  ago,  UK  garment 
makers  have  been  left  far  behind  techno- 
logically by  their  overseas  competitors 
which  resulted  in  increased  imports  of  fin- 
ished garments  from  high  cost  producers. 
We  were  told  only  a few  minutes  back  that 
high  technology  is  a necessary  ingredient  of 
low  cost  production.  Having  got  left  behind 
technologically  apparently,  the  British 
industry  was  then  vulnerable  to  import  pen- 
etration from  high  cost  producers,  not  low. 
There  appears  on  the  face  of  it  to  be  a 
contradiction  here.  Could  I have  that 
explained  please? 

(Mr  Russell  Smith.)  I think  this  is  in  part 
to  do  with  the  phenomena  which  I referred 
a few  minutes  ago;  the  multiple  tailoring 
organisations  found  that  their  public  was 
seeking  ready  to  wear  clothing  rather  than 
made  to  measure  and  the  large  scale  pro- 
duction in  Leeds  in  particular  had  been 
geared  in  an  earlier  generation  to  making 
one-off  suits  when  the  men  went  into  the 
shop  to  be  measured  and  the  suit  was  deliv- 
ered two  or  three  weeks  later.  It  moved 
into  a ready  to  wear  situation.  The  tradi- 
tional factories  we  had  were  not  geared  to 
this  sort  of  production  and  at  the  same  time 
the  chains  were  finding  it  more  interesting 
to  buy  clothing  than  to  make  clothing,  so 
they  phased  out  their  own  production  and 
there  was  nothing  to  take  its  place  in  this 
country,  so  I think  we  are  in  a transitional 
situation.  A new  clothing  industry  is  build- 
ing up  in  this  country.  The  new  technology 
has  been  embraced  and  there  are  a number 
now  of  very  successful  operations  making 
high  quality  clothing  in  this  country  which 
can  compete  with  the  best  of  clothing  made 
anywhere  else  in  the  world,  but  it  will  take 
time  to  grow.  Whilst  it  is  growing  we  are 
sucking  in  a good  deal  from  the  EEC. 
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917.  The  implication  of  this  paragraph 
is  that  that  could  have  been  avoided  by  a 
little  foresight  and  investment  in  technology 
by  British  manufacturers  in  the  mid  seven- 
ties. That  is  clearly  what  this  paragraph 
implies. 

(Mr  Russell  Smith.)  I think  that  is  a very 
fair  comment  but  to  a large  extent  the  peo- 
ple who  are  setting  up  the  new  productive 
facility  are  not  the  same  people  who  phased 
out  the  old  one. 

Mr  Emery 

918.  But  this  is  only  surely  in  men’s 
suitings  within  the  whole  of  this  area,  not 
any  area  of  the  ladies’  side  or  any  of  the 
underwear  or  socks  or  any  of  that,  so  it  is 
a very  limited  part  of  the  market  surely?  I 
see  a lot  of  nodding  behind  me, 

(Dr  Smith.)  It  is  a very  significant  part  of 
the  wool  textile  industry  when  you  take  the 
suits  and  trousers  part  of  it;  let  me  put  it 
that  way.  If  you  take  the  British  textile 
industry  at  large,  then  yes,  you  are  right. 

Chairman 

919.  Let  us  go  on  from  where  the  posi- 
tion is  today  ana  referring  to  the  position  in 
the  United  States  of  America  compared 
with  ourselves  am  I correct  in  saying  that 
the  United  States  export  drive  seems  to  be 
concentrated  on  a narrow  range  of  products 
rather  than  on  the  Japanese  lines?  Is  that 
the  recipe  for  export  success  and  dare  I 
suggest  that  it  has  been  put  to  us  that  the 
United  Kingdom  textile  industry  appears 
now  to  spread  its  efforts  over  too  wide  a 
spectrum? 

(Mr  Regan.)  I do  not  think  we  would 
accept  that  as  a criticism  of  the  British 
export  effort.  I think  we  are  more  deter- 
mined and  more  successful  exporters  in  the 
United  Kingdom  than  the  United  States 
textile  manufacturers.  It  is  natural  that  with 
their  production  facilities  they  will  seek  out 
opportunities  where  trade  can  be  secured 
and  concentrate  on  those  areas  of  trade 
which,  frankly,  will  give  them  the  best 
advantage  and  where  they  enjoy  the  better 
advantages.  This  is  why  the  textile  industry 
and  the  man-made  fibres  industry  have 
drawn  attention  to  the  low  energy  costs 
which  are  available  to  the  North 
Americans. 

Mr  Thompson 

920.  Why  are  these  low  energy  costs  so 
important  and  can  you  tell  us  what  per- 
centage of  the  finished  product  the  low 
energy  cost  will  be? 


(Mr  Regan.)  May  I just  give  you  an  exam- 
ple which  I think  will  concentrate  the  mind 
My  own  company  has  a Canadian  opera- 
tion, weaving,  dyeing  and  finishing,  and  I 
have  obtained  from  them  their  posted 
prices  for  electricity,  oil,  natural  gas  and 
water  dating  from  1 April.  Those  have  been 
compared  with  the  energy  costs  that  we  in 
Carrington  Viyella  will  face  on  British 
prices  converted  at  the  current  exchange 
rate,  and  the  effect  is  that  if  we  were  buying 
our  energy  at  the  same  prices  as  the  Cana- 
dians our  bill  would  be  £4. 9m.  Currently  on 
British  prices  it  is  £11.9m.  That  is  f7m 
difference. 

921.  Is  the  difference  in  the  natural  gas? 
Do  they  not  use  natural  gas  as  a basic  raw 
material  and  we  do  not? 

(Mr  Regan.)  No,  I think  it  is  a difference 
on  each  and  every  component  part. 

Mr  Cockeram 

922.  Can  you  relate  that  £7m  to  your 
sales? 

(Mr  Regan.)  Last  year  we  posted  pre-tax 
profits  of  £8m. 

923.  No,  your  sales? 

(Mr  Regan.)  £300m. 

924.  So  it  is  £7m  on  £300m? 

(Dr  Smith.)  It  is  £7m  on  an  added  value 
of  about  £120m.  Do  not  forget  the  raw 
material  cost  in  the  total.  May  I say  a word 
about  America,  a specific  comment  on  Can- 
ada. The  Canadian  policy  is,  as  I under- 
stand it,  that  oil  prices  will  be  held  at  85  per 
cent  of  the  American  oil  price,  which  is  in 
itself  lower  than  the  world  oil  price.  The 
natural  gas  price  will  be  at  85  per  cent  of 
the  oil  price  to  encourage  them  to  use  nat- 
ural gas  locally.  So  that  is  their  present 
situation  and  policy.  This  is  one  of  the 
reasons  why  the  Canadian  currency  is  weak. 

Mr  Thompson 

925.  Can  we  go  back  to  the  USA  and 
to  the  natural  gas.  I am  not  a textile  man 
but  I seem  to  nave  read  somewhere  that 
natural  gas  is  a basic  component  of  man- 
made fibres  in  the  USA,  which  is  an  advan- 
tage to  them  because  it  is  not  a basic 
component  in  our  country.  Is  that  true? 

(Dr  Smith.)  The  derivatives  from  which 
man-made  fibres  are  made  are  derived  in 
part  from  natural  gas  or  naphtha.  In  Amer- 
ica they  are  to  a bigger  degree  natural  gas 
based,  yes. 
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926.  Does  not  that  give  them  an  advan- 
tage anyway? 

(Dr  Smith.)  It  gives  them  an  advantage 
at  present,  because  their  natural  gas  costs 
are  held  at  a political  level  rather  than  at  a 
replacement  level  and  they  are  committed, 
of  course,  because  of  the  degree  of  impact 
this  is  having  on  their  own  exploration  and 
on  their  economic  impact  on  the  world,  to 
redressing  that  balance  by  1985. 


Chairman 

927.  May  I just  ask  a question  to  press 
on  because  time  begins  to  run  against  us  a 
little  bit.  Is  it  not  clear  from  paragraph  2 of 
the  paper  you  gave  us  that  the  British  Tex- 
tile Confederation  regards  the  measures 
taken  against  US  textiles  in  February  1980 
as  being  inadequate?  What  I would  like  you 
to  tell  us  is  what  you  think  precisely  should 
have  been  done,  in  about  three  sentences? 

(Dr  Smith. ) The  raw  material  cost  advan- 
tage gave  an  advantage  of  17p  a kilo  on 
products  that  were  selling  at  90,  and  there 
is  no  way  that  one  can  compete  with  that 
advantage  if  you  add  together  the  fact  that 
they  have  scale  and  tonnage  available  in  a 
recession.  The  quotas  that  were  set  by  this 
country  to  try  to  obviate  this  problem  were 
set  at  a level  that  was  similar  to  or  greater 
than  last  year's  levels  of  imports,  where  we 
were  already  in  serious  trouble . Quotas  that 
are  at  a higher  level  than  the  levels  that 
cause  dama'ge  are  not  really  very  helpful, 
and  this  is  really  a summary  of  what  was 
said.  If  you  are  going  to  have  quotas  of  this 
nature  then  it  is  better  that  you  have  quotas 
that  arc  meaningful.  One  can  talk  about 
details  or  we  can  give  you  the  details  in 
written  evidence  if  you  so  wish. 


928.  Do  you  wish  to  leave  us  with  the 
message  that  you  think  the  British  Govern- 
ment should  still  do  something  on  the  lines 
you  have  indicated? 

(Dr  Smith.)  I believe  the  European  Com- 
mission faces  a problem  opposite  America 
which  has  been  well-publicised.  I think  the 
British  Government  did  at  least  take  some 
positive  action  and  try  to  solve  the  problem. 
The  European  Commission  still  has  this 
problem  on  its  lap  and  is  being  challenged 
now  by  the  French  and  the  Italians  to  bring 
in  anti-dumping  duties  against  the  Ameri- 
cans, really  based  on  the  same  factor,  that 
the  Americans  are  selling  products  here  at 
below  cost. 


Mr  Thompson 

929.  Has  not  this  action  we  have  taken 
directly  led  to  the  Americans  claiming  $5Sm 
and  promised  retaliation  on  30  different 
goods? 

(Dr  Smith.)  That  is  what  the  Americans 
state.  You  can  take  that  either  as  exagger- 
ation or  a measure  of  the  damage  that  they 
would  have  caused. 

930.  Has  that  started  a trade  war? 

(Dr  Smith.)  Not  yet. 

(Chairman.)  May  we  turn  our  attention 
now  to  the  Mediterranean  countries  and 
the  other  African,  Caribbean  and  Pacific 
States. 

Mr  Carlisle 

931.  You  say  in  your  paper  that  the 
growth  of  imports  has  been  larger  than 
expected  into  this  country,  largely  due  to 
weaknesses  in  the  arrangements  between 
the  Common  Market,  Mediterranean  and 
ACP  Associate  Countries.  Could  you  tell 
us  which  is  the  single  biggest  weakness  that 
you  consider  and  also  detail  some  of  the 
other  major  ones? 

(Mr  MacArthur.)  The  weakness  arises 
from  the  way  in  which  the  arrangements 
concluded  at  the  end  of  1977  have  been 
implemented  by  the  European  Community . 
Low-cost  suppliers  generally,  something 
approaching  30  of  them,  were  covered  by 
bilateral  trade  agreements  with  one  excep- 
tion, Taiwan,  and  they  by  and  large  have 
been  honoured.  They  provide  for  automatic 
growth,  to  which  I referred  you  earlier.  The 
approach  taken  by  the  Community  to  the 
Mediterranean  Associate  countries  was 
that  because  of  their  preferential  relation- 
ship with  the  Community  it  was  impossible 
to  bring  them  within  a bilateral  agreement 
framework,  but  some  arrangements  had  to 
be  made.  Forgive  me  if  I talk  a little  bit  in 
shorthand,  but  for  the  first  year  there  were 
in  a sense  gentlemen’s  understandings 
between  the  Community  and  the  Mediter- 
ranean suppliers  in  which  the  Community 
indicated  levels  of  imports  which  would  be 
tolerable.  I may  say  we  regarded  those  fig- 
ures as  pretty  generous,  and  time  after  time 
those  indicated  levels  were  breached. 
Later,  in  the  second  year,  further  under- 
standings were  reached  but  they  again  have 
been  repeatedly  breached,  very  often  in 
highly  sensitive  areas.  Our  complaint  about 
the  system  is  that  it  is  too  loose,  too  open 
and  too  lax  and,  if  I may  say  so,  Mr  Emery, 
I think,  referred  to  the  95  per  cent  low-cost 
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imports  being  subject  to  restraint.  All  these 
countries  are  lumped  in  there  because  they 
are  subject  to  potential  restraint,  but  the 
potential  restraint  hardly  operates  and 
when  one  looks  at  some  of  tne  breaches, 
for  cotton  yarn,  for  example,  and  other 
sensitive  products,  they  have  been  consid- 
erable, and  it  is,  in  our  view,  essential  that 
in  the  next  round  of  arrangements  the 
Mediterranean  Associates  should  be  cov- 
ered by  the  global  concept,  by  the  normal 
trading  agreements  which  apply  to  low-cost 
suppliers  in  other  parts  of  the  world. 

932.  Do  you  think  this  particular  prob- 
lem is  understood  by  the  Government  in 
this  country  and  the  Common  Market? 

(Mr  MacArthur.)  1 hope  it  is,  because  we 
have  been  calling  attention  to  this  weakness 
in  the  rdgime  since  the  end  of  1977.  Cer- 
tainly the  Departments  who  deal  with  this 
matter,  Industry  and  Trade,  must  be,  and 
are,  fully  aware  of  the  inroads  which  have 
been  caused.  We  accept  that  these  are  pref- 
erential countries.  We  accept  that  there  are 
political  realities  that  have  to  be  consid- 
ered, but  we  believe  that  equally  the  impact 
of  this  generous  and  lax  treatment  of  the 
countries  by  the  Community,  the  effect  of 
that  on  the  industry  here  and  in  the  Com- 
munity itself,  is  sometimes  not  sufficiently 
weighed  up  in  the  argument. 

Mr  Crowther 

933.  When  the  Commission  indicates  a 
level  which  would  be  tolerable  is  it  indicat- 
ing a total  level  for  the  Community  or  sep- 
arate levels  for  member  countries  in  the 
Community? 

(Mr  MacArthur.)  Could  I just  answer 
that  in  this  way.  I have  some  figures  in  front 
of  me.  There  were,  as  I have  said,  a variety 
of  understandings.  Some  were  formal 
agreements,  some  gentlemen's  understand- 
ings, but  agreement  with  Greece,  for  exam- 
le,  on  cotton  yam  last  year  was  exceeded 
y 10  per  cent.  Agreement  with  Spain  on 
knitted  underwear:  the  breach  was  48  per 
cent  over  the  agreed  figure  for  the  UK. 

934.  That  is  what  I am  getting  at. 

(Mr  MacArthur.)  Turkey,  cotton  yarn, 
which  was  not  an  agreement  but  an  indi- 
cated level:  the  breach  was  89  per  cent. 
Rather  than  quote  percentages  which  might 
be  meaningless  on  a very  small  base,  if  we 
take  the  case  of  Turkey  and  cotton  yam  for 
example,  the  limit  indicated  by  the  Com- 
munity for  1979  for  the  UK  was  2,940 
tonnes,  nearly  3,000  tonnes.  Actual  imports 


were  over  5,500  tonnes  — 2,500  tonnes 
which  is  a lot  of  cotton  yam  enough  to  do 
considerable  damage  to  the  domestic  indus- 
try, above  the  indicated  limits.  That  is  a 
breach  of  89  per  cent.  This  is  one  of  the 
restraints  which  the  Government,  if  I may 
say  so  with  respect,  point  to  within  their  95 
per  cent.  They  say  this  is  potential  restraint. 
It  is  a potential  restraint.  It  does  not  work. 
In  the  case  of  Turkey,  for  example,  no 
restraint  was  introduced  until  November 
and  December  last  year,  by  which  time  the 
harm  had  been  done,  and  then  a restraint 
was  introduced  for  two  months  only. 

Chairman 

935.  Those  are  the  facts  of  the  case  as 
you  see  them.  Are  you  saying  then  that  the 
Commission  does  not  monitor  things  suffi- 
ciently well?  These  are  the  points  we  wish 
to  get  at?  Is  it  the  fault  of  the  system? 

(Mr  MacArthur.)  One  could  I think  cri- 
ticise, or  even  in  fact  nit  pick,  the  monitor- 
ing system.  I do  not  think  that  that  is  at  the 
root  of  it,  with  respect.  The  root  of  it  is  the 
political  will  of  tne  Community  and  the 
Commission.  Are  they  determined  that 
there  should  be  a viable  textile  and  clothing 
industry  in  the  EEC?  One  which  admittedly 
makes  substantial  room  for  imports  from 
low-cost  countries?  Or  do  they  believe  that 
the  industries  should  weaken  to  a point 
where  large  sections  of  them  would 
disappear? 

936.  What  are  you  saying  we  should 
do? 

(Mr  MacArthur.)  We  should  toughen  up 
the  will  of  the  Community  and  toughen  up 
our  own  national  will  to  make  certain  that 
the  spirit  and  the  letter  of  agreements 
entered  into  by  the  Community  and  its  sup- 
pliers are  honoured  fully  on  both  sides. 

Mr  Carlisle 

937.  You  imply  that  if  there  is  a political 
will  the  Commission  has  the  mechanism  to 
take  effective  action? 

(Mr  MacArthur.)  Yes. 

Mr  Emery 

938.  Can  we  continue  along  this  line  as 
far  as  the  Comecon  countries  are  con- 
cerned? Do  you  consider  that  there  is 
dumping  from  Comecon  countries?  Do  you 
believe  that  the  EEC  has  been  slow  to 
invoke  any  anti-dumping  action  against 
Comecon  countries,  and  lastly,  do  you  con- 
sider that  east/west  trade  through  West 
Germany  provides  an  evasion  route  for 
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Comecon  countries  to  come  to  be  able  to 
import  into  West  Germany  and  then  bring 
clothing  through  into  the  U nited  Kingdom? 

(Mr  MacArthur.)  I think  the  answer  to 
all  those  questions  is  probably  yes.  If  I may 
say  so  with  great  respect,  perhaps  Mr 
Emery  would  care  to  address  his  questions 
to  our  clothing  colleagues  because  they  are 
the  ones  who  really  are  suffering  the  brunt 
of  this.  Yes,  there  is,  we  believe,  some 
dumping  of  suits  from  the  Comecon  coun- 
tries. It  is  very  difficult  to  satisfy  the  anti- 
dumping requirements  in  terms  of  produc- 
ing all  the  evidence. 

Chairman 

939.  How  often  have  you  tried  to  satisfy 
them? 

(Mr  MacArthur.)  In  textile  terms  we 
were  trying  to  satisfy  them  just  a few  weeks 
ago  in  terms  of  quite  clearly  dumped  prod- 
ucts from  Korea,  not  a Comecon  country 
but  the  principle  is  the  same.  It  was  impos- 
sible to  do  it  because  of  the  impossibility  of 
satisfying  the  anti-dumping  requirements. 

940.  How  many  times  previously  have 
you  tried  to  satisfy  them? 

(Dr  Smith.)  We  have  had  a succesful 
case  of  anti-dumping  against  the  Roma- 
nians about  three  years  ago. 

941.  Would  you  be  good  enough  to  let 
us  have  a paper  showing  all  the  occasions 
that  you  have  been  — 

(Dr  Smith.)  Certainly. 

(Mr  MacArthur.)  I could  make  this  point. 
There  are  a number  of  potential  anti-dump- 
ing cases  we  would  have  brought  but  we 
cannot  bring  because  we  cannot  mount  the 
evidence.  For  example,  in  the  case  of  sweat- 
ers from  Korea  one  has  to  be  able  to  match 
that  precise  sweater  and  find  exactly  what 
its  precise  selling  price  is  in  Korea,  and  we 
actually  tried  to  do  this  but  it  has  been 
impossible  to  find  the  sweater  produced  by 
one  out  of  many  hundred  manufacturers, 
although  the  prima  facie  evidence  is 
compelling. 

Mr  Emery 

942.  Can  I go  on  to  Italy  and  West 
Germany?  Did  the  Italians  eliminate  the 
woollen  cloth  manufacturing  in  Germany, 
Holland  and  Belgium  by  fair  competition? 
If  not,  what  tactics  did  they  use  to  achieve 
this  and  has  British  industry  been  able  to 
prove  unfair  methods? 

(Mr  Russell  Smith.)  The  answer  to  the 
first  part  of  the  question  is  that  they 


destroyed  most  of  the  woollen  industry  in 
the  countries  to  which  Mr  Emery  has 
referred  by  under-pricing  the  products  they 
sold  into  those  markets.  The  answer  to  the 
second  ouestion  is  that  so  far  we  have  not 
been  able  to  collect  the  sort  of  evidence 
that  we  require  to  prove  that  they  are  doing 
the  thing  in  this  country. 

943.  But  has  not  the  Italian  cloth  man- 
ufacturer responded  very  much  quicker  to 
the  clothing  manufacturer’s  demand  than 
British  industry?  It  was  certainly  true  in  the 
late  fifties  and  early  sixties  that  demand  for 
new  styles  that  I personally  made  on  British 
manufacturers  would  take  three  seasons  to 
deliver,  whereas  the  Italians  would  provide 
the  new  design  within  sometimes  a matter 
of  weeks  for  the  same  season.  Have  you 
been  able  to  overcome  that? 

(Mr  Russell  Smith.)  Their  sense  of  fash- 
ion and  so  on  is  something  we  admire  and 
respect,  but  that  I suggest  is  something  that 
is  separate  from  the  pricing  system.  So  far 
as  being  able  to  match  it  is  concerned  I 
think  the  best  of  what  we  do  in  the  wool 
textile  industry  in  this  country  will  stand 
comparison  with  any  other  competition. 

944.  May  I not  ask  is  it  not  true  that 
many  ladies  will  not  be  so  worried  about 
the  price  in  buying  the  fashion  garment?  It 
is  the  fashion  they  want  and  they  will  more 
often  than  not  pay  for  that? 

(Mr  Russell  Smith.)  I do  not  think  the 
woman  seeking  what  her  heart  desires  is  so 
much  concerned  about  price  perhaps,  but 
the  retailer  is  concerned  about  price  and 
the  clothing  manufacturer  is  concerned 
about  price  of  his  cloth. 

Chairman 

945.  But  on  the  range  of  fashions  did 
you  not  have  or  someone  recently  not  have 
an  exhibition  at  Olympia  which  showed  off 
all  our  fashion  woollen  pieces? 

(Mr  Russell  Smith.)  Yes. 

946.  And  did  they  not  compare  quite 
well? 

(Mr  Russell  Smith.)  I think  much  of  what 
we  make  compares  very  favourably. 

Mr  Thompson 

947.  Is  Italian  fashion  a fashion? 

(Mr  Russell  Smith.)  There  was  some  fash- 
ion leadership  across  the  time  Mr  Emety  is 
speaking  about  in  woollen  cloths  as  distinct 
from  worsted  and  the  Italians  certainly  led 
at  that  time  with  this  new  fashion. 
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Mt  Emery 

948.  Could  you  tell  the  Committee  why 
is  the  West  German  industry  now  the 
world’s  biggest  exporter  by  value?  I do  not 
know  about  volume  but  by  value.  Why  is 
that  and  why  are  we  not  able  to  run  rings 
around  the  West  German  exporters? 

(Mr  Russell  Smith.)  Are  we  speaking  of 
cloth  or  clothing? 

949.  I was  thinking  of  both  as  such. 

(Mr  Russell  Smith.)  In  clothing  we 

believe  that  there  is  a good  deal  of  out- 
processing  going  on  and  a good  deal  of  the 
clothing  that  is  supposedly  coming  from 
West  Germany  has  had  work  done  on  it 
behind  the  Iron  Curtain  in  East  Germany. 
We  think  there  is  quite  an  element  of  that. 

950.  That  comes  back  to  the  Comecon 
point. 

(Mr  Russell  Smith.)  Yes. 

Mr  Thompson 

951.  That  is  a special  relationship,  is  it 
not? 

(Mr  Russell  Smith.)  Yes. 

Mr  Maxwell  I-Iyslop 

952.  To  invoke  Article  19  you  have  to 
show  serious  injury.  Have  you  any  substan- 
tial agreement  first  with  the  appropriate 
Government  department  here,  the  Depart- 
ment of  Trade,  as  to  what  constitutes  seri- 
ous injury,  and  secondly  is  that  forcefully 
transmitted  to  the  Commission?  In  other 
words,  do  you  have  to  fight  the  Department 
of  Trade  as  well  as  the  European  Commis- 
sion to  establish  serious  injury  which  in 
your  view  is  amply  proven,  or  is  the  Depart- 
ment of  Trade  effectively  helpful  to  you  in 
establishing  that  with  the  Commission? 

(Mr  Regan.)  I am  just  not  too  clear  when 
you  say  “the  Department  of  Trade"  rather 
than  the  Department  of  Industry.  I would 
have  thought  that  to  prove  damage  one 
would  be  proving  damage  to  the  Depart- 
ment of  Industry  rather  than  the  Depart- 
ment of  Trade. 

(Mr  Maxwell-Hyslop.)  No.  It  is  the 
Department  of  Trade  which  is  concerned 
with  quotas. 

Chairman 

953.  Whatever  it  may  be,  have  you 
been  able  to  get  any  understanding  about 
the  words  “serious  injury”? 

(Mr  Regan.)  No,  I do  not  think  we  have. 

954.  Have  you  sought  to  do  it? 


(Mr  MacArthur.)  I am  not  aware  of  a sort 
of  form  of  words  which  establishes  serious 
injury,  but  we  have  on  a number  of  occa- 
sions, notably  in  the  case  of  the  man-made 
fibre  problem  with  the  United  States,  been 
able  through  the  Department  of  Industry 
and  the  Depatment  of  Trade  to  establish 
what  was  regarded  by  those  Departments 
as  evidence  of  injury  on  which  the  final 
action  was  belatedly  based. 

Mr  Maxwell-Hyslop 

955.  I must  just  stop  you  at  this  point. 

It  is  nothing  to  do  with  the  Department  of 
Industry.  It  is  the  Department  of  Trade. 

(Mr  MacArthur.)  I respect  your  point. 
Perhaps  the  confusion  has  arisen  because 
the  Department  of  Industry  is  our  sponsor- 
ing Government  Department  in  the  chem- 
icals and  textiles  division  and  therefore  we 
have  a continuing  and  close  relationship 
with  that  Department.  We  also  deal  with 
the  Department  of  Trade  directly  and  to 
some  extent  through  the  Department  of 
Industry  and  perhaps  that  is  how  the  con- 
fusion arises.  I accept  it  is  the  Department 
of  Trade  one  has  to  satisfy. 

956.  Either  your  industry  or  a firm 
within  the  industry  wishes  to  get  prompt 
action  by  the  Commission  to  impose  a quota 
where  serious  injury,  which  is  necessary 
under  Article  19  of  GATT,  is  to  be  applied. 
Does  the  firm  concerned  or  do  you  as  a 
trade  association  go  direct  to  the  Commis- 
sion or  do  you  go  to  the  Department  of 
Trade  first  here? 

(Mr  MacArthur.)  In  terms  of  a UK  appli- 
cation we  would  certainly  operate  through 
our  own  Government  Department,  the 
Department  of  Trade.  If  it  were  a question 
with  wider  implications  in  Europe  we  would 
also,  inform,  at  least,  our  European  rep- 
resentative body,  Comitextil  which  might 
or  might  not  discuss  the  matter,  also  the 
Commission.  We  are  very  careful  that  any 
representation  we  are  making  for  British 
industry  about  quota  evasion  or  whatever 
it  may  be  is  made  to  our  own  authorities  in 
this  country. 

957.  The  question  of  political  will  was 
raised.  Previous  evidence  we  have  taken 
has  shown  some  concern  about  getting 
agreement  as  to  what  constitutes  serious 
injury,  as  it  is  serious  injury,  among  other 
things,  that  you  have  to  demonstrate  to  be 
able  to  use  the  relief  available  under  Article 
19  of  GATT.  That  is  why  I am  pressing 
you.  I do  not  mean  Mr  MacArthur  specifi- 
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cally  but  any  of  the  witnesses  who  have  the  EEC  to  whom  the  quota  does  not  apply 
personal  knowledge  of  this.  Have  they  in  or  not? 

their  own  judgment  substantiated  senous  (Dr  Smith.)  That  can  happen  but  it  would 
injury  but  found  the  Department  of  Trade  be  difficult  to  identify, 
not  in  agreement  in  recognising  that  as 

serious  injury?  959.  Is  it  happening,  in  your  opinion, 

(Dr  Smith.)  May  I give  you  the  simple  even  if  you  cannot  prove  it? 
case  history  of  the  past  12  months  on  the  (Dr  Smith.)  I think  this  country  is  now 

man-made  fibres  scene  that  built  up  to  the  saturated  with  product  and  it  probably  is 

quotas  because  that  problably  illustrates  not  happening  to  any  very  great  extent.  Just 
the  discussion.  In  January/February  a year  to  exemplify  this,  our  sales  into  these  mar- 
aeo  we  warned  the  Government  and  the  kets  in  the  first  quarter  of  this  year  of 
Commission  that  the  American  threat  was  polyester  yams  were  a third  down  from  12 
impending,  with  the  collapse  of  the  dollar,  months  ago.  You  cannot  live  with  a third 

with  the  change  of  their  raw  material  base  off  your  market.  A bit  of  that  might  be  the 

and  the  way  they  were  keeping  their  energy  local  recession.  Most  of  it  is  because  a sub- 
costs down  you  could  see  it  coining.  This  stitute  product  has  come  in  at  prices  that 

we  felt  so  strongly  that  at  the  time  of  the  we  cannot  match, 
revision  of  the  Tokyo  Round,  which  was  in 

March/ April,  a clause  was  put  in  by  the  960.  Is  the  Commission,  in  your  expe- 

Commission  that  said:  “If  anything  does  rience,  responsive  when  there  is  serious 

happen  we  will  take  action,”  so  it  was  reg-  injury  done  to  British  industry  or  only  when 
istered  ahead  of  the  time.  By  mid-year  the  there  is  serious  injury  done  to  British  indus- 

tonnages  were  starting  to  roll  and  by  try  plus  the  industry  of  at  least  one  other 

August/September  the  Americans  had  pen-  EEC  member? 

etrated  to  the  tune  of  over  20  per  cent.  (Dr  Smith.)  I believe  the  Commission  is 
They  were  running  at  a rate  of  over  20  per  influenced  by  Europe  as  a whole.  It  will 
cent  of  the  polyester  filament  market.  At  take  note  of  specific  British  interests  and 
this  stage  the  people  accepted  that  this  was  problems,  and  has  done,  but  in  this  case,  as 
really  starting  to  cause  damage  and  my  own  you  will  remember,  there  was  a considera- 
company  lost  a lot  of  money  last  year.  The  ble  struggle  as  to  how  it  could  be  done, 
actual  results  for  our  Fibres  Division  were  Then,  ofcourse,  one  has  to  get  round  to  the 
quoted,  I think  it  was  about  £35m  sterling  politics  as  to  whether  this  starts,  as  Mr 
loss,  and  most  of  that  money,  £25m  of  it,  Thompson  said,  a trade  war,  so  that  you 
was  lost  in  the  second  half  of  the  year  as  a get  countervailing  requests,  the  effects  on 
direct  result  of  these  imports,  and  invest-  steel  exports  to  America  and  the  whole 
meat  has  stopped  because  of  that.  For  the  thing  goes  wrong.  I think  these  are  the 
next  six  months  the  discussions  went  to  and  sensitivities  that  the  Commission  has  to 
fro  as  to  what  action  could  be  taken,  the  weigh  up.  The  problem  one  does  have  if 
style  of  action  that  could  be  taken,  with  the  you  are  actually  operating  within  industry, 
Government  here,  with  the  Commission,  of  course,  is  that  delay  usually  kills  you  in 
between  the  Government  and  the  Commis-  these  circumstances  and  to  recover  from 
sion,  and  eventually,  I think  it  was  February  that  takes  more  than  faith;  it  takes  a degree 
of  this  year,  which  was  a year  after  the  of  stupidity  if  you  are  not  careful, 
warning  and  nearly  nine  months  after  the 

event,  and  at  a cost  to  us  of  a considerable  Mr  Crowther 

amount  of  damage,  that  the  quotas  were  961.  Just  a question  on  the  way  in  which 
applied.  One  argues  about  the  value  of  the  you  face  the  various  problems  on  exports, 
quotas.  We  are  the  only  Government  that  you  make  the  point  in  the  paper  that  things 
actually  did  something  about  it  and  the  rest  like  the  very  high  value  of  sterling  in  rela- 
of  Europe  is  still  struggling  and  sweating,  lion  to  other  currencies  is  a problem  to  you 
That  is  the  timescale  and  that  is  the  sort  of  and  so  is  domestic  inflation,  but  the  other 
level  people  accept  as  significant  damage,  one,  which  is  an  external  factor  entirely, 
In  part  because  of  this  another  3,000  jobs  the  tariff  barriers  imposed  in  various  places, 
have  gone  out  of  our  business.  particularly  South  Korea  and  Brazil,  what 

kind  of  action  is  your  Confederation  taking 
958.  Is  the  quota  in  so  far  as  it  was  then  to  try  to  deal  with  these  problems? 
put  on  bypassed  by  diverting  that  American  (Mr  Regan.)  This  is  an  aspect  which  con- 
export  effort  to  EEC  countries  which  have  cerns  us  greatly  because  we  feel  that  so 
not  put  it  on  and  it  is  then  coming  in  from  often  the  textile  industry  is  perhaps  too 
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much  concerned  with  imports  and  not  suf- 
ficiently concerned  with  design  style  and 
exports.  We  would  love  to  be  free  traders, 
but  let  it  be  free  trade  for  all.  When  we 
have  major  markets  that  are  subject  to  sub- 
stantial constraint  in  the  terms  of  either 
tariffs  or  other  barriers  — and  I woujd 
quote  Canada  which  invoked  Article  19  in 
November  1976  and  secured  an  import  level 
related  to  1975  performance,  and  that  is 
still  in  existence:  we  have  a protected  mar- 
ket to  a large  degree  in  America;  South 
Africa  is  closed  to  us ; Australia  has  changed 
direction  12  or  18  months  ago;  substantial 
increases  in  tariffs;  New  Zealand  is  closed 
to  us,  and  then  we  detail  all  the  other  low- 
cost  countries  where  either  quota  restraints 
or  tariff  barriers  are  placed  against  the  UK 
textile  industry.  By  all  means  let  us  have 
free  trade  but  let  it  be  free  trade  in  a free- 
trading  world,  not  free  trade  in  a totally 
restricted  world,  and  that  is  what  we  are 
finding  at  this  moment.  So,  by  and  large  all 
we  can  look  at  is  the  European  market. 

962.  I did  ask  what  action  the  Confed- 
eration is  taking.  What  kind  of  pressures 
are  you  seeking  to  apply  through  Govern- 
ment, through  the  EEC  or  any  other 
bodies? 

(Mr  Regan.)  We  are  using  every  oppor- 
tunity to  bring  this  to  the  attention  of  every- 
one concerned.  We  make  the  points  in 
Europe;  we  make  them  through  Comitextil 
to  the  Commission;  we  make  them  to  our 
own  Departments  in  Government  here. 


963.  Are  you  getting  any  helpful 
response  from  the  people  to  whom  you 
make  these  representations? 

(Mr  Regan.)  I regret  to  say  at  this  stage 
no. 

(Mr  MacArthur.)  The  one  great  oppor- 
tunity there  was  to  correct  this  position  by 
working  for  the  harmonisation  of  tariffs  in 
the  world  was  the  last  MTN,  the  Tokyo 
Round.  In  reply  to  what  do  we  do,  we  put 
forward  paper  after  paper  to  Government 
and  to  the  Commission  and  to  Comitextil 
and  to  everybody  we  could  think  of, 
and  the  only  meaningful  reductions  there 
were,  were  reductions  in  United  States  tar- 
iffs and  the  EEC  tariffs,  so  we  have  lowered 
our  tariffs  or  are  about  to  yet  again,  so  they 
will  be  the  lowest  in  the  developed  world 
countries  of  any  consequence.  The  Amer- 
icans have  reduced  their  tariffs  by  even 
more  but  the  American  tariffs  even  after 
reduction  will  be  substantially  higher  than 


our  own.  We  do  not  believe  that  authority 
in  general,  certainly  in  the  Community 
perhaps  recognises  sufficiently  that,  on  the 
one-hand,  we  have  a market  which,  despite 
restraints,  is  still  the  largest  for  the  products 
of  the  developing  world , a very  huge  market 
for  imports  anyway,  with  very  low  tariffs 
a very  open  view  of  trade,  whereas  wc  are 
confronted  by  tariff  barriers  and  blockages 
to  exports  in  a great  many  countries  of  the 
world,  with  the  notable  exception  of 
Hong-Kong,  which  are  in  some  cases  insu- 
perable. How  can  you  sell  cotton  cloth  in 
Brazil  if  you  have  to  pay  a 205  per  cent 
tariff  before  you  start?  It  is  absurd;  it  is 
grotesque. 

Mr  Thompson 

964.  Are  you  in  favour  of  the  renewal 
of  the  MFA  or  should  we  put  our  faith  in 
GATT  and  Articles  19  and  6,  and  what  sort 
of  a lifespan  do  you  envisage  for  a new 
MFA  if  you  are  in  favour  of  it  and  what 
should  be  in  it? 

(Mr  Regan.)  We  are  in  favour  not  of  a 
renewal  of  the  MFA  because  we  find  the 
MFA  as  it  is  currently  constituted  is  not 
totally  satisfactory,  but  we  would  look  for 
a renegotiation  of  the  MFA.  But  beyond 
that,  in  the  light  of  experience,  and  let  me 
say  on  behalf  of  the  textile  industry  that 
when  the  current  MFA  was  negotiated  we 
felt  that  we  had  gained  breathing  space. 
What  we  were  not  able  to  foresee  was  the 
addition  of  all  the  peripheral  supplies  which 
were  added  on  to  the  base  of  the  MFA  and 
there  was  some  talk  of  globalisation  at  that 
time,  but  unhappily  that  did  not  receive 
quite  so  much  attention  as  it  ought  to  have 
done.  We  would  look  for  a renewal  of  a 
strengthened  MFA  and  we  would  also  look 
for  a oasis  of  globalisation  of  total  imports 
from  low  cost  countries. 

965.  You  are  including  Comecon  coun- 
tries in  that? 

(Mr  Regan.)  Yes,  and  we  would  look 
because  of  the  experience  that  we  have  had 
for  a longer  term  than  the  five  years  that 
was  originally  negotiated. 

966.  I do  not  want  to  put  words  into 
your  mouth  but  all  the  social  clauses  and 
recession  clauses  that  we  have  read  about 
in  various  submissions  to  us? 

(Mr  Regan.)  Yes. 

Chairman 

967.  Mr  Regan,  we  have  received  your 
blue  book  on  the  MFA  and  we  propose  to 
take  that  as  the  evidence  you  would  have 
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given  had  you  had  time  so  to  do.  We  apol- 
ogise for  keeping  you  and  your  colleagues 
so  long,  but  you  have  raised  with  us  so 
many  important  issues  affecting  the  whole 
question  of  our  textile  industries  in  this 
country.  I hope  you  will  feel  free  to  submit 
to  us  any  further  evidence  that  you  may  feel 
you  have  to  put  before  us.  We  would  wel- 
come any  assistance  you  wish  to  offer  to  us 
because  we  on  our  side  want  to  help  you  as 
much  as  is  within  our  power  so  to  do.  Time 
has  pressed  very  strongly  and  I must  bring 


this  part  of  our  morning’s  session  to  a close. 
It  remains  for  me  on  behalf  of  all  my  col- 
leagues to  thank  you  and  your  colleagues 
most  sincerely  for  your  attendance  this 
morning  on  this  particular  day  and  to  thank 
you  for  the  manner  in  which  you  have 
answered  our  questions  and  been  of  such 
help  to  us.  (Hear,  hear) 

(Mr  Regan.)  Thank  you.  On  behalf  of 
myself  and  my  colleagues  may  I say  that  we 
have  appreciated  the  manner  in  which  you 
have  listened  to  us  this  morning. 
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X FUTURE  MFA  (M61) 

Memorandum  submitted  by  the  British  Clothing  Industry’s  Council  for  Europe  Limited 


1 Introduction 

l.i  The  British  clothing  industry  is  facing  a number  of  crucial  decisions  on  the  inter- 
national trade  front,  Over  the  next  few  months  we  must  determine  what  it  is  we  want  to 
replace  the  MFA.  Although  the  individual  restraint  agreements  with  our  main  low-cost 
supplying  countries  will  take  us  up  to  the  end  of  1982  — the  Multi  Fibre  Arrangement 
itself,  which  provides  the  framework  for  those  agreements  in  international  law,  expires  at 
the  end  of  1981 . This  paper  examines  the  failings  of  the  present  rdgime  and  sets  out  the 
recommendations  of  the  Executive  Committee  of  British  CICE  as  to  what  should  follow. 

l.ii  In  considering  the  various  paths  open  to  the  industry,  it  is  important  to  bear  in 
mind  that  there  have  been  a number  of  changes  in  scenery  since  the  current  MFA  was 
negotiated  two  years  ago: 

In  the  UK  we  now  have  in  power  a Government  which  is  committed  to  free  but  fair 
trade.  So  far  it  has  said  that  “it  foresees  the  need  for  a continuation  of  orderly 
marketing  arrangements  after  1982”.  The  Government  has  also  emphasised  the 
need  to  balance  the  interests  of  consumers  and  producers  (for  instance,  Mr  Cecil 
Parkinson,  Minister  of  State  for  Trade,  has  been  saying  that  whilst  there  are  750,000 
clothing  and  textile  workers,  there  are  56,000,000  customers  to  consider;  and  that 
protection  pushes  up  prices.  He  has,  however,  also  said  that  he  thinks  the  balance 
at  present  is  about  right). 

At  Community  level,  where  the  ultimate  responsibility  for  the  negotiations  lies,  Mr 
Tran  Van  Thinh,  a very  tough  and  experienced  textiles  trade  negotiator,  has  been 
replaced  by  a German  named  Mr  Krenzler.  He  is  said  to  be  a free  trader  with 
limited  knowledge  of  the  textile  and  clothing  industries.  At  present,  Commission 
thinking  seems  to  be  that  there  should  be  a successor  to  the  MFA  but  of  a much  less 
restrictive  nature  than  the  present  one.  However,  another  factor  is  that  by  the  rime 
the  negotiations  are  under  way,  there  will  be  a new  set  of  Commissioners. 

In  the  next  round  of  negotiations  there  will  be  ten  members  of  the  EEC,  Greece 
having  joined  on  1 January  1981.  Spain  and  Portugal  will  become  members  during 
the  lifetime  of  the  next  Agreement  and  may  also  have  an  influence  on  the  EEC 
stance  in  negotiations. 

Most  of  the  other  European  clothing  industries  are  now  having  an  increasing  part 
of  their  production  made  up  by  means  of  outward  processing,  or  supplementing 
their  ranges  with  direct  imports. 

The  general  trend  in  UK  consumer  demand  for  clothing  and  the  future  forecast  has 
declined  and  is  substantially  less  than  the  standard  6 per  cent  growth  in  imports 
provided  for  under  the  MFA. 

The  USA  are  adopting  an  increasingly  protectionist  stance  which  is  leading  to 
greater  pressure  from  the  supplying  countries  on  the  EEC  market. 


2 The  Current  Import  Regime 

2.i  When  the  MFA  was  concluded  it  was  generally  welcomed  by  the  UK  industry  as  a 
significant  improvement  on  any  previous  import  rdgime.  Now,  the  MFA  critics  probably 
outnumber  its  supporters,  as  low-cost  imports  of  clothing  continue  to  grow  at  an  unac- 
ceptable rate.  In  the  first  nine  months  of  1979  they  were  13  per  cent  higher  than  in  the 
same  period  last  year.  State  trading  countries  are  still  sending  in  garments  at  totally 
unrealistic  prices.  Every  month  jobs  are  lost  from  the  industry  and  persistent  uncertainty 
is  discouraging  any  further  significant  investment.  So  what  has  gone  wrong? 
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2.ii  Duration'.  Four  or  five  years  is  too  short  a period  to  provide  a climate  inducive  to 
any  substantial  investments.  The  current  MFA  has  only  been  in  operation  for  two  full 
years  and  yet  we  are  already  faced  with  the  business  of  lobbying,  consultations  and 
negotiations,  with  all  the  speculation  and  uncertainty  that  goes  with  it. 

2.iii  Country  Coverage:  The  MFA  and  other  provisions  were  supposed  to  apply  to  all 
low  cost  countries.  Thus  all  countries  which  were  not  under  quota  for  a particular  product, 
were  to  be  subject  to  the  basket  extractor  mechanism. 

In  practice,  however,  there  are  certain  countries  against  which  the  Commission  has 
been  extremely  reluctant  to  act  because  of  “the  wider  political  implications”.  The 
Mediterranean  and  Lomd  countries  are  notable  examples.  As  a result,  imports  from  these 
areas  have  grown  at  an  alarming  rate  since  the  MFA  came  into  force,  negating  the  benefits 
of  effective  control  on  other  suppliers. 

2.iv  Globalisation : For  the  most  sensitive  products  there  were  to  be  “global  ceilings”, 
i.e.  a maximum  level  of  imports  to  be  allowed  in  from  all  low-cost  sources  in  a given  year. 
This  was  a vital  element  in  providing  the  industry  with  a measure  of  much  needed  stability. 

Contrary  to  our  expectations,  these  ceilings  have  not  been  rigidly  enforced.  Every  time 
the  Commission  negotiates  a new  agreement  (as,  for  instance,  with  China)  or  allows 
adjustments  to  a country’s  quota,  the  ceilings  are  simply  revised  upwards.  In  reply  to 
strong  and  repeated  protests,  the  Commission  claims  that  the  global  ceilings  were  only 
meant  to  be  targets.  These  targets  have  proved  to  be  highly  elastic. 

2.v  The  Basket  Extractor:  Great  store  was  set  by  this  mechanism,  as  the  means  of 
preventing  sudden  surges  of  uncontrolled  imports  from  wreaking  havoc  in  the  UK  market. 
The  actual  formula  for  determining  the  level  at  which  imports  of  a particular  product 
becomes  “a  threat”  is,  on  the  whole,  satisfactory,  but  its  application  has  been  less  so. 

Although  the  UK  has  had  as  many,  if  not  more,  successful  basket  extractor  cases  than 
the  other  Member  States,  the  main  problem  here  is  the  time  it  takes  the  Commission  to 
process  a case.  By  the  time  action  is  finally  agreed,  imports  have  often  reached  high  levels, 
and  as  the  quota  which  is  then  introduced  is  based  on  past  trade,  the  end  result  is  a high 
level  of  permitted  access. 

2.vi  Quota  Control:  With  the  MFA  Agreement  countries  there  is  a system  of  dual 
licensing  control,  which  mades  it  virtually'  impossible  for  quotas  to  be  oversupplied. 
Actual  imports  are,  nevertheless,  often  well  in  excess  of  the  quota  allocated,  for  a number 
of  reasons,  “legitimate”  and  otherwise: 

the  generous  flexibility  provisions,  which  in  some  cases  can  permit  an  increase  in 
quota  of  up  to  15  per  cent; 

free  circulation  (i.e.  goods  entering  via  another  Member  State  which  are  not 
deducted  from  the  UK  quota).  This  is  particularly  serious  in  view  of  untrammelled 

frowth  of  East-West  German  trade,  and  the  increasing  use  of  outward  processing 
y other  Member  States; 

if  there  is  any  chance  that  goods  might  be  re-exported,  they  tend  to  be  declared  as 
temporary  imports  for  duty  purposes.  These  are  not  counted  against  quota.  We 
suspect,  however,  that  significant  quantities  of  these  goods  remain  on  the  UK 
market.  Whilst  the  duty  may  subsequently  be  recouped,  whether  quotas  are  docked 
on  every  occasion  is  not  so  certain; 

there  is  a clause  in  the  MFA  agreements  which  enables  the  exporting  countries  to 
request  adjustments  to  the  level  or  regional  distribution  of  their  quotas.  Experience 
has  demonstrated  that  exorbitant  demands  to  the  Commission  usually  lead  to 
significant  concessions. 

2.vii  Quota  Growth:  There  is  no  provision  in  the  MFA  to  adjust  quotas  to  take  account 
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of  the  dramatic  downturn  in  the  economic  circumstances  of  the  UK  clothing  industry  since 
the  introduction  of  the  MFA.  As  a result,  quotas  are  automatically  increased  at  a rate 
which  in  many  cases  is  significantly  higher  than  the  expansion  of  the  market. 

3 The  Role  of  the  Commission 

3.1  It  is  apparent  from  the  above  that,  whilst  there  are  inherent  weaknesses  in  the  MFA 
itself,  a major  problem  is  the  apparent  lack  of  commitment  by  the  Commission  to  make 
it  work. 

3.11  The  textile  and  clothing  industries,  along  with  most  of  the  manufacturing  industries 
in  this  country,  supported  membership  of  the  EEC,  believing  the  Community  to  be  a 
powerful  negotiating  bloc  with  far  more  political  clout  than  the  UK  could  ever  muster  on 
its  own.  And  yet,  as  far  as  trade  in  textiles  is  concerned,  the  Commission  seems  to  place 
consideration  of  the  political  and  economic  circumstances  pertaining  in  the  supplying 
countries  above  the  maintenance  of  the  EEC  industries.  This  curious  form  of  overseas 
“aid"  can  only  be  abortive.  It  will  in  no  way  serve  the  interests  of  the  Third  World  to 
allow  the  devastation  of  a major  European  industry  (with  everything  that  means  in  terms 
of  unemployment,  balance  of  payments,  etc),  for  only  the  strong  can  assist  the  weak. 

3.iii  But  it  is  not  only  a sense  of  misplaced  social  conscience  of  which  the  Commission 
stands  accused.  Very  often  it  is  simply  out-manoeuvred  and  out-negotiated.  The  Tokyo 
Round  is  an  obvious  example,  the  negotiations  with  China  another.  We  axe  frequently 
told  that  consideration  must  be  given  to  the  export  interests  of  other  industries  but  this 
does  not  necessitate  sacrificing  the  clothing  and  textile  industries.  The  USA,  for  instance, 
although  just  as  interested  in  exporting  to  China  as  is  the  EEC,  did  not  find  it  necessary 
to  put  its  textile  and  clothing  industries  in  hock.  The  current  talks  with  Greece  again 
highlight  this  whole  problem  of  the  Commission’s  attitude.  Greece  is  refusing  restraint 
arrangements  for  1980  because  of  its  pending  membership  of  the  EEC.  The  Commission 
should  tell  Greece  that  unless  it  co-operates  there  will  be  no  membership,  particularly  as 
Greece  stands  to  gain  most  from  it. 

3.iv  The  obvious  question  then  arises,  should  we  put  all  our  energies  into  getting 
Britain  out  of  the  EEC?  One  would  first  of  all  have  to  be  certain  that  we  would,  in  fact, 
be  better  off.  The  economic  importance  of  the  Community  market  as  a whole  is  such  that 
trade  sanctions  against  us  as  part  of  the  Community  are  not  a very  real  threat.  For  Britain 
on  its  own  they  would  be  much  more  of  a reality,  which  the  Government  of  the  day, 
whatever  its  commitment  to  our  industry,  could  not  ignore.  Withdrawal  from  the  EEC 
would  not  provide  the  answer. 

3.v  A more  positive  solution  would  be  to  find  the  means  of  bringing  the  Commission 
under  effective  political  control,  by  making  it,  in  practice,  more  accountable  in  trade 
matters  to  the  Council  of  Ministers  and/or  the  European  Parliament.  It  is,  after  all,  the 
public  servant  of  the  Governments  of  the  Nine,  with  the  function  of  implementing  the 
policies  they  have  agreed.  However  good  an  import  rdgime  we  manage  to  secure,  it  is 
worthless  if  the  Commission  is  allowed  to  continue  interpreting  the  rules  in  its  own  way 
as  it  goes  along. 

4 Which  Road  do  We  Follow  Now? 

4.1  Most  people  would  agree  that,  whatever  form  it  takes,  the  new  arrangement  should 
be  effective  for  about  a ten-year  period. 

4.11  As  to  the  content  of  the  arrangements,  there  seem  to  be  two  main  schools  of 
thought  within  the  industry: 

A One  believes  that  as  the  MFA  has  not  succeeded  in  containing  the  growth  of 
imports,  we  must  go  for  something  far  more  ruthless  and  restrictive. 

B The  other  takes  the  view  that  the  way  to  a viable  future  lies  in  harnessing  imports 
to  the  benefit  of  manufacturers  and  that  the  UK  clothing  industry  should  follow  the 
example  of  other  European  industries  by  using  imports  to  its  own  advantage. 
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4.111  British  CICE  suggests  that  these  two  philosophies  are  not  mutually  exclusive.  The 
British  clothing  industry  should  be  seeking  improved  arrangements  which  will  tighten  up 
the  shortcomings  referred  to  in  section  2 above,  more  truly  reflect  the  current  depressed 
state  of  consumer  demand,  and  ensure  that  the  entrepreneura!  benefits  of  importing 
accrue  to  UK  garment  manufacturing  companies. 

5 Profile  of  a New  Arrangement 

5.i  Length  of  Arrangement 

The  new  regime  should  run  for  10  years.  However,  the  short-term  economic  forecast 
for  the  Community  is  gloomy  and,  according  to  the  Commission,  economic  growth  in 
1980  will  be  at  its  lowest  since  1975.  The  balance  of  payments  situation  is  expected  to 
deteriorate  further  and  average  unemployment  in  the  Nine  is  due  to  reach  6.2  per  cent 
(compared  with  2.5  per  cent  in  1973).  Over  a 10-year  period  this  scene  could  change 
dramatically  and  there  should,  therefore,  be  provision  for  emergency  measures  to  be 
taken  during  an  economic  crisis,  A break  clause  after,  say,  five  years  to  enable  a formal 
review  of  changed  circumstances  may  also  be  desirable. 

5.ii  Global  Ceilings 

Fundamental  to  the  future  is  the  establishment  and  maintenance  of  global  ceilings  on 
all  imports  (whether  outward  processed  or  not)  from  all  low-cost  and  “unfair”  sources. 

Current  ceilings  on  Group  I products  will  need  adjusting  downwards  to  take  account  of 
imports  which  have  come  from  Greece,  and  from  Portugal  and  Spain  as  the  restraints  on 
these  countries  are  phased  out  during  their  accession  to  the  Community. 

If  global  ceilings  are  to  be  effective  then  the  following  provisions  are  essential: 

(a)  when  new  quotas  are  introduced,  these  must  be  contained  within  the  ceilings 
even  if  other  quotas  have  to  be  reduced  to  achieve  this; 

(b)  imports  from  all  low-cost  and  “unfair”  sources,  whether  quoted  or  not,  would 
have  to  be  suspended  when  a global  ceiling  has  been  reached. 

5.111  Quotas 

The  shortcomings  in  the  current  arrangements  and  in  their  administration  are  leading 
to  unacceptably  high  quotas  in  1982.  This,  together  with  the  need  to  have  a margin  of 
reserve  for  other  suppliers,  will  necessitate  a cut  back  in  the  base  quotas  for  the  new  MFA. 

The  standard  terms  of  the  MFA  envisaged  minimum  growth  rates  of  6 per  cent, 
although  we  currently  have  a derogation  to  permit  lower  growth  on  particularly  sensitive 
products.  Because  of  deteriorating  economic  trends  this  derogation  must  be  reinforced. 
A 6 per  cent  minimum  growth  rate  would,  in  these  circumstances,  be  disastrous. 

Growth  rates  need  to  be  variable  to  reflect  worsening  market  conditions  (a  recession 
clause).  Growth  rates  for  particular  countries  or  specific  product  categories  should  also 
reflect  other  factors.  For  instance,  where  one  supplier  accounts  for  more  than,  say,  50  per 
cent  of  all  low-cost  imports  for  a particular  product,  a nil  growth  rate  might  be  appropriate. 

5.iv  The  burden  sharing  formula  has  done  little  to  balance  out  low-cost  import  pene- 
tration among  Member  EEC  States  and  should  also  be  reviewed. 

5.v  Quotas  should  not  be  negotiable  at  the  request  of  the  supplying  country , i.e,  no 
agreed“adjustments”.  At  the  moment,  when  a supplier  offers  to  reduce  its  quota  on  “x” 
in  return  for  an  increase  on  “y”,  it  is  usually  because  it  cannot  fill  quota  “x”  anyway,  and 
wants  to  get  something  for  nothing.  To  be  able  to  plan  ahead,  each  sector  of  the  industry 
needs  to  have  an  idea  of  what  can  be  come  in,  in  terms  of  low-cost  imports. 

5.vi  The  flexibility  for  switching  quotas  between  categories,  and  the  anticipation,  or 
carrying  forward  of  quotas  from  one  year  to  the  next,  should  be  abolished.  This  flexibility 
creates  uncertainty  as  to  the  quantity  of  imports  which  can  be  allowed  and  causes 
disruption  in  specific  sectors. 
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5,vii  All  goods  entering  via  another  Member  State  should  be  counted  against  the  UK 
quota  (where  there  is  one). 

S.viii  Licensing  Control 

Under  no  circumstances  should  licences  be  solely  export  administered  — a system 
which  has  proved  catastrophic  in  the  present  Mediterranean  agreements.  The  present 
informal  limits,  agreed  targets  or  indicative  ceilings,  should  be  replaced  by  hard  and  fast 
quotas  which  cannot  be  breached. 

5.ix  Allocation  of  Licences  and  Outward  Processing 

Licences  for  at  least  a significant  part  of  the  quotas  should  be  reserved  to  bona  fide 
manufacturers  in  proportion  to  their  domestic  production.  This  could  be  measured  in 
terms  of  the  number  of  garments  produced,  the  turnover  on  these  garments,  or  the 
number  of  operatives  employed  on  garment  manufacture. 

5.x  These  “manufacturers’  licences”  should  be  available  either  for  outward  processing 
or  normal  importation.  Consideration  could  be  riven  to  extending  the  scope  of  the 
Regulations  which  are  being  drawn  up  to  restrict  OP  licences  to  manufacturers,  so  that 
they  also  applied  to  the  issue  of  licences  to  manufacturers  for  normal  imports. 

5.xi  Categorisation  and  Grouping 

A review  of  the  current  categorisation  may  be  disirable  (e.g.  differentiating  between 
men’s  and  boys’  wear,  and  possibly  women’s  and  girls’  wear). 

S.xii  The  grouping  of  products  according  to  sensitivity  is  very;  useful,  but  needs  to  be 
reviewed  as  the  pressure  on  some  products  has  increased  (suits,  anoraks,  workwear, 
ladies’  suits  and  coats). 

5.xiii  The  Basket  Extractor 

By  whatever  name  it  is  called,  some  mechanism  is  necessary  to  bring  new  sources  of 
supply  under  control  before  they  become  disruptive.  The  present  system  would  be 
satisfactory  subject  to  the  following  changes: 

(a)  Accepting  that  trigger  levels  are  the  levels  at  which  imports  are  potentially 
disruptive,  action  should  be  initiated  before  these  levels  are  actually  reached, 
for  example,  when  a certain  percentage  of  the  trigger  level  has  come  in. 

(b)  As  there  are  so  few  Community  level  basket  extractor  cases  (that  is  where 
several  Member  States  are  disturbed  by  imports  of  a particular  product  from 
the  same  source),  this  part  of  the  regime  should  be  entirely  administered  at 
national  level.  This  would  go  a long  way  towards  reducing  the  serious  delays 
which  we  are  now  experiencing,  and  would  probably  not  involve  any  greater 
burden  on  civil  servants'  time  than  the  statistical  repartee  which  they  now  have 
to  enter  into  with  the  Commission  each  time. 

(c)  To  prevent  the  exporting  country  from  anticipating  basket  action  and  shipping 
huge  amounts  in  order  to  secure  a large  quota,  there  must  be  provision  for 
quotas  to  be  introduced  well  below  actual  import  levels  and  even,  if  necessary, 
at  the  trigger  level.  In  any  event  there  should  be  a complete  ban  on  imports  of 
the  product  concerned  until  consultations  with  the  supplier  were  successfully 
concluded. 

(d)  It  would  be  essential  that  the  basket  extractor  be  applied  without  exception,  to 
every  low-cost  or  “unfair”  supplier,  whether  these  be  MFA  signatories,  Lom6 
beneficiaries,  Mediterranean  countries,  State  trading  countries  or  others. 

5.xiv  Social  Clause 

The  arrangements  should  include  a social  clause  which  would  make  access  to  the 
Community  conditional  on  the  exporting  country’s  compliance  with  certain  ILO  minimum 
standards  on  working  hours  and  conditions  and  the  freedom  of  association  for  their  work 
force. 
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5.xv  Price  Clause 

An  improved  price  clause  for  the  State  trading  countries  would  be  introduced  which 
would  allow  Member  States  the  right  to  temporarily  suspend  imports  whilst  suspicions  of 
abnormal  pricing  are  being  investigated.  The  onus  of  proof  should  be  on  the  exporting 
country.  r 6 

1 January  1980. 
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Examination  of  witnesses 

Mr  A J W Lewis,  Chairman,  The  British  Clothing  Industry’s  Council  for  Europe  Limited- 
Courtaulds,  Mr  F A Larcombe,  Vice  Chairman,  British  CICE;  Aquascutum,  Mr  N F 
Sussman,  Member  British  CICE  Executive,  and  Chairman  British  Clothing,  Ind  Jr  Council- 
L S & J Sussman  Ltd,  Mr  G W French,  Chief  Executive,  and  Miss  Jane  Eley] 
International  Executive,  British  Clothing  Industry's  Council  for  Europe  Limited,  called 
in  and  examined. 


Chairman 

968.  May  I welcome  the  representatives 
from  the  British  Clothing  Industry’s  Coun- 
cil for  Europe  Limited.  I wonder  if  you 
could  just  tell  me  for  one  minute  precisely 
what  is  the  British  Clothing  Industry's 
Council  for  Europe?  How  many  companies 
do  you  represent  and  what  percentage  you 
think  you  represent  of  the  total  clothing 
industry  in  the  United  Kingdom? 

(Mr  Lewis.)  I will  ask  the  Director  to 
give  the  figures  on  this  one. 

(Mr  French.)  The  British  Clothing  Indus- 
try’s Council  for  Europe  is  a Confederation 
of  all  the  trade  associations  in  the  clothing 
industry.  We  therefore  represent  the  whole 
of  the  organised  part  of  the  British  clothing 
industry.  I would  say  in  terms  of  employ- 
ment the  combined  members  of  those  trade 
associations  cover  something  like  55  to  60 
per  cent  of  the  employment  in  the  industry. 

969.  How  many  federations  or  associ- 
ations and  companies  are  members  of  your 
Council? 

(Mr  Lewis)  They  cover  the  corset  trade 
to  man-made  fibres  and  the  manufacturing 
companies,  the  shirt,  collar  and  tie  industry, 
and  all  associated  industries  with  cloth- 
ing opposed  to  knitwear. 

970.  So  you  have  claimed  to  be  wholly 
representative  of  that  industry? 

(Mr  Lewis.)  And  companies  large  and 
small. 

971.  Having  identified  you  through 
your  passport,  may  I now  welcome  you  all 
on  behalf  of  this  Select  Committee  sitting 
in  public  and  I assure  you  you  are  being 
recorded  at  the  moment  but  whether  it  will 
be  used  in  evidence  against  you  I know  not 
but  I notice  you  have  been  sitting  at  the 
back  of  this  room  whilst  we  were  asking  a 
few  questions  of  the  British  Textile  Confed- 
eration. It  would  be  fair  to  ask  I think  what 
are  the  essential  differences,  if  any,  in  your 
views  compared  to  those  of  the  British  Tex- 
tile Confederation? 

(Mr  Lewis.)  Certainly  our  views  coincide 
very  closely,  particularly  on  matters  that 
apply  to  the  future  trade  policy.  Where 
there  are  any  differences  I would  say  that 
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these  are  only  differences  of  emphasis  or 
perhaps  detail  which  would  come  out  in  a 
discussion  like  this. 

972.  You  very  kindly  supplied  to  us  a 
paper  which  we  have  marked  M61. 1 notice 
it  mainly  deals  with  the  future  of  the  Multi 
Fibre  Agreement.  Before  dealing  in  detail 
with  that,  may  I ask  you  whether  you  have 
any  specific  comments  you  yourselves 
would  wish  to  make  on  the  evidence  which 
has  just  been  given  by  the  BTC?  if  you 
have  not  got  any,  so  be  it. 

(Mr  Lewis.)  I think  there  are  one  or  two 
figures  we  might  qualify  but  apart  from 
that,  no. 

973.  Would  you  care  to  let  us  have  a 
short  paper  on  the  points  that  you  would 
wish  to  qualify?  Perhaps  you  could  let  us 
have  it  within  a reasonable  period  of  time 
from  now. 

(Mr  French.)  I think  there  is  one  quite 
important  aspect  and  that  is  the  difference 
in  the  import  load  of  the  clothing  industry 
between  the  developed  countries  and  the 
developing  countries  because  we  do  have  a 
rather  higher  porportion  of  imports  of  spe- 
cifically clothing  which  come  from  the  low- 
cost  countries  than  I think  is  true  if  you 
lump  together  clothing  with  textiles  as  a 
whole.  The  total  penetration  of  clothing 
into  this  country  is  round  about  46  per  cent, 
but  two-thirds  of  that  comes  from  the  low- 
cost  countries  including  the  Comecon  coun- 
tries, and  only  one-third  from  the  high-cost 
countries,  so  that  the  penetration  of  our 
market  by  the  low-cost  countries  totals  30 
per  cent.  For  the  record,  as  you  were  asking 
about  it,  in  total  the  imports  from  the 
Comecon  countries  only  amount  to  about 
3 per  cent  of  the  total  imports  and  there- 
fore, although  they  are,  in  certain  specific 
garments  as  areas,  very  important,  overall 
they  are  just  part  of  tne  problem  and  we 
have  not  felt  it  necessary  ever  to  split  them 
up  when  we  are  talking  about  them. 

Mr  Maxwell-Hyslop 

974.  Yugoslavia  is  not  in  Comecon,  is 
it? 

(Mr  French.)  Yugoslavia  is  not  specifi- 
cally in  Comecon,  no. 
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975.  So  the  Yugoslavian  penetration 
must  be  added  on? 

(Mr  French.)  When  I say  Comecon  I am 
using  a rather  loose  term  for  state  con- 
trolled countries. 

Mr  Emery 

976.  Arising  from  this  question,  is  the 
clothing  trade  therefore  disproportionately 
affected  by  imports  from  low  wage  and  state 
trading  nations  in  comparison  with  textiles 
in  general,  or  is  it  about  the  same,  and 
would  you  comment  if  I understood  you 
correctly  that  you  were  saying  that  46  per 
cent  of  clothing  was  coming  from  imported 
sources,  whereas  I see  that  the  Secretary  of 
State  for  Trade  has  recently  said  that  70  per 
cent  of  the  British  clothing  market  is  sup- 

lied  by  firms  in  this  country?  Are  these 

gures  actually  all  the  same  although  they 
look  so  different  or  what  is  the  reason  for 
the  differentiation? 

(Mr  Lewis.)  Would  he  have  meant  man- 
ufacturing companies  when  he  said  “firms" 
or  could  they  be  importers? 

977.  What  he  said  was  that  70  per  cent 
of  the  British  clothing  market  is  supplied  by 
firms  in  this  country,  and  we  therefore  pre- 
sumed he  meant  manufacturing  firms  in  this 
country? 

(Mr  French.)  I think  indeed  this  is  the 
same  question  you  might  have  heard  from 
our  BTC  colleagues.  It  is  different  whether 
you  measure  in  pounds  or  quantity.  Our 
measurement  is  in  quantity,  and  for  that 
very  reason  it  was  said  a shirt  is  a shirt  no 
matter  what  value  it  has.  Those  measures 
we  believe  to  be  in  value. 

978.  Could  I press  on  for  one  moment 
as  far  as  the  customer  is  concerned.  If, 
indeed,  there  is  this  import  penetration,  is 
this  penetration  not  to  the  benefit  of  the 
customer,  who  is  able  to  buy  either  more 
fashionable  clothing  or  clothing  which  he 
sees  at  a lower  price  than  that  at  which  it  is 
able  to  be  produced  by  British 
manufacturers? 

(Mr  Lewis.)  I think  that  the  area  of  cloth- 
ing, the  specialised  area  which  is  the  subject 
of  most  imports,  is  a measure  of  the  way 
that  it  does  the  damage  to  the  industry  in 
respect  of  those  sensitive  areas.  The  oppor- 
tunity to  the  retailer  to  purchase  cheaper 
merchandise  must,  as  you  have  heard  from 
the  previous  answer  to  that  question,  lead 
to  a lower  price  to  the  consumer.  Whether 
it  is  a better  value  depends  on  the  markup 


that  is  used  by  the  retailer  or  the  importer, 
because  we  have  seen  that  on  quite  a lot  of 
low-cost  imported  merchandise  the  even- 
tual price  to  the  consumer  is  only  slightly 
less  than  the  price  of  the  product  made  in 
this  country,  where  the  first  cost  would  be 
considerably  less. 

979.  This  was  an  answer  given  to  me  in 
the  previous  evidence,  which  I was  not  able, 
because  of  time,  to  pursue.  The  implication 
is,  therefore,  that  the  retailers  were  making 
very  much  larger  markups  and,  therefore, 
very  much  larger  profits,  but  if  one  looks  at 
the  profitability  of  most  of  the  retail  stores, 
this  does  not  seem  to  reflect  within  the 
trend  of  their  profits.  Therefore,  it  might 
even  be  argued  if  they  are  getting  a larger 
markup  on  imported  goods  they  are  taking 
a lower  markup  on  British-produced  goods 
in  order  to  keep  you  in  the  market? 

(Mr  Lewis.)  I think  certainly  the  aver- 
aging of  imported  prices  against  UK-pro- 
duced  prices  has  been  done  sometimes  by 
importers  and  sometimes  by  the  retailer, 
but  the  retailer,  I am  quite  certain,  would 
find  problems  if  he  imported  the  whole  of 
his  merchandise  because  he  would  lose 
what  we  have  been  told  are  the  benefits  of 
having  local  manufacturing,  local  develop- 
ment, in  the  UK , and  several  retailers  have, 
in  fact,  returned  to  buying  a greater  per- 
centage of  goods  in  the  UK  where  they 
found  that  the  total  development  overseas 
has  not  brought  the  rewards  they  had  hoped 
for. 

980.  Would  this  not  be  best  illustrated 
perhaps  by  Marks  & Spencer,  who  make 
great  play  of  saying  that  something  in  the 
area  of  90  to  95  per  cent  of  their  merchan- 
dise is  made  in  this  country,  and  they  are 
probably  one  of  the  most  able  retailers  in 
die  mass  market? 

(Mr  Lewis.)  They  certainly  prove  the 
point  that  by  working  with  their  suppliers 
very  closely  they  can  help  the  industry  to 
help  itself  to  meet  competition.  In  the  case 
of  suits,  which  they  had  started  to  import 
because  they  could  not  find  what  they 
wanted  immediately  in  this  country,  they 
very  soon  were  able  to  find  manufacturers 
who  could  provide  their  requirements,  and 
so  the  original  import  was  then  substituted. 

981.  This  is  a lesson  we  should  learn? 

(Mr  Lewis.)  That  is  one  that  is  being 

learnt.  It  is  not  a new  one  but  it  is  something 
which  can  always  be  repeated. 
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Mr  Cockeram 

982.  That  was  done  in  the  normal 
course  of  commercial  trading  without  any 
Government  interference,  tariffs  or 
protection? 

(Mr  Lewis.)  I think  the  industry  helped 
itself  in  that  way. 

983 . What  do  you  say  to  the  point  made 
by  The  Retail  Consortium  and  others  that 
they  cannot  satisfy  all  their  demands  from 
this  country  and  that  the  mail  order  traders, 
for  example,  have  to  supplement  their  pur- 
chasing by  foreign  purchases  to  get  the 
quantity  within  the  timescale  that  they  need 
them  to  meet  a demand  which,  of  necessity, 
has  to  be  answered  as  the  orders  flow  in  an 
irregular  manner? 

(Mr  Lewis.)  ft  is  a very  general  statement 
to  say  that  and  it  is  a very  general  point  to 
answer  but  I think  one  has  to  be  specific  in 
that  the  only  cases  where  I know  there  has 
been  a shortage  of  supply  have  been  where 
there  is  particular  machinery  involved  to 
produce  the  articles  or  some  particular  fab- 
ric has  been  in  limited  supply,  and  the  rea- 
son it  could  not  be  turned  on  when  the 
retailers  wanted  was  probably  because  the 
requirements  of  fashion  changed  very 
quickly  or  they  had  not  done  their  planning 
with  the  manufacturers. 

Mr  Thompson 

984.  What  about  jeans  and  denim  in 
that  respect? 

(Mr  Lewis.)  Jeans  are  made  in  this  coun- 
try. Are  you  saying  that  jeans  were  a par- 
ticular subject  of  that  complaint? 

985.  I am  thinking  that  the  jeans  market 
has  gone  on  for  a long  time  and  British 
manufacturers  never  seem  to  have  caught 
up  with  it.  It  needs  special  machinery, 
which  is  the  exact  case  you  are  speaking 
about? 

(Mr  Sussman.)  May  I suggest  some  of  the 
eatest  investment  in  the  clothing  industry 
at  is  taking  place  is  in  the  jeans  industry. 
We  saw  a statement  in  the  Sunday  Times 
only  two  weeks  ago  that  another  1,000  jobs 
have  been  created  in  the  jeans  industry  in 
Scotland. 

986.  It  is  a bit  late  for  that? 

(Mr  Sussman.)  It  is  never  too  late. 

Mr  Crowther 

987.  I was  quite  surprised  to  hear  that 
only  3 per  cent  of  the  imported  clothing  is 
from  the  Comecon  countries  because  they 
do  get  a certain  amount  of  publicity  from 
time  to  time  over  the  cheap  suits  from  Hun- 
gary and  Romania  and  so  on.  There  are 


evidently  cases  of  real  dumping  within  the 
proper  definition  of  dumping.  What  action 
is  being  taken  to  stop  this  dumping  from 
Comecon  countries  when  it  does  happen? 
I admit  it  is  a small  amount  in  total  but  it  is 
clearly  serious  in  affecting  the  pricing  struc- 
ture, is  it  not? 

(Mr  French.)  It  is  a very  large  amount 
when  it  is  concentrated  on  a small  sector  of 
the  market  and  that  is  why  it  is  significant. 
It  is,  indeed,  very  much  concentrated  on 
the  men’s  outerwear  section  of  the  market 
and  particularly  on  the  suit  section  of  the 
market,  and  this  can  be  significant  because 
of  that.  There  is  very  clear  evidence  of 
dumping.  We  have  learnt  of  the  Romani- 
ans, which  is  the  main  cause  of  our  prob- 
lems, themselves  declaring  their  cost  of 
manufacture  at  a meeting  where  there  were 
representatives  of  the  British  administra- 
tion present,  and  their  declared  cost  of 
manufacture  was  considerably  higher  than 
the  average  price  at  which  these  suits  are 
coming  into  this  country.  This  was  an 
admission  of  dumping,  a complete  admis- 
sion of  dumping,  and  when  taxed  with  the 
reasons  why  they,  therefore,  were  selling  at 
this  price  they  made  the  statement  that  they 
felt  that  the  cost  of  production  was  irrele- 
vant as  far  as  calculating  the  price  at  which 
they  should  be  selling  was  concerned.  The 
action  that  we  have  been  taking  is  to  try  to 
activate  not  the  dumping  legislation,  which 
is  very  tight  and  very  precise  and  extremely 
difficult  to  satisfy,  but  to  activate  a price 
clause  which  exists  in  the  bilateral  agree- 
ment which  exists  between  the  EEC  and 
Romania  which  would  have  the  same  effect 
as  a dumping  case  but  the  law  is  drawn 
more  loosely  and  therefore  subject  to  a 
variety  of  interpretations  and  therefore  can 
be  interpreted  m a way  which  would  be  of 
more  help  to  the  country. 

Chairman 

988.  Is  it  then  the  case  that  you  have 
not  in  fact  yet  brought  an  anti-dumping 
charge  against  any  state  trading  nation? 

(Mr  French.)  At  the  present  time,  yes. 
We  did  bring  an  anti-dumping  charge 
against  the  Romanians,  again  on  a suit 
problem,  about  four  years  ago,  and  failed 
to  satisfy  the  legal  requirements. 

989.  Have  you  got  the  case  papers  and 
the  finding  on  that  matter  somewhere? 

(Mr  French.)  We  have  got  some  papers 
on  that  matter  which  we  would  be  pleased 
to  send1. 


’See  p.  284. 
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990  Would  you  be  good  enough  to 
send  them  to  us,  a copy  of  the  case,  the 
judgment,  the  finding,  whatever  it  was 

called?  , 

(Mr  French.)  I think  that  rests  more  in 
the  hands  of  the  Department  of  Trade  than 
ourselves. 

Mr  Maxwell-Hyslop 

991.  Was  the  gravamen  of  it  that  you 
did  not  satisfy  the  Department  of  Trade  as 
to  the  serious  injury  or  material  injury,  or 
that  you  did  not  satisfy  them  as  to  the 
relationship  between  the  import  price  and 
the  cost  of  production  in  the  country  of 
origin? 

(Mr  French.)  It  was  a little  bit  of  both 
with  the  way  you  have  to  judge  both  of 
them,  but  primarily  it  was  the  problem  of 
satisfying  the  damage  that  has  to  be  done 
to  the  UK  industry  as  being  caused  by  this 
particular  factor. 

Mr  Emery 

992.  Could  we  not  have  a short  paper 
on  this  so  that  we  can  actually  see  what 
happened,  why  it  happened  and  why  it 
failed? 

(Mr  French.)  Certainly. 

Mr  Thompson 

993.  Have  we  had  a greater  measure  of 
success  this  time  because  of  French  help? 

(Mr  French.)  We  have  not  had  any  suc- 
cess as  yet  but  daily  we  keep  sitting  on  the 
edge  of  our  chairs  hoping  that  success  is 
coming.  We  do  not  know  yet  if  we  have 
succeeded. 

994.  Are  the  French  helping? 

(Mr  French.)  Yes,  but  help  came  very 
late  indeed.  It  took  a lot  for  the  French 
industry  to  convince  the  French  Govern- 
ment that  this  was  something  that  should 
be  taken  up  because  of  investments  they 
have  in  Romania. 

Mr  Crowther 

995.  There  is  one  other  possible  line 
and  that  is  the  imposition  of  import  duties 
by  the  British  Government.  Probably  this 
is  now  no  longer  an  available  option 
because  of  our  EEC  membership,  but  cer- 
tainly I have  sat  on  Statutory  Instrument 
Committees  doing  precisely  that  on 
Romanian  suits.  Am  I right  in  thinking  that 
that  is  no  longer  available  to  us  as  a means 
of  adjusting  the  price? 

(Mr  French.)  We  understand  you  are 
right. 


(Chairman.)  May  we  turn  our  attention 
to  the  new  MFA? 

Mr  Thompson 

996.  There  are  reasons  for  believing 
that  whilst  our  textile  and  clothing  industry 
may  want  a more  restrictive  MFA  the  Com- 
mission will  really  want  to  impose  a less 
restrictive  one.  Davignon  and  his  col- 
leagues seem  to  be  free  traders  to  say  the 
least. 

(Mr  Lewis.)  We  think  the  tendency  of 
the  Commission  is  to  favour  a less  restric- 
tive regime.  They  have  also  shown  weak- 
ness in  their  negotiations  as  compared  for 
example  to  the  USA  when  negotiating  the 
Tokyo  Round.  They  are  apt  to  be  weak 
negotiators.  They  also  choose  to  interpret 
the  mandate  very  loosely.  We  have  cer- 
tainly believed  that  under  the  provisions  of 
MFA  if  they  had  acted  promptly  they  could 
have  been  of  the  greatest  assistance  to  the 
European  industries  without  in  any  way 
affecting  the  Treaty  of  Rome.  When  one 
talks  about  the  basket  extractor  being  used, 
which  is  the  method  of  bringing  on  a quota 
where  imports  are  reaching  an  unaccept- 
able level,  they  have  been  terribly  slow  and 
when  one  remembers  that  the  figures  that 
come  through  are  only  seen  after  quite  a 
considerable  time  over  the  figures  of 
imports,  it  is  very  unfortunate  that  they 
have  not  acted  quickly  because  by  the  time 
they  have  acted  or  any  action  has  been 
taken  under  something  like  the  basket 
extractor,  jobs  have  been  lost  and  the  dam- 
age has  been  done. 

Mr  Carlisle 

997.  This  slightly  conflicts  with  the  evi- 
dence of  the  other  people  who  said  that  the 
Commission  had  the  mechanism  available. 
It  was  just  the  political  will. 

(Mr  Lewis.)  They  have  the  mechanism. 
They  just  do  not  use  it. 

Mr  Thompson 

998.  Do  the  other  European  clothing 
industries  have  a vested  interest  in  having 
less  restrictive  MFA,  the  Germans  for 
example? 

(Mr  Lewis.)  The  AEIH  is  the  European 
Industries  Association  to  which  they 
belong.  We  are  in  very  close  touch  with  our 
European  colleagues,  particularly  the  Ger- 
mans, the  Italians  and  the  French,  the 
AEIH  position  on  MFA  3 as  we  might  say 
is  a unanimous  one  and  very  close  in  essence 
to  the  original  British  CICE  paper.  We  can 
certainly  include  a copy  of  our  paper  if  you 
have  not  already  had  it. 


Printed  image  digitised  by  the  University  of  Southampton  Librar  y Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


278 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


14  May  1980]  Mr  A J W Lewis,  Mr  F A Larcombe,  Mr  N F Sussman,  [Continued 
Mr  G W French  and  Miss  J Eley 


[Mr  Thompson  Contd.  j 

999.  Arc  you  saying  then  that  the  Ger- 
man, French  , Italian  industries  will  be  sub- 
mitting basically  this  paper  to  their 
governments?  (indicating) 

(Mr  Lewis.)  Yes.  We  feel  very  pleased 
about  this  because  we  put  our  paper  out 
first  and  we  took  the  trouble  to  lobby  them 
individually  about  it.  We  have  been  trying 
to  inquire  how  effective  they  will  be  in 
getting  their  governments  to  act  because  we 
hilly  realise  that  the  less  unilateral  the  pres- 
sure on  the  Commission  is  the  better  it  will 
be.  We  have  ascertained  or  we  understand 
that  the  Italians  will  have  an  effect  on  their 
government,  that  they  will  take  up  what  the 
Italian  industry  requires.  From  the  French 
we  understand  their  government  might 
even  or  is  tending  to  go  even  further  than 
the  industry  want  and  the  Germans  possibly 
have  the  weakest  link  in  their  contacts  with 
their  government  but  they  are  trying. 

1000.  I have  a series  of  questions  which 
add  up  to  my  asking  you  this.  Do  you  think 
the  Commission  are  willing  to  sell  the  textile 
industry  or  exchange  it  for  other  industries? 
Is  that  you  feeling?  Are  we  willing  to  let  it 
go  to  the  Third  World? 

(Mr  Lewis./  We  have  not  got  confidence 
in  the  Commission,  if  that  is  a satisfactory 
answer  to  your  question.  The  reason  we 
have  not  got  confidence  is  because  of  their 
past  performance. 

1001.  You  said  they  are  weak 
negotiators. 

(Mr  Lewis.)  Yes. 

Chairman 

1002.  Mr  Lewis,  I have  been  associated 
for  a little  time  now  with  the  City  of  Leeds 
in  West  Yorkshire  and  I meet  a lot  of  my 
friends  who  are  in  the  clothing  industry.  I 
get  a lot  of  letters  from  them.  I got  one 
recently  in  which  there  is  this  sentence:  “It 
would  appear  quite  clear  that  the  Govern- 
ment is  being  influenced  to  allow  our  indus- 
try to  disintegrate.”  Is  that  a correct 
statement? 

(Mr  Lewis.)  By  whom,  if  I may  ask? 

1003.  That  is  what  I would  like  to  know. 
Is  it  a correct  statement? 

(Mr  Lewis.)  Certainly  not  by  me. 

(Chairman.)  Is  it  the  view  of  your 
Association? 

Mr  Thompson 

1004.  The  Commission  and  the  EEC 
are  not  as  worried  about  the  textile  industry 


as  they  are  about  other  branches  of 
industry? 

(Mr  Lewis.)  The  Commission  and  the 
EEC,  yes;  I would  accept  that. 

Chairman 

1005.  But  is  our  Government  being 
influenced  to  allow  it  to  disintegrate  is 
surely  rather  an  over-elaboration,  is  it  not? 

(Mr  Lewis.)  Yes,  I would  certainly  say 
so. 

(Mr  Sussman.)  It  certainly  is,  but  on  the 
other  hand  I might  say  that  I believe  it  is  a 
widely  held  view  among  many  individuals 
in  the  industry,  among  whom  your  constit- 
uent is  obviously  one,  and  possibly  some  of 
the  smaller  companies.  We  think  the  larger 
companies  who  have  been  involved  with 
Government  in  the  fight  on  the  MFA  and 
know  what  is  going  on  would  not  subscribe 
to  that  view  but  I think  it  is  fair  comment. 

(Chairman.)  We  will  learn  as  we  go  on 
what  more  we  can  urge  the  Government  to 
do  and  the  EEC  to  do  but  I rather  inter- 
rupted Mr  Thompson. 

Mr  Thompson 

1006.  Why  do  you  say  the  Commission 
is  so  inept  in  trade  matters?  What  do  you 
base  that  on? 

(Mr  Lewis.)  It  certainly  has  not  shown 
very  much  evidence  of  expertise  when  dis- 
cussing matters  of  clothing.  Miss  Eley  has 
recently  been  dealing  with  this. 

(Miss  Eley.)  I think  there  is  a general 
feeling  that  the  Commission  is  very  much 
over-concerned  with  the  “nitty-gritty”  legal 
oints  involved  in  a case  which  may,  in  fact, 
e as  plain  as  the  nose  on  your  face.  This  is 
the  problem  we  have  had  in  trying  to  com- 
bat the  problem  of  the  Romanian  suit, 
which  is  selling  at  prices  which  do  not  even 
cover  the  cost  of  the  raw  material  and 
labour.  I think  it  is  the  sort  of  general 
readiness  to  listen  to  the  arguments  of  the 
third  country,  problems  which  are  not 
related  to  the  textile  or  clothing  industry. 
One  of  the  problems  is  probably  that  there 
are  so  many  Commission  officials  that  we 
deal  with  and  each  has  a small  area  of 
competence  and  may  come  in  contact  with 
one  sector  of  the  industry  but  know  nothing 
about  another  sector  of  the  industry  and 
this  sort  of  thing.  So,  I think  we  find  it  a 
very  unwieldy  body  to  work  with  and  in 
general  unsympathetic  to  the  extent  that 
they  do  not  have  member  firms  on  the 
telephone  telling  them  about  redundancies 
and  closures.  They  are  very  far  away  from 
it.  This  is  the  feeling  we  have. 
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1007.  The  textile  and  clothing  industry 
supported  the  UK  decision  to  join  the  EEC. 
Notwithstanding  this,  do  you  see  any 
advantages  — now  there  seem  to  be  dis- 
advantages — of  having  joined  the  EEC? 

(Mr  Larcombe.)  This  very  Association 
was  formed  when  Britain  went  into  the 
EEC  and  we  went  in  because  we  were  an 
outward-looking  industry.  We  wanted  to 
exploit  the  market  that  the  EEC  presented 
to  us  and  we  have;  we  have  a favourable 
trade  balance  with  the  EEC  members.  It  is 
very  easy  when  we  are  frustrated  — and  we 
are  frustrated  — by  the  apparent  difficulty 
of  making  remote  officials  appreciate  the 
urgent  needs  and  the  urgent  danger  to  our 
industry',  particularly  at  this  moment.  It  is 
very  difficult  in  these  times  to  recall  the  true 
benefits  that  free  trade  within  the  EEC  has 
offered  us.  We  have  considered  this  ques- 
tion, is  it  to  the  industry's  advantage  not  to 
be  in  the  EEC,  and  we  come  out  quite 
categorically  to  say  that  we  believe  that  we 
should  and  must  retain  membership  of  the 
EEC  but  we  want  all  the  support  and  thrust 
at  Brussels  that  we  can  get  to  preserve  our 
industry  within  Europe. 

Mr  Crowther 

1008.  Did  you  have  a favourable  trade 
balance  with  EEC  countries  before  Britain 
was  a member,  and  how  has  it  gone  — up 
or  down? 

(Mr  Larcombe.)  I could  be  corrected  by 
those  who  have  better  facts  than  I,  but  in 
1975  we  had  an  unfavourable  trade  balance. 
It  has  since  been  favourable,  and  it  has 
increased  up  to  a peak  in  1978  and  held  that 
just  about  tnrougn  1979. 

1009.  We  had  already  been  in  three 
years  in  1975  and  we  had  an  unfavourable 
balance  after  three  years’  membership? 

(Mr  Larcombe.)  Yes. 

1010.  What  did  we  have  before  we  went 
in? 

(Mr  Larcombe.)  You  must  remember  the 
tariff  barriers  did  not  drop  immediately  in 
clothing. 

1011.  What  was  the  case  in  1971?  Can 
you  tell  us  that  offhand? 

(Mr  French.)  We  have  not  got  the  figures 
with  us. 

Chairman 

1012.  Would  you  be  good  enough  to  let 
us  have  a chart  showing  the  whole  of  the 
years,  say  three  years  before  we  went  in 
and  then  the  subsequent  years  of  our 


membership? 

(Mr  French.)  Yes. 

Mr  Thompson 

1013.  As  the  clothing  industry  see  it 
then  it  is  not  the  Treaty  of  Rome  which  is 
wrong,  it  is  the  people  who  are  running  it? 

(Mr  French.)  Yes. 

Mr  Carlisle 

1014.  The  Common  Market  see  these 
global  ceilings  as  just  targets.  The  previous 
witnesses  mentioned  this.  Do  you  agree 
that  they  should  be  targets  or  should  be 
more  rigid? 

(Mr  Lewis.)  Targets  to  be  acted  upon 
when  they  are  reached. 

1015.  The  Common  Market  now  has 
not  acted,  it  has  been  lax  in  allowing  those 
targets  to  be  breached,  as  I understand  it? 

(Mr  French.)  We  did  not  even  under- 
stand to  begin  with  that  these  were  just 
targets.  Our  understanding  when  MFA  2 
was  negotiated  and  we  were  told  of  the 
global  ceilings  was  that  these  were  ceilings, 
and  in  fact  Ministers  came  back  from  meet- 
ings of  the  Council  of  Ministers  with  very 
firm  assurances  as  to  the  way  these  things 
were  going  to  be  operated,  and  it  is  only 
later  that  we  learnt  from  Commission  offi- 
cials that  they  looked  upon  these  purely  as 
forms  of  targets. 

1016.  So  are  global  ceilings  not  of  any 
use  as  they  are  now? 

(Mr  French.)  No.  Every  time  a new 
agreement,  such  as  an  agreement  with 
China,  is  negotiated  which  they  cannot  fit 
within  the  global  ceilings,  they  increase  the 
ceiling  so  as  to  fit  it  into  it.  Therefore,  it  is 
of  no  help  to  anyone  at  all. 

Mr  Maxwell-Hyslop 

1017.  That  brings  us  to  the  question  of 
what,  in  your  view , action  ought  to  be  taken 
when  the  EEC  is  enlarged  to  take  in  spe- 
cifically Greece,  Spain  and  Portugal.  What 
ought  to  happen,  if  anything,  about  the 
Multi-Fibre  Agreement  nnd  the  global  ceil- 
ings when  you  nave  an  enlarged  EEC  which 
presumably  has  not  got  any  ceiling  at  all 
from  the  point  of  view  of  Britain? 

(Miss  Eley.)  I think  the  first  thing 
obviously  is  that  the  global  ceilings,  what- 
ever form  they  take,  whatever  products 
they  include,  because  we  hope  they  will  not 
be  the  same  as  they  are  at  the  moment,  we 
hope  they  will  be  expanded,  should  be 
reduced  to  take  account  of  the  new  mem- 
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bers  as  they  come  into  the  Community.  I 
think  the  next  point  is  probably  to  say  that 
the  new  members  must  also  take  on  a share 
of  their  obligations  towards  the  low-cost 
suppliers,  in  other  words,  their  share  of  the 
low-cost  import  burden.  This  will  obviously 
mean  a complete  revision  of  the  burden- 
sharing formula. 

1018.  Have  you  any  evidence  that  this 
is  actually  going  to  happen,  that  either  the 
Council  of  Ministers  or  the  Commission 
have  recognised  this  point  and  are  intent  on 
implementing  it  or  does  it  depend  on  con- 
siderable political  stirring  from  within  the 
UK  and  also  within  other  EEC  countries? 

(Miss  Eley.)  We  have  been  pressing  the 
Commission  for  many  months  now.  We 
have  regular  hearings  — I think  they  are 
bi-monthly  now  — as  the  European  body, 
the  AEIH  and  Comitextil,  and  we  raise 
this  question  every  now  and  again,  and  a 
Commission  official  comes  to  explain  that 
they  are  now  starting  with  substantive 
negotations  (I  think  they  call  them)  with 
Portugal  and  Spain  which  would  deal  with 
these  sorts  of  questions,  but  wc  have  had 
absolutely  no  indication  as  to  what  the  view 
is  in  terms  of  the  external  trade  relations. 
This  is  something,  I think,  which  the  UK 
Government  should  and  must  press  because 
if  not  we  are  going  to  have  the  same  sort  of 
problem  that  we  had  with  Greece,  where 
things  slipped  by  and  nothing  specific  was 
included  on  the  textile  and  clothing  sector. 

1019.  So  it  must  be  a fruitful  subject  on 
which  this  Committee  could  take  evidence 
when  it  is  going  to  the  Commission  next 

u/pplf? 

(Miss  Eley.)  Yes. 


a very  large  market  with  a Federal  dollar 
between.  We  have  a large  EEC  market  but 
we  do  not  have  a Federalised  currency,  and 
we  have  all  the  natural  ethnic  barriers,  nine 
of  them , in  Europe . To  give  you  an  example 
of  the  effect  of  this,  a clothing  manufacturer 
making  a fashionable  child’s  dress  could 
expect  to  be  able  to  make  30,000  of  them 
in  America,  and  you  would  be  lucky  to  be 
able  to  make  3,000  in  the  UK,  just  because 
of  the  size  of  the  market  giving  access  to  the 
production.  You  have  manufacturers  in  the 
UK  who  are  keeping  technically  ahead, 
who  are  having  to  invest  in  plant  which  is 
capable  of  producing  volume  of  a particular 
product  probably  greater  than  the  likely 
share  he  will  obtain  in  the  UK  market,  so 
it  is  essential  that  he  is  to  have  access  to  the 
European  market  in  order  to  made  it  worth- 
while producing  at  all.  Added  to  that  there 
is  a recession  in  America  in  the  retail  trade 
at  the  moment  and  a very  quick  reaction 
happened  to  that.  The  dollar  premium,  or 
the  quota  premium  rather,  from  the  Far 
East  started  to  go  down  very  quickly  and 
prices  have  been  offered  in  this  country  of 
distressed  goods  in  a way.  They  are  goods 
which  were  already  earmarked  by  North 
America  and  are  being  offered  in  Europe 
at  prices  lower  than  they  were  six  months 
ago. 

Mr  Thompson 

1021.  From  the  Far  East? 

(Mr  Lewis.)  From  the  Far  East,  so  there 
are  a lot  of  ways  in  which  the  American 
market  can  affect  us.  They  have  certain 
natural  advantages  but  they  have  unnatural 
advantages  such  as  their  tariffs,  their  other 
barriers  to  trade,  the  energy  costs  and 
everything  else  I have  mentioned. 


1020.  Lastly,  previous  evidence,  not  1022,  Could  you  just  tell  me  how  the 
yourselves  but  earlier  witnesses  today,  Americans  turn  these  goods  so  quickly 
whom  you  heard,  referred  to,  particularly  away  from  their  doors?  You  just  touched 
in  America,  for  instance,  non-unionised  on  it  then,  why  they  are  coming  here, 
labour,  lower  social  standards,  if  I can  use  (Mr  Lewis.)  They  cancel  the  orders  in 
that  as  a broad  spectrum  term.  How  do  you  quite  a few  cases  because  of  the  market, 
think  the  EEC  and  the  British  Government 

ought  to  tackle  the  problem  of  dealing  with  1023.  It  was  not  Government  action?  It 
competition  from  countries  which  do  not  was  the  wholesalers  in  America? 
just  have  lower  wages  but  which  do  not  (Mr  Lewis.)  No,  it  was  not  Government 
accept  the  legal  obligations  towards  their  action,  but  of  course  they  have  a very  clear 
employees  that  certainly  members  of  the  statement  from  President  Carter  about 
EEC  and  possibly  the  ILO  signatories  do?  what  would  happen  if  any  part  of  their 
(Mr  Lewis.)  There  are  a whole  host  of  market  was  disrupted, 
problems  regarding  North  America,  partic- 
ularly the  USA.  You  have  heard  about  the  Mr  Emery 

energy.  You  have  also  heard  about  the  1024.  Could  I turn  for  a moment  to 
labour.  There  is  also  the  fact  that  they  have  dumping?  You  have  been  kind  enough  to 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


281 


14  May  1980 ] Mr  A J W Lewis,  Mr  F A Larcombe,  Mr  N F Sussman,  [Continued 
Mr  G W French  and  Miss  J Eley 


[Mr  Emery  Contd.] 
tel]  us  about  the  Romanian  situation  and  to 
imply  a requirement  for  greater  and  more 
speedy  action  by  the  Commission  in  dealing 
with  these  matters.  Have  you  got  other 
illustrations  from  other  countries  on  dump- 
ing? Have  you  brought  any  case  to  the 
Board  of  Trade  or  to  the  Commission  on 
dumping  of  clothing  at  all? 

(Mr  French.)  No.  On  the  whole  we  do 
not  consider  dumping  itself  is  really  our 
problem  because  our  major  problem  comes 
bom  the  low  cost,  the  developing  countries 
who  are  selling , we  believe,  at  the  economic 
prices  at  which  they  are  producing,  so  it  is 
not  really  a dumping  operation. 

1025.  Therefore  do  you  consider  it 
would  make  greater  sense  to  use  GATT 
Article  19  where  serious  injury  is  the  factor 
rather  than  dumping?  Would  you  be  able 
to  take  action  using  Article  19  of  GATT? 

(Mr  French.)  We  have  never  specifically 
contemplated  it  because  so  many  of  our 
products  are  subject  to  probable  action 
under  the  MFA  or  one  of  the  other  specific 
trade  agreements.  In  so  many  cases  where 
there  is  an  increase  in  imports  it  goes 
through  a country  where  the  basket  extrac- 
tor action  which  has  already  been  referred 
to  could  be  implemented  and  we  tend  to 
operate  on  that  basis  rather  than  on  Article 
19. 

Chairman 

1026.  May  I clarify  my  mind  on  what 
you  have  just  said?  It  is  a common  belief 
among  the  ordinary  folk  of  where  I live  that 
cheap  suits  from  Comecon  or  somewhere 
are  dumped  and  therefore  the  Government 
or  somebody  should  take  action  about  anti- 
dumping. Does  not  that  agree  with  what 
you  just  said? 

(Mr  French.)  They  were  most  specifically 
referring  to  Romania,  which  is  one  area 
where  we  have  got  this  evidence  on  Come- 
con on  dumping  taking  place,  but  in  the 
wider  context  of  the  clothing  industry  as  a 
whole  and  the  other  products,  we  are  not 
convinced  that  it  is  dumping  which  is  the 
cause  but  the  conditions  under  which  the 
garments  are  produced. 

1027.  Do  all  the  manufacturing  mem- 
bers of  your  organisation  appreciate  what 
you  have  just  said? 

(Mr  French.)  Indeed  not. 

1028.  And  we  suffer  from  it  because 
you  see  they  then  blame  us  for  doing  noth- 
ing about  it.  They  blame  the  Government 


for  doing  nothing  about  it  and  yet  here  you 
are,  representative  of  the  whole  of  the 
clothing  industry,  saying  it  is  not  really  so. 

(Mr  French.)  I may  say  they  blame  us  as 
well,  so  we  are  in  good  company. 

1029.  It  is  always  best  to  be  against  the 
Government,  but  none  the  less  it  is  a pecul- 
iar thing  to  hear  you  say  what  you  have  just 
said  with  the  complaints  we  all  get  about 
“Why  don’t  they  do  something  about 
dumping  these  cheap  suits  from  abroad?” 
Why  do  you  not  tell  your  members  the  truth 
then? 

(Mr  Lewis.)  It  is  specifically  in  that  area 
there  is  concern.  I think  certainly  the  man- 
ufacturers I know  clearly  understand  the 
position.  I think  is  is  probably  those  who 
choose  not  to  understand  who  perhaps  have 
been  getting  at  you,  sir. 

1030.  There  are  an  awful  lot  of  them, 
or  should  I say  a lot  of  awful  people? 

(Mr  Larcombe.)  We  agree  that  it  is  very 
difficult  in  the  minds  of  most  manufacturers 
to  make  the  distinction  between  what  this 
Government  can  do  and  what  this  Govern- 
ment is  prevented  from  doing  under  the 
terms  of  the  Treaty  of  Rome.  We  tried  very 
hard  to  make  this  difficulty  dear  to  our 
members  but  other  people  try  to  make  it 
clear  and  have  all  failed.  For  example,  John 
Nott’s  letter  made  this  point  very  explicitly 
but  it  is  not  necessarily  appreciated.  We 
wish  it  were. 

Mr  Cockeram 

1031.  You  have  told  us  that  3 per  cent 
of  imports  come  from  Comecon  and  in  the 
dumping  context  in  particular  terms  15  per 
cent  of  imports  come  from  high-cost  coun- 
tries. Why  is  it  that  Britain  imports  so  much 
clothing  from  Germany  and  Scandinavia 
and  other  higher  wage  countries  than  ours, 
and  apparently  British  industry  is  not  able 
to  meet  those  needs.  Is  that  not  more  sig- 
nificant than  the  3 per  cent? 

(Mr  French.)  Let  us  get  this  in  propor- 
tion. Although  15  per  cent  of  our  market  is 
imported  from  high-cost  countries  this 
needs  to  be  balanced  up  with  the  fact  that 
20  per  cent  of  our  production  is  exported. 
We  suggest  this  kind  of  ratio  is  the  proper 
evidence  of  competitive  industry  competing 
with  us  abroad,  I think  it  is  exports  that 
have  increased  rapidly,  and  we  could  not 
possibly  hope  to  do  this  if  we  were  operating 
an  exclusive  market  ouselves.  We  would 
expect  imports  coming  in  supplementing 
the  range.  I do  not  believe  15  per  cent  of 
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imports  against  20  per  cent  of  our  exports 
is  — 

(Mr  Lewis.)  The  target  for  apparel 
exports  this  year  is  still  one  thousand 
million. 

1032.  Units  or  pounds? 

(Mr  Lewis.)  Pounds  sterling. 

Mr  Emery 

1033.  I was  surprised  when  we  were 
able  to  press  you  on  dumping  that  having 
said  to  the  Committee  that  dumping  was 
not  the  real  problem  you  gave  me  a negative 
answer  to  the  fact  that  you  did  not  think 
using  Article  19  of  GATT  where  serious 
injury  to  an  industry  or  to  part  of  an  indus- 
try could  be  used  as  a means  of  obtaining 
restriction  rather  than  having  to  prove 
dumping. 

(Mr  Lewis.)  That  reply  was  qualified  by 
Mr  French  who  said  it  was  probably  easier 
to  cover  under  other  points  in  the  MFA. 


coming  year  with  a strong  pound  and  — 
you  have  heard  this  all  before  — high  inter- 
est rates  and  inflationary  costs  being  added 
I see  the  difficulties  of  exporting  as  being 
very  great  without  a shadow  of  a doubt 
Who  knows?  I think  it  is  a problem  not  for 
our  industry  alone;  it  is  a problem  for  every 
exporting  industry.  I would  like  to  make 
reference  to  the  question  of  tariff  barriers. 
I must  say  we  were  bitterly  disappointed 
with  what  we  regard  as  the  failure  of  the 
Tokyo  Round.  I ao  not  think  it  is  necessar- 
ily appreciated  that  every  country  in  the 
world,  whether  developed  or  undeveloped, 
with  the  exception  of,  shall  we  say,  Hong 
Kong,  Japan  and  Chile,  has  a higher  tariff 
barrier  against  us  than  we  have  against 
them,  and  massively  high  — 58  per  cent  in 
the  case  of  Australia,  36  per  cent  in  the  case 
of  South  Africa,  24  and  higher  duty  rates 
into  the  States.  To  our  simple  minds  this  is 
weak  negotiating.  If  you  wish  to  have  free 
trade  let  it  be  free  trade. 


1034.  May  I just  go  to  the  aspect  of 
changing  the  onus  of  proof  in  proving 
dumping?  Do  you  think  (a)  it  is  practicable 
or  (b)  it  would  be  prudent  for  the  United 
Kingdom  to  advocate  placing  the  onus  of 
proof  on  the  exporting  country  in  the  event 
of  a suspicion  of  dumping  rather  than  the 
exact  opposite  which  applies  at  the 
moment? 

(Mr  Lewis.)  It  is  easier  for  the  exporting 
country  to  establish  its  own  production  ana 
marketing  costs  and  to  know  the  domestic 
selling  price.  It  would  be  very  much  easier 
for  us  to  be  able  to  operate  that  way.  There 
are  some  risks  one  presumes  because  it 
could  be  abused.  There  are  some  obvious 
abuses.  We  have  wondered  whether  polit- 
ically it  would  be  likely  to  be  acceptable 
anyway. 

1035.  But  you  would  wish  it  if  it  could 
be  obtained? 

(Mr  Lewis.)  Yes,  we  would. 

Mr  Crowther 

1036.  Perhaps  in  fairly  general  terms 
you  could  tell  us  how  you  see  the  future  of 
your  industry  in  the  export  market  having 
regard  to  the  difficulties  created  by,  for 
example,  the  high  rate  of  sterling,  on  the 
one  hand,  and  the  problems  of  tariff  and 
non-tariff  barriers,  on  the  other.  Do  you 
see  a fairly  rosy  future  or  enormous 
difficulties? 

(Mr  Larcombe.)  I must  say  that,  repre- 
senting an  exporting  company,  I view  the 


Chairman 

1037.  Do  you  think  that  the  United 
Kingdom  Governmental  services  and  other 
non-Govemmental  services  towards 
exports  are  adequate? 

(Mr  Lewis.)  You  mean  the  Overseas 
Trade  Board  and  that  sort  of  service? 

1038.  Yes? 

(Mr  Lewis.)  Yes.  The  assistance  that  we 
have  had  as  exporters  has  probably  been 
the  only  way,  the  only  practical  assistance 
that  we  have  had  within  the  rules,  because 
so  many  of  our  competitors  are  subsidised 
really  outside  the  rules,  and  so  we  felt  jus- 
tified in  accepting  any  subvention  for  exhi- 
bitions or  missions  or  whatever.  Now  there 
are  going  to  be  these  cuts  which  we  regret. 
On  the  cuts  themselves,  the  one  which  we 
regret  most  is  probably  the  increased  cost 
in  the  participation  in  exhibitions.  Anybody 
who  thinks  that  the  clothing  industry  is  not 
keeping  up  to  European  standards  in  the 
UK,  or  world  standards , should  only  go  and 
have  a look  at  the  exhibitions  in  Paris, 
Dusseldorf  and  Munich  and  they  will  see 
what  a tremendous  show  the  industry  puts 
on.  To  increase  the  cost  now  is  just  another 
burden  when  so  many  others  are  there.  A 
lot  of  exporters  have  felt  it  is  one  way  of 
getting  a little  bit  of  money  for  their  efforts 
to  export.  We  are  not  so  worried  about  the 
mission  support  in  Europe  because  it  was 
pretty  small  and  people  are  trading  in 
Europe  anyway  and  it  is  not  so  vital.  But  as 
other  markets  open  up,  if  we  get  our  way 
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and  some  reciprocity  operates  and  South 
America  opens  up,  it  would,  I think,  be 
very  wise  of  the  British  Overseas  Trade 
Board  to  have  a look  to  see  what  they  can 
do  to  support  the  surveys,  etc  in  those  areas. 
I am  very  pleased  to  see  that  the  Export 
Market  Research  Scheme  is  still  being 
opened  in  those  areas.  But  on  the  question 
of  the  Export  Intelligence  Service,  that  has 
never  been  of  much  use  to  the  clothing 
trade;  it  is  too  cumbersome  and  we  have 
explained  the  reasons  to  the  Director  of  the 
EIS,  so  he  knows  perfectly  well  why.  The 
contacts  which  the  exporters  have  with  the 
overseas  posts  are  much  more  beneficial 
and  far  quicker,  which  is  very  necessary  in 
a fashion  business. 


Chairman 

1039.  Thank  you  very  much.  Time  has 
pressed  very  much  and  we  are  indeed  very 
much  indebted  to  you  and  your  colleagues 
for  being  delayed  with  us,  but  you  have 
given  us  some  magnificent  answers  to  the 
points  upon  which  we  wanted  some  further 
information.  Is  there  anything  more  you 
would  like  to  say  before  I bring  the  session 
to  a conclusion?  In  other  words,  would  you 
care,  as  it  were  within  a nutshell,  to  put  the 
main  things  which  cause  you  concern  at  the 
present  time  in  so  far  as  Government  can 
help? 

(Mr  Lewis.)  I think  it  is  the  feeling  that 
we  believe  that  the  Government  under- 


stands what  we  are  asking  for,  which  is  not 
just  foT  protection  in  the  old-fashioned  way; 
it  is  for  fair  trading.  We  go  along  with  that 
and  we  believe  it  is  possible.  We  think  the 
Government  could  express  this  more 
clearly  and  more  publicly,  so  that  the  indus- 
try would  know  it,  which  would  give  them 
the  confidence  not  only  to  invest,  or  con- 
tinue investing,  I should  say,  because  there 
has  been  extremely  heavy  investment  in  the 
industry,  but  there  are  going  to  be  sections 
of  the  industry  which  are  going  to  find  it 
very  difficult  over  the  coming  years.  As  to 
the  remainder,  there  are  large  and  small 
companies  and  they  all  have  their  speciali- 
ties, and  I believe  that  given  the  support 
that  we  have  asked  for  there  will  be  a 
reduced-in-number  but  a very  healthy  and 
prosperous  industry  able  to  keep  on  giving 
this  not  insubstantial  assistance  to  the  gen- 
eral economy. 

(Chairman.)  Thank  you  very  much.  Mr 
Lewis,  if  you  feel  you  would  like  to  submit 
any  further  papers  to  us,  please  do  not 
hesitate.  We  would  like  to  have  the  fullest 
information  from  you  about  your  desires 
because  we  are  anxious  to  help  to  have  a 
prosperous  industry  in  this  country. 
It  now  remains  for  me,  on  behalf  of  my 
colleagues,  to  say  thank  you  to  you  and 
your  colleagues  for  you  attendance  on  this 
very  difficult  day  and  for  the  manner  in 
which  you  have  given  your  evidence,  and 
we  wish  you  a safe  homeward  journey, 
where’er  it  may  be. 
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DUMPING  (M150) 

Memorandum  submitted  by  The  British  Clothing  Industry’s  Council  for  Europe  Limited 

In  1976  the  Clothing  Manufacturers’  Federation  made  a formal  application  for  anti 
dumping  action  to  be  taken  against  suits  imported  from  Romania  and  other  Eastern 
European  countries.  This  was  against  a background  of  368,000  suits  having  been  imported 
from  Romania  in  1975  at  an  average  price  of  £9.40.  This  was  at  a time  when  the  UK  was 
still  able  to  pursue  anti  dumping  applications  separately  from  the  EEC. 

In  the  course  of  the  considerable  assistance  given  by  officials  at  the  Department  of 
Trade  in  the  preparation  of  the  case,  the  industry  was  advised  that,  although  a measure 
of  dumping  with  material  injury  to  the  United  Kingdom  industry  had  been  found,  the 
problems  of  proof  such  as  to  satisfy  an  international  Court  of  Law  should  anti  dumping 
action  be  taken  were  such  that  it  was  unlikely  that  the  action  would  be  upheld. 

The  Department  therefore  entered  into  negotiations  with  the  supplying  countries  which 
resulted  in  undertakings  as  to  future  price  levels.  A Press  Notice  announcing  this  is 
attached  (Attachment  1)*.  Unfortunately,  one  of  the  parties  to  this  agreement  was  the 
company  concerned  in  importing,  which  subsequently  ceased  trading  and  the  undertaking 
then  lapsed.  (Note:  Much  of  the  information  obtained  by  the  Department  of  Trade  in  the 
course  of  their  enquiries  is  of  a confidential  nature,  and  similarly  the  details  of  the 
undertakings  were  never  published.  Should  further  details  be  required  it  would  be 
necessary  for  the  Committee  to  approach  the  Department  of  Trade  direct.) 

The  UK  is  now  covered  by  the  EEC  anti  dumping  regulations  and  can  no  longer  act  in 
isolation. 


Resulting  from  the  experiences  in  the  1976  application  and  subsequent  consideration  of 
the  EEC  regulation,  the  industry  has  made  the  following  recommendations  as  to  desirable 
changes  in  the  legislation.  (For  reference,  an  extract  from  the  Department  of  Trades 
“Guide  to  EEC  action  against  dumped  or  subsidised  imports”  is  attached  (Attachment 

z).y 


(i)  proof  of  dumping  of  imports  from  state  trading  countries  (para  6 of  Department  of 
Trade  Guide). 

In  addition  to  the  criteria  listed,  account  should  also  be  taken  of  minimum  produc- 
tion costs  deduced  from  world  commodity  prices. 

(ii)  Material  injury 

(para  8 of  Department  of  Trade  Guide) 

(a)  it  should  be  enough  to  show  that  material  injury  is  being  caused  or  threatened 
to  an  industry  of  a Member  State  and  not  in  the  Community  as  a whole. 

(b)  it  should  be  enough  to  show  that  the  dumping  is  a significant  factor  in  causing 
the  injury  and  not  that  the  injury  is  “directly  attributable”  to  the  dumping. 
When  there  are  a number  of  adverse  factors  affecting  an  industry  it  is  not 
possible  to  isolate  a single  factor  as  being  the  direct  cause  of  injury. 

(iii)  Onus  of  proof 

The  possibdity  of  putting  the  onus  of  proof  on  to  the  exporting  country  when  a 
prima  facie  case  has  been  established  needs  to  be  further  examined. 


Gerald  W French 
Chief  Executive 

29  May  1980 


'Department  of  Trade  Press  Notice  of  2 March  1977,  not  printed . 

3 Not  printed. 
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Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 
Mr  Kenneth  Carlisle  Mr  Robin  Maxwell-Hyslop 

Mr  Eric  Cockeram  Mr  Ian  Mikardo 

Mr  Stan  Crowther  Mr  Donald  Thompson 

Mr  Russell  Kerr 

RADAR  REPLACEMENT  PROGAMME  OF  THE  UK  NATIONAL  AIR  TRAFFIC 
SERVICES'  (MI 43) 

Memorandum  submitted  by  the  Civil  Aviation  Authority 

Introduction 

Section  28(1)  of  the  Civil  Aviation  Act  1971  imposes  on  the  Civil  Aviation  Authority 
(the  CAA)  a duty  to  provide  air  navigation  services  in  the  United  Kingdom  and  in  areas 
outside  the  United  Kingdom  for  which,  under  international  arrangements,  the  United 
Kingdom  has  undertaken  to  provide  air  navigation  services.  Directions  under  Section 
28(2^  of  the  Act  require  the  Authority  to  join  with  the  Secretary  of  State  for  Defence  in 
providing  air  navigation  services,  through  a joint  organisation  known  as  National  Air 
Traffic  Services  (NATS).  A copy  of  these  Directions  is  at  Annex  A. 

Most  of  the  equipment  needed  by  NATS  to  provide  its  services  is  procured  by  the  CAA 
and  the  cost  is  shared  as  appropriate  between  the  CAA  and  the  Ministry  of  Defence 
(MoD). 

Radar 

NATS  needs  an  extensive  network  of  radars  in  order  to  provide  a safe  and  efficient  air 
traffic  service  to  civil  and  military  aircraft.  To  provide  a radar  service  to  traffic  in  the  en- 
route  phase  of  flight  (as  distinct  from  the  radar  service  for  landing  traffic  at  aerodromes) 
there  are  a number  of  radars  throughout  the  country  strategically  sited  to  cover  the  UK 
airspace.  A map  showing  these  is  at  Annex  B.  The  data  from  most  of  these  radars  is 
remoted  by  landline  or  radio-link  into  our  two  Air  Traffic  Control  Centres,  one  at  West 
Drayton  near  Heathrow  (London  ATC  Centre  — LATCC)  and  at  Prestwick  in  Scotland. 

There  are  two  types  of  radar  — primary  and  secondary.  Primary  radar  acts  by 
transmitting  pulses  of  energy  and  receiving  echoes  reflected  off  the  aircraft  fuselage.  This 
enables  the  position  of  an  aircraft  to  be  determined  as  a range  and  bearing  from  the  radar 
aerial.  Secondary  radar  requires  equipment  in  an  aircraft  (a  transponder)  which  receives 
and  transmits  coded  pulses  in  such  a way  that  additional  data  can  be  acquired.  With  the 
present  system  this  additional  data  comprises  aircraft  identity  and  height.  Range  and 
bearing  position  information  is  also  obtained  and  is  correlated  with  the  primary  radar 
data  to  give  the  controllers  information  on  identity  and  On  the  three-dimensional  position 
in  space  of  each  transponder  equipped  aircraft. 

The  Air  Traffic  Services  need  radar  for  two  purposes  — safety  and  expedition.  For 
traffic  flying  on  the  main  network  of  routes  (Annex  C)  radar  is  used  primarily  to  allow 
aircraft  to  be  flown  safely  at  close  distances  (usually  down  to  5 miles)  and  thus  avoid  the 
long  delays  and  uneconomic  flight  paths  that  would  be  necessary  with  the  far  greater 
spacings  required  if  radar  were  not  available.  Additionally,  on  these  routes  radar  enables 
the  controller  to  see  any  unauthorised  aircraft  that  may  be  a hazard,  and  to  deal  promptly 
with  any  emergencies.  Without  radar  the  flow  of  commercial  flights  along  the  main  routes 
would  need  to  be  drastically  reduced  if  safety  were  to  be  maintained. 

Away  from  the  main  routes  there  is  a less  stringent  form  of  control  and  the  prime  role 
of  radar  is  to  give  a safety  service  by  preventing  collisions  and  dealing  with  emergencies. 
The  traffic  flying  in  these  areas  is  a mixture  of  some  civil  scheduled  aircraft,  civil  General 
Aviation  aircraft  and  a high  proportion  of  military  aircraft. 


Tor  the  Committee’s  Report  and  Minutes  of  Proceedings  see  HC  700;  442-X,  Session  1479-80 
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NATS  Radar  Replacement  Programme 

The  radar  programme  for  which  contracts  have  been  placed  recently  is  to  replace  a 
number  of  old  pnmary  and  secondary  radars  used  for  service  in  the  airspace  over  the  E 
and  SE  of  England  and  the  southern  part  of  the  North  Sea,  The  original  plan  was  for  the 
replacement  of  CAA  owned  and  operated  radars.  The  objectives  were,  by  taking  advan- 
tage of  the  improved  performance  of  modern  equipment,  to  provide  a better  service, 
reduce  the  number  of  installations  with  consequent  savings  in  operating  costs.  During  the 
later  stages  of  NATS  replacement  planning  a change  in  military  requirements  necessitated 
the  inclusion  of  the  MoD  radars  at  the  joint  ATC  radar  units  (JATCRU)  in  eastern 
England.  The  present  radars  are  located  at  Heathrow,  Ventnor,  Ash  (Kent),  N Luffenham 
(Nr  Stamford),  and  Watton  (E  Anglia).  The  first  three  are  civil  ATC  radar  stations  and 
the  other  two  are  the  JATCRU  military  radars  adapted  to  serve  ATC. 

The  civil  radars’  data  is  transmitted  to  the  London  ATC  Centre  for  use  by  civil  and 
military  controllers  but  the  military  radar  data  cannot  be  so  transmitted  and  it  is  necessary, 
until  they  are  replaced,  to  have  controllers  at  the  sites  of  the  installations,  co-ordinating 
their  activities  with  the  London  ATC  Centre. 

The  replacement  programme  involves  the  procurement  of  the  following  components:— 
Primary  Radar  Aerials  and  Turning  Gear 
Primary  Radar  Transmitters  and  Receivers 
Secondary  Radar  Aerials 
Secondary  Radar  Transmitters  and  Receivers 
Radar  Data  Processing  and  Plot  Extraction  Equipment 
Radar  Control  and  Monitoring  System 
Radar  Data  Transmission  Equipment  (Modems). 

The  system  arrangement  of  the  main  components  with  colour  identification  of  their 
suppliers  is  shown  in  the  diagram  at  Annex  D.  The  programme  also  calls  for  extensive 
Works  Services  for  the  construction  of  radar  towers  to  take  the  aerials  and  to  house  the 
equipments  on  site. 

Time  Scale  Requirement 

The  civil  radars  are  from  15  to  20  years  old.  They  are  still  providing  an  adequate  service 
but  are  becoming  increasingly  difficult  and  expensive  to  maintain  and  they  are  not  fully 
itible  with  the  future  needs  of  the  London  ATC  Centre.  But  the  most  serious 

Sim  is  that  of  the  two  MoD  radars  used  to  cover  the  airspace  over  E England  and  the 
Sea.  These  ex-defence  radars  are  now  25  years  old  and  their  late  addition  to  the 
programme  in  1977  had  a profound  effect  on  the  urgency  of  the  replacement  time  scales. 
They  employ  out-dated  technology  and  the  maintenance  spares  are  a considerable 
problem.  Their  life  has  already  been  extended  several  times  and  in  a further  attempt  to 
keep  them  in  service  until  1984,  late  last  year  the  CAA  and  MoD  agreed  to  share  an 
expenditure  of  £1.4m  for  their  further  refurbishment. 

Even  with  their  replacement  at  the  earliest  practicable  date  there  remains  a risk  that 
they  may  fail  in  the  meantime.  Every  month’s  delay  increases  this  risk.  The  airspace  they 
serve  contains  intense  military  activity  for  which  radar  is  the  only  means  of  providing  an 
anti-collision  service.  In  this  same  airspace,  outside  the  airways  system,  there  is  also  public 
transport  traffic  which  needs  a radar  service  to  separate  it  from  the  military  traffic.  The 
failure  of  the  air  traffic  radar  service  would  result  in  a curtailment  of  military  activity  and 
in  delays,  re-routeing  or  cancellation  of  some  civil  activity.  Safety — even  with  curtailment 
of  traffic  — would  be  significantly  degraded  and  collision-risk  would  increase  sharply. 

The  priority  requirement  of  the  radar  replacement  programme  is  therefore  to  replace 
these  radars  as  early  as  possible  and  certainly  not  later  than  the  end  of  1983.  Their 
replacement  requires  the  provision  of  three  new  radars  at  sites  in  Yorkshire,  near  the 
Wash  and  at  Debden  in  Essex.  The  latter  was  in  the  original  plan,  the  first  two  were 
added  to  cover  the  JATCRU  replacement. 

New  radars  at  Heathrow  and  to  the  southwest  of  Gatwick  (replacement  the  ones  at 
Heathrow,  Ash  and  Ventnor)  are  the  second  priority  to  ensure  continuity  of  service  for 
the  airspace  of  the  London  area  and  SE  England.  The  likelihood  of  failure  of  the  present 
radars  is  less  than  that  of  the  military  ones  but  they  are  nevertheless  nearing  the  end  of 
their  useful  economic  life. 
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Liaison  with  UK  Companies 

The  CAA  seeks  to  maintain  close  liaison  with  British  industry  for  the  exchange  of 
information  on  the  Authority's  requirements  for  radar  equipment  and  the  application  of 
technical  developments  to  these  needs.  In  late  1974,  following  a round  of  consultations 
with  British  companies,  an  Outline  Requirement  for  the  replacement  radars  was  issued. 
The  companies  responded  with  some  initial  proposals  and  preliminary  estimates  of  cost 
and  these  responses  were  taken  into  account  during  the  formulation  of  the  project  plan 
and  equipment  specification.  The  CAA  took  the  initiative  in  subsequent  discussions  and 
provided  funds  for  several  technical  studies.  The  Authority  also  arranged  for  visits  by 
teams  from  British  industry  to  the  USA  to  investigate  developments  in  radar  signal 
processing.  The  discussions  with  industry  continued  up  to  the  invitation  to  tender  and 
during  the  tender  periods  CAA  staff  went  to  considerable  lengths  to  assist  the  British 
companies  to  formulate  their  proposals. 

The  Tenders 

The  first  formal  invitation  to  tender  was  sent  — to  UK  companies  only  — in  May  1978. 
The  response  was  unsatisfactory  except  for  the  secondary  radar  equipment.  The  only  bid 
received  for  the  primary  radars  was  a joint  submission  from  the  Plessey  and  Marconi 
companies.  There  was  a serious  problem  with  the  Plessey/Marconi  delivery  and  commis- 
sioning dates,  which  ranged  from  12  to  18  months  later  than  required.  The  quoted  price 
greatly  exceeded  the  figure  expected  and  led  to  concern  that  the  lack  of  competition  had 
had  a major  influence  on  the  price.  A contract  was  let  with  the  UK  company  Cossor 
Electronics  Limited  for  items  of  the  secondary  equipment  and  the  decision  was  taken  to 
re-issue  the  tender  for  the  primary  radars  and  the  remainder  of  the  associated  equipment. 

The  second  invitation  to  tender  was  issued  in  early  1979  to  selected  foreign  as  well  as 
UK  companies  and  stressed  that  alternative  options,  not  strictly  in  conformance  with  the 
specification  but  offering  time  scale  and/or  cost  advantages,  would  also  be  considered. 
Tenders  were  received  from  Plessey/Marconi,  three  European  companies  (HSA,  Thomp- 
son-CSF  and  AEG-Telefunken)  and  one  American  (Westinghouse). 

At  the  end  of  1979  a contract  was  let  with  AEG  for  aerials  and  turning  gear.  This 
German  equipment  is  outstanding  in  all  respects  — performance  and  reliability  in 
particular  and  it  enabled  NATS  to  dispense  with  the  need  for  two  aerials  at  each  site 
(main  and  standby)  and  to  have  only  one.  Early  in  1980  a contract  was  let  with  the  UK 
company  Marconi  for  a Radar  Control  and  Monitoring  System.  The  problem  remained 
to  find  a contractor  for  the  Primary  Radars  and  Signal  Processors. 

Assessment  of  Tenders  for  the  Primary  Radar 
After  the  initial  rounds  of  assessment  four  contending  proposals  were  left,  two  from 
Plessey/Marconi  and  one  each  from  Westinghouse  and  HSA. 

The  two  Plessey/Marconi  proposals  were  based  on  the  same  prototype  Marconi  radar 
transmitter,  the  difference  being  in  its  conditions  of  operation  and  in  the  associated  sub- 
system elements.  Of  these  two  proposals,  the  system  with  the  highest  conformance  to 
specification  involved  the  greatest  amount  of  development,  the  one  with  the  lesser  amount 
of  development  did  not  conform  to  specification  but  had  the  potential  to  be  brought  up 
to  specification  later.  The  problem  in  either  case  was  the  risk  that  they  would  not  meet  the 
required  time  scales  (Annex  E)  because  the  major  elements  and  sub-systems  were  not 
established  in  production  and  would  involve  substantial  equipment  or  system  development 
work.  The  time  necessary  for  development,  manufacture  and  integration  into  a total 
system,  represented  an  unacceptable  risk  and  NATS  saw  no  chance  of  the  time  scales 
being  met.  The  Marconi/Plessey  tenders  were  therefore  rejected. 

The  advantage  of  the  Westinghouse  and  HSA  radars  was  that  they  were  established  in 
quantity  production  and  already  proven  in  operational  service.  However,  further  inves- 
tigation of  the  Westinghouse  system  showed  that  the  modifications  necessary  to  bring  the 
equipment  into  line  with  CAA  requirements  were  more  extensive  than  first  assessed.  This 
introduced  an  unacceptable  risk  to  the  achievement  of  the  required  time  scale,  perfor- 
mance and  cost. 
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Attention  therefore  focused  on  the  HSA  system.  An  assessment  team  made  detailed 
investigation  of  the  HSA  proposal  at  their  plant  and  also  visited  an  equipment  operating 
at  Singapore.  Their  assessment  confirmed  that  the  radar  would  satisfy  NATS  requirements 
and  would  meet  the  delivery  and  commissioning  dates  for  the  urgently  required  sites.  The 
cost  was  also  significantly  lower  than  the  Westinghouse  or  Plessey/Marconi  proposals. 
Ten  equipments  are  required  and  it  is  understood  that  fourteen  such  equipments  have 
already  been  ordered  by  the  Royal  Navy. 

In  March  1980  Marconi  submitted  an  outline  proposal  which  did  not  involve  a partner- 
ship with  Plessey.  It  gave  few  details  and  no  mention  of  costs,  and  the  initial  reaction  of 
CAA  was  to  reject  It.  However,  the  Authority  arranged  for  a technical  committee  to 
examine  the  proposal  and  a meeting  took  place  in  April  at  which  Marconi  presented  a 
revised  version  of  their  scheme.  They  gave  an  outline  of  the  programme  and  of  the 
proposed  radar  parameters.  They  listed  a selection  of  equipment  units,  with  a number  of 
alternative  options,  to  make  up  a radar  system  to  be  used  with  an  aerial  provided  by 


The  CAA  Board  considered  the  Marconi  proposition  and  decided  that  it  contained  too 
many  uncertainties  as  to  time,  cost  and  performance  to  be  regarded  as  a serious  contender 
at  this  late  stage. 

The  Authority  therefore  formally  decided,  on  24  April,  to  award  the  primary  radar 
contract  to  HSA,  and  informed  the  Government  accordingly. 

UK  Content  of  Total  Contract 

It  remained  the  wish  of  both  Government  and  the  CAA  that  as  much  as  possible  of  the 
total  cost  be  spent  in  the  UK.  Contracts  have  been  let  with  Cossor  and  Marconi  to  the 
value  of  £2.2m,  the  Works  Services  costs  of  £3.9m  will  be  spent  in  the  UK  and  there  are 
other  items  such  as  spares  and  contingencies  of  which  nearly  £4m  will  be  spent  mostly  or 
wholly  in  the  UK. 

The  HSA  contract  is  for  £9.7m.  It  is  expected  that  half  of  this  will  be  spent  in  the  UK, 
and  that  61  per  cent  of  the  total  project  value  of  £24.5m,  will  be  from  UK  sources. 

CAA  Policy 

It  has  always  been  CAA  policy  to  buy  British  whenever  practicable,  even  if  this  means 
paying  a little  more.  A high  proportion  of  equipment  in  the  past  has  been  bought  in  the 
UK.  Over  the  five  years  1975/76  to  1979/80  out  of  a total  expenditure  on  equipment  of 
£59.4m,  £55.2m  has  been  with  UK  firms. 

The  CAA  has  very  little  money  to  invest  in  equipment  development  but  it  assists  in 
evaluating  equipment  developed  in  the  UK  in  order  to  give  it  a “seal  of  approval".  It  also 
assists  UK  industry  in  helping  to  sell  equipment  overseas  through  its  overseas  consulting 
services.  However,  the  safety  and  efficiency  of  the  UK  National  Air  Traffic  Services  must 
always  be  the  Authority’s  overriding  priority  and  occasionally  — as  with  HSA — it  has  no 
choice  but  to  place  a foreign  order. 
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C Map  of  Airways 

D Radar  System  Diagram 
E Time  Scales 
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ANNEX A 


CIVIL  AVIATION  ACT  1971 

Directions  to  the  Civil  Aviation  Authority  Authority  under  Section  28(2) 

The  Secretary  of  State  in  exercise  of  his  powers  under  Section  28(2)  of  the  Civil  Aviation 
Act  1971  (hereinafter  called  “the  act”)  hereby  gives  the  following  Directions  to  the  Civil 
Aviation  Authority  (hereinafter  called  “the  Authority”). 

1.  These  Directions  may  be  cited  as  the  Civil  Aviation  Authority  (Air  Navigation 
Services)  Directions  1976,  and  shall  come  into  operation  on  1 March  1976.  The  Civil 
Aviation  Authority  (Air  Navigation  Services)  Directions  1972  are  hereby  revoked. 

2.  The  Authority  shall  join  with  the  Secretary  of  State  for  Defence  in  relation  to  the 
matters  specified  in  Section  28(2)(«)  and  (ft)  of  the  Act  in  the  manner  specified  in  the 
following  paragraphs. 

3.  The  Authority  shall  collaborate  with  the  Secretary  of  State  for  Defence  in  exercising 
its  functions  in  providing  air  navigation  services  through  a joint  organisation  known  as  the 
National  Air  Traffic  Services  (hereinafter  referred  to  as  “NATS”).  NATS  shall  be  manned 
jointly  by  civilian  staff  of  the  Authority  and  by  personnel  of  the  Services  and  civilian  staff 
to  be  made  available  by  the  Secretary  of  State  for  Defence,  and  shall  make  use  of  civil  and 
military  facilities  and  installations  as  appropriate.  The  senior  officer  of  NATS  shall  be 
known  as  the  Controller,  his  deputy  as  the  Deputy  Controller,  and  the  officer  in  charge 
of  operations  in  the  field  as  the  Joint  Field  Commander. 

4.  The  services  provided  through  NATS  shall  be  available  to  all  classes  of  civil  and 
military  aircraft  both  within  the  UK  national  airspace  and  within  any  airspace  for  which 
the  UK  has  in  pursuance  of  international  arrangements  undertaken  to  provide  such 
services  (hereinafter  referred  to  as  “the  UK  ATC  airspace”). 

5.  The  services  provided  through  NATS  shall  be  planned,  provided  and  operated  so  as 
to  secure  the  safe  operation  of  aircraft.  Subject  to  this  and  the  other  requirements  of 
flight  safety,  and  having  regard  to  costs,  the  planning,  provision  and  operation  of  the 
services  shall  take  full  account  of: 

(i)  the  need  to  maintain  the  most  expeditious  flow  of  air  traffic  as  a whole  consistent 
with  the  optimum  utilisation  of  individual  aircraft; 

(ii)  the  environmental  impact  of  civil  aircraft  operations  and  in  particular  the  disturb- 
ance to  the  public  arising  from  aircraft  noise,  vibration  and  pollution. 

The  services  shall  be  operated  in  such  a way  as  to  reconcile  the  differing  civil  and  military 
air  traffic  operational  needs  in  order  to  assist  efficient  and  economic  operations  by  civil 
aircraft,  while  having  full  regard  to  the  operational  and  training  requirements  of  military 
aircraft,  but  without  according  preferential  treatment  to  either  civil  or  military  users  as 
such.  In  the  planning  of  airspace  and  arrangements,  the  requirements  of  all  user  interests, 
including  general  aviation,  shall  be  taken  into  account. 


6. 

(o) 

(*) 

(c) 


The  functions  exercised  jointly  through  NATS  shall  include: 
subject  to  the  provisions  of  sub-paragraph  (c)  of  this  paragraph  the  provision  of 
services  within  the  UK  ATC  airspace  and  the  taking  of  decisions  as  to  the  nature 
and  scale  of  such  services  in  consultation  with  the  users  as  necessary  and  taking  into 
account  the  cost  of  the  services  and  the  means  of  recovering  that  cost; 


ensuring  that  the  relevant  international  agreements  binding  on  the  United  Kingdom 
are  observed  where  applicable  and  in  any  case  of  doubt  as  to  the  interpretation  of 
such  agreements  seeking  the  advice  of  the  appropriate  Secretary  of  State  thereon; 
the  provision  of  services  to  aircraft  in  the  upper  airspace  to  enable  the  Secretary  of 
State  to  discharge  his  obligations  under  the  contracts  concluded  from  time  to  time 
between  the  Secretary  of  State  and  the  European  Organisation  for  the  Safety  of  Air 
Navigation  (Eurocontrol); 
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U)  the  provision  and  operation  of  approach  and  aerodrome  control  services  at  such 
civil  aerodromes  as  may  be  determined  by  the  Authority,  and  dealing  with  such 
matters  relating  to  those  services  at  Ministry  of  Defence  airfields  as  may  be  agreed 
with  the  Secretary  of  State  for  Defence ; 

(e)  in  consultation  with  all  interested  users  advising  on  air  traffic  control  aspects  of 
establishing  danger  restricted  or  special  flying  areas  with  a view  to  ensuring  the 
efficient  use  of  the  UK  ATC  airspace; 

(f)  advising  the  Secretary  of  State  for  Defence  and  the  Secretary  of  State  for  Trade  on 
the  air  traffic  control  aspects  of  any  proposals  to  establish  new  or  reactivate  disused 
civil  and  military  aerodromes  and  on  problems  connected  with  aerodrome  traffic 
patterns  on  which  advice  is  sought. 

7.  The  Authority  shall  assist  the  Air  Traffic  Control  Board  appointed  by  the  Secretary 
of  State  for  Defence  and  the  Secretary  of  State  for  Trade  in  any  review  of  the  services 
which  the  Board  may  from  time  to  time  carry  out  and  may  refer  to  the  Air  Traffic  Control 
Board  for  advice  any  questions  of  special  difficulty  arising  between  NATS  and  operators 
of  aircraft  or  organisations  representative  of  operators  of  aircraft,  which  cannot  be 
resolved  in  discussion. 

8.  The  Authority  shall  not  make  any  major  changes  in  the  structure,  organisation  and 
manning  arrangements  of  any  part  of  NATS  which  is  staffed  in  whole  or  in  part  by  persons 
designated  for  that  purpose  by  the  Secretary  of  State  for  Defence  except  with  the  consent 
of  the  Secretary  of  State  for  Defence.  Appointments  to  the  posts  of  Controller,  Deputy 
Controller  and  Joint  Field  Commander  shall  be  made  jointly  by  the  Authority  and  the 
Secretary  of  State  for  Defence  and  before  the  appointment  of  any  person  to  be  Controller 
the  Authority  shall  obtain  the  consent  of  the  Secretary  of  State  for  Trade. 

9.  The  cost-sharing  arrangements  existing  between  the  Secretary  of  State  for  Trade 
and  the  Secretary  of  State  for  Defence  before  1 March  1976  shall  apply  between  the 
Authority  and  the  Secretary  of  State  for  Defence  until  otherwise  mutually  agreed.  Where 
a facility  or  service,  the  cost  of  which  is  not  taken  into  account  in  the  existing  cost-sharing 
arrangements,  is  to  be  provided  on  a cost-sharing  basis  through  NATS,  the  cost,  except 
the  cost  of  discharging  any  liability  to  a third  party  incurred  in  the  course  of  providing 
such  facility  or  service,  shall  be  borne  proportionately  by  the  Authority  and  the  Secretary 
of  State  for  Defence  having  regard  to  the  extent  to  which  the  facility  or  service  is  expected 
to  be  used  by  civil  and  military  aircraft  respectively.  The  proportions  shall  be  agreed 
between  the  Authority  and  the  Secretary  of  State  for  Defence  before  the  decision  to 
provide  the  facility  or  service  is  taken  ana  shall  be  reviewed  by  the  parties  from  time  to 
time  in  the  light  of  any  change  in  the  expected  use  of  the  facility  or  service. 

Where  the  Authority  and  the  Secretary  of  State  for  Defence  agree  that  the  cost  of  a 
facility  or  service  provided  through  NATS  is  to  be  wholly  borne  by  the  Authority  or  the 
Secretary  of  State  for  Defence,  and  that  cost  is  not  taken  into  account  in  cost-sharing 
arrangements,  the  Authority  or,  as  the  case  may  be,  the  Secretary  of  State  for  Defence 
may  raise  a fully  economic  charge  on  the  other  party  for  any  use  made  of  that  facility  or 
service  by  military  or,  as  the  case  may  be,  civil  aircraft,  unless,  in  the  particular  case,  a 
charge  is  raised  against  some  other  person. 

10.  Any  disagreements  between  the  Authority  and  the  Secretary  of  State  for  Defence 
which  cannot  be  resolved  in  discussion  shall  be  referred  by  the  Authority  to  the  Secretary 
of  State  for  Trade  for  consideration  in  consultation  with  the  Secretary  of  State  for 
Defence. 


Peter  Shore, 

Secretary  of  State  tor  Trade. 


9 February  1976 


Roy  Mason, 

Secretary  of  State  for  Defence. 
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+ EXISTING  RADAR  SITES 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


293 


4 June  1980]  [Continued 

ANNEX C 

NETWORK  OF  UK  ROUTES  (AIRWAYS) 
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TIMESCALES 


Technical  Completion  Dates* 

Radar 

Site 

Plessey/Marconi 
Proposal 
(adjusted  for 
contract  date  of 
30.4.80 

Recent  Marconi 
Proposal 
(March  1980) 

CAA 

Assessment  of 
Marconi 
Proposal 

HSA  Proposal 
(based  on 
contract  date  of 
30.4.80) 

Debdcn 

July  1982 

May  1982 

March  1983 

April  1982 

Yorkshire 

Sept  1982 

Nov  1982 

June  1983 

June  1982 

Heathrow 

April  1983 

April  1983 

Jan  1984 

August  1982 

Wash 

June  1983 

July  1983 

Oct  1983 

Nov  1982 

Southern 

Oct  1983 

Jan  1984 

Feb  1984 

Feb  1983 

•“Technical  Completion”  means  the  date  on  which  the  contractor  has  handed  over  the  equipment 
to  the  CAA. 

The  dates  on  which  the  equipment  would  enter  operational  service  would  be  12-15  months  later. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


296 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


4 June  1980] 


Sts  Nigel  Foulkes,  Mr  W C Woodruff, 
Mr  J Cuhle  and  Dr  A Stratton 
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Examination  of  witnesses 


Sir  Nigel  Foulkes,  Chairman,  Mr  W C Woodruff,  Group  Director  and  Controller 
National  Air  Traffic  Services,  Mr  J Curle,  Director-General  of  Telecommunications  and 
Dr  A Stratton,  a non-executive  Board  Member,  Civil  Aviation  Authority,  called  in  and 
examined. 


Chairman 

1040.  Gentlemen,  may  1 welcome  you 


when  tender  and  specification  were  issued 


by  the  CAA,  is  the  period  in  which  the 


from  the  Civil  Aviation  Authority  this  CAA  indicated  in  outline  what  it  was  likely 
morning  to  our  public  sitting  of  this  Select  to  need,  developed  discussions  exclusively 


Committee  on  Industry  and  Trade?  Sir  with  the  British  manufacturers  on  radar 
Nigel,  we  have  received  a list  of  the  prices  equipment,  set  up  one  or  two  — I forget 


INIgtl,  WC  IldVi;  1CUC1VCU  a USl  Ut  pjlVV-d  vvjui^uiviiv,  VVI  1 lUlgCl  c 

involved.  Each  Member  has  a copy  and  we  exactly  how  many,  but  Mr  Curie  will  refresh  ; 


will,  at  any  rate  for  the  time  being  treat  that  my  memory  — paid  surveys  into  various 
information  as  being  commercially  confi-  aspects,  arranged  for  the  British  manufac- 
dential  in  character  and  we  shall  not  seek  turers  to  have  direct  access  to  information 


in  any  way,  unless  questioning  may  demand  in  the  Lincoln  Laboratories  in  America  and 
it,  to  reveal  those  figures.  effected  introductions  to  the  FAA  in  Amer- 

(Sir  Nigel  Foulkes.)  Thank  you.  ica,  our  opposite  number  in  the  world  of  air  S 


1041.  As  you  know,  this  Committee  is 
engaged  in  a general  exercise  as  to  why  this 


ica,  our  opposite  number  in  the  world  of  air  S 
traffic  control.  I think  the  most  important  1 
thing  to  bring  out  for  the  benefit  of  the  I 
Committee  about  the  period  between  ‘ 


country  does  not  sell  more  abroad  and  why  November  1947,  when  the  CAA  issued  its 
we  import  so  much.  It  seemed  to  us  rather  outline  requirement,  and  1978,  when  we 

an  nnnnrtnnp  mAmAnt  in  ftmp  tor  itc  to  nnk  . 1 . _ . ' 


* . . . . r . j , UUUlIlt  I vvlUll  wiiiwl&l,  QUVJ  VYlltU  HC 

an  opportune  moment  m time  for  us  to  look  issued  the  specification,  is  that  we  staned 
at  the  queshon  why  we  are  apparently  seek-  o£f  _ and  tfts  js  of  course  before  my  tim 

mn  frt  imivirt  cnrrwsfhtnn  mnrp  inter  true  _ . . . . . ' 


ing  to  import  something  more  into  this 
country  and  as  to  whether  it  could  be  pro- 
vided from  here.  We  have  read  through  the 


I became  chairman  late  in  1977,  but  Mr 
Woodruff  and  Mr  Curie  who  have  been 
with  the  CAA  many  years  will  be  able  to 


statement  you  have  made  and  we  have  also  fiu  in  the  ps  _ the  important  thing  is  that 
got  statements  from  Marconi  Radio  Sys-  wc  starlc5  with  a £oeramme  for  the 


got  statements  trorn  marcurn  tcautu  oys-  startcd  off  with  a programme  for  the 
ems  Unwed  and  Plessey  Electronic  Sys-  repiacement  of  civil  radaFs  and  in  1977, 
terns  Limited  and  after  you  have  given  your  because  Qf  chances  in  defence  Dlannine.  we 


terns  uimiieu  m e.  you  nave  given  your  because  of  changes  in  detence  pianningi  we 
evidence,  we  shall  be  asking  them  to  come  added  t0  the  la6n  tw0  radats  g j am  «ght? 
forward  to  give  their  side  of  the  story.  I was  :t  one->  r B 

hope  you  will  stay  to  listen  to  that  evidence  Woodruff.)  Yes 

(Sir  Nigel  Foulkes.)  And  the  type  82/84, 


ereafter,  should  you  so  desire,  you 


may  give  further  evidence  in  rejoinder  or  ^ h * ex-military  radar  aSd  which 

in  n rrrApmpnt  tic  thp  raca  m i v nrx  ....  - 


in  agreement,  as  the  case  may  be. 
(Sir  Nigel  Foulkes.)  Thank  you. 


was  older  in  time,  some  25  years  old  now, 
if  I remember  rightly,  than  the  civil  radars 


1042.  In  your  submission,  under  “Liai-  which  themselves  were  getting  on,  but  were 


sion  with  the  United  Kingdom  companies”, 
you  paint  a picture  of  long-established  co- 
operation with  suppliers  of  radar  equip- 
ment. The  submission  from  the  companies, 


not  as  old  as  the  ex-military  ones,  and  the 
plan  therefore  remained  similar  in  intention 
out  a larger  area  of  air  space  had  to  be 
covered  and  the  type  82  radars,  because  of 


however,  presents  a somewhat  different  their  extreme  age  and  their  very  short  life 
canvas,  so  can  you,  from  the  Civil  Aviation  expectation,  introduced  a very  important 


Authority,  detail  the  discussions  with  the  factor  which  was  a much  tighter  timescale 


companies  here  concerned  in  as  concise  and  and  I think  this  is  a point  the  Committee 


as  clear  a way  as  possible?  Perhaps  I can  will  wish  to  take  on  board. 


leave  it  for  you  to  answer  that  point? 

(Sir  Nigel  Foulkes)  Yes.  I do  not  wish  to 
burden  the  Committee  with  a lot  of  detail 
and  in  our  submission  to  you  I think  we 
have  covered  the  main  stages  in  the  devel- 
opment of  this  particular  decision  to  pur- 
chase equipment  but  if  I just  run  over 


1043.  On  that  point,  from  what  you 
have  said,  it  looks  at  though  about  five 


years  was  spent  discussing,  specifying  and 
bidding  for  the  radar  replacement  pro- 


bidding for  the  radar  replacement  pro- 
gramme, leaving  only  about  18  months  to 
build,  install  and  commission  it  as  the  first 
operational  radar  under  that  new  contract,1 


briefly  the  main  stages,  I think  one  might  0Peratl0nal  raaar  unoer  mac 

say  that1 Dlgltlsatlon  lJml 
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but  are  not  the  United  Kingdom  companies 
justified  in  believing  that  the  time  left  for 
installing  was  disproportionately  small? 
Why  all  the  haste  if  such  haste  was  neces- 
sary, since  the  March  1981  deadline  was 
almost  immovable  or  immutable?  Could  no 
decisions  have  been  taken  earlier,  thereby 
giving  United  Kingdom  firms  more  time  to 
establish  a system  of  the  required  specifi- 
cations by  the  time  deadline?  You  have  just 
told  us  some  of  the  equipment  was  already 
old.  Would  a delay  of  a further  few  months 
have  been  of  any  significance? 

(Sir  Nigel  Foulkes.)  Yes.  In  1977,  the 
type  82  radars  which  covered  a stretch  of 
air  space  which  it  had  not  been  in  the  CAA’s 
orginal  plan  to  have  covered,  a particularly 
important  part  of  air  space  was  suddenly 
added  to  our  plan. 

1044.  By  whom? 

(Sir  Nige! Foulkes.)  In  effect  by  changes 
in  the  Ministry  of  Defence’s  defence 
programmes. 

(Mr  Woodruff.)  Originally,  we  had 
hoped  that  the  cover  so  far  provided  by 
these  ex-defence  radars  — they  were  orig- 
inally part  of  the  bloodhound  missile  pro- 
gramme, but  they  were  later  handed  over 
to  us  to  use  for  air  traffic  control  purposes 
— we  had  hoped  to  replace  them  when  they 
got  older  by  getting  cover  from  defence 
radars  as  opposed  to  ATC  radars.  Changes 
in  the  defence  programme  meant  we  had  to 
replace  them  with  civil  radars  and  this 
position  we  met  in  1977. 

(Sir  Nigel  Foulkes. ) The  point  I am  trying 
to  make  is  that  in  1977  a factor  entered  into 
the  plan  which  did  not  alter  the  technical 
nature  of  the  radars  required  but  altered 
the  amount  of  air  space  to  be  covered  and 
introduced  the  replacement  of  radars  which 
were  older,  whose  life  expectation  was 
exceedingly  short.  The  answer  to  the  ques- 
tion why  this  sudden  hurry  if  you  had  from 
1974  to  1978  in  which  to  chat  about  it,  why 
the  excessive  hurry  from  1978  onwards,  the 
answer  really  is  that  it  was  not  until  1977 
that  the  injection  of  this  extra  air  space  to 
be  covered  introduced  radars  to  be  replaced 
with  a much  shorter  life. 


Mr  Thomson 

1045.  The  introduction  of  the  defence 
element  did  not  then  in  any  way  alter  the 
specification  of  the  radar? 

(Mr  Curie.)  Yes,  it  did  alter  the  specifi- 
cation. It  required  a radar  under  the  plan 
as  it  was  then  formulated,  of  longer  range 


than  any  of  the  radars  that  we  had  to  that 
point  specified. 

Mr  Mikardo 

1046.  Even  appreciating  the  complica- 
tion caused  by  this  change  to  which  you 
have  been  referring  in  mid-stream , one  gets 
the  impression,  reading  the  documents, 
that  this  five  year  process  was  a bit  leisurely. 
There  was  not  any  real  push  in  it.  It  reads 
like  a story.  Let  us  not  mince  words:  you 
are  dawdling.  Are  you  satisfied,  Sir  Nigel, 
that  you  did  proceed  through  this  process 
with  the  maximum  expedition  consistent 
with  doing  the  job  properly? 

(Sir  Nigel  Foulkes.)  Yes,  I think  1 am. 
One  must  bear  in  mind  that  the  Civil  Avia- 
tion Authority  is  the  customer  and  it  has 
the  problem  which  is  to  replace  radar  equip- 
ment and  also  to  pursue  technical  improve- 
ments, particularly  in  its  London  air  traffic 
control  centre,  which  are  tied  in  with  the 
radar  instalments.  I have  no  reason  to 
believe  the  CA  A in  those  days  was  dragging 
its  feet.  I think  that  by  giving  advance  warn- 
ing to  the  British  manufacturers  — and 
only,  1 would  stress,  to  the  British  manu- 
facturers — in  1974,  the  CAA  — and  as  I 
say  this  was  many  years  before  my  time  — 
was  doing  what  had  been  standard  practice. 
In  other  words,  to  set  up  a relationship  with 
British  manufacturers  which  would  give 
them  all  possible  advantages  when  it  came 
to  the  final  tender  for  contracts,  so  I have 
no  reason  to  feel  that  the  CAA  was  daw- 
dling at  that  particular  time,  but  the  man 
who  has  been  closest  to  this  throughout  this 
period  — he  was  not  in  charge  of  telecom- 
munications in  those  days  but  he  was  a 
senior  executive  in  it  — is  Mr  Curie,  an 
engineer  who  has  spent  his  life  in  this  and 
he  can  probably  add  a bit  to  the  answer. 

Chairman 

1047.  Before  I ask  Mr  Cockeram  to 
follow  the  point  of  the  link  between  the 
CAA  and  MoD,  could  I put  one  point  to 
you  made  by  the  Marconi/Plessey  people? 
Is  it  correct  that  a meeting  was  held  in 
January  1979,  where  the  two  companies 
attempted  to  establish  with  the  CAA  the 
criteria  for  winning  the  contract?  I gather 
the  CAA  offered  to  assist  by  having 
detailed  discussions  on  the  requirements 
but  declined  to  indicate  the  relative  impor- 
tance of  various  technical  factors  compared 
with  price  and/or  delivery  times? 

(Sir  Nigel  Foulkes.)  I will  pass  this  on 
because  I was  not  there. 
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Mr  Maxwell-Hyslop 

1048.  In  January  1979?  Sir  Nigel  was 
there  in  1979. 

(Sir  Nigel  Foulkes.)  I was  not  at  the 
meeting. 

(Mr  Curie.)  In  January  1979  the  decision 
had  been  taken  to  re-tender  and  to  go  for- 
ward with  the  same  specification  but  to 
invite  companies  to  suggest  alternatives 
which,  in  tneir  judgement,  represented  a 
good  option  in  terms  of  balance  between 
performance,  cost  and  timescale.  At  the 
meeting  in  question,  as  I recall  it,  the  com- 
panies came  together  with  the  controller, 
myself  and  other  representatives , to  express 
their  concern  at  the  possibility  of  the  order 
going  foreign,  and  asking  that  we  give 
assistance  to  help  them  optimise  such  pro- 
posals as  they  were  putting  forward.'  We 
gave  such  an  undertaking  and,  to  the  best 
of  my  belief,  we  followed  that  through.  As 
to  indicating  specifically  areas  to  which 
alleviation  might  be  given,  this  is  a difficult 
problem.  During  the  whole  of  the  discus- 
sions in  the  first  tender  and  in  the  second, 
to  the  best  of  my  recollection,  there  was  a 
full  and  free  exchange  of  views  as  to  alter- 
native possibilities,  but  for  the  require- 
ments that  we  have,  to  establish  a radar  for 
the  next  20  years  to  fit  into  the  develop- 
ments for  air  traffic  control,  it  required  a 
higher  standard  than  currently  we  operate. 
We  did  not  wish  too  soon  to  compromise 
on  our  specified  requirements  and  we  felt 
the  need  to  see  what  other  manufacturers 
could  offer  us,  although  we  did  certainly 
discuss  difficult  areas.  The  extent  to  which 
we  were  at  that  time  prepared  to  give  alle- 
viation was  governed  by  the  overriding 
requirement  to  meet  our  needs. 

Mr  Crowther 

1049.  Was  there  any  particular  reason 
why  that  decision  was  not  taken  much  ear- 
lier than  January  1979?  If  you  were  pre- 
pared at  that  stage  to  consider  other  options 
provided  they  met  all  your  necessary  con- 
ditions, why  could  that  decision  not  have 
been  made,  for  example,  in  1977? 

(Sir  Nigel  Foulkes.)  To  be  fair  to  those 
who  were  closely  involved  in  it  in  those 
early  years,  I should  say  — correct  me  if  I 
am  wrong,  Mr  Curie — that  although  it  was 
not  stressed  so  heavily  from  the  Outset, 
there  was  a provision  for  alternative  pro- 
posals. Would  you  tell  me  whether  I am 
right  on  that? 

(Mr  Curie.)  Yes.  The  original  require- 
ment made  it  clear  in  1974  that  we  did  not 


intend  at  that  time  to  establish  a specifica- 
tion. The  aim  was  to  appraise  the  compa- 
nies of  our  thinking  and  of  out 
requirements,  to  seek  their  proposals  and 
on  the  basis  of  their  proposals  to  evolve  a 
specification  and  against  that  specification, 
the  requirement  evolved  and  the  plan  for 
deployment  of  radars  and  their  function 
was  formulated.  That  was  a developing 
process  that  went  on  as  a result  of  a number 
of  discussions.  I came  into  it  personally  in 
1977  but  to  the  best  of  my  belief  those 
discussions  continued  from  1975,  the  sub- 
mission of  the  proposals  from  the  compa- 
nies, right  through  until  the  point  at  which 
we  developed  a specification. 

(Sir  Nigel  Foulkes.)  We  ought  to  make 
one  thing  clear:  the  CAA  said  what  it 
wanted.  It  was  confronted  with  a price 
which  was  totally  unacceptable  and  viewed 
from  1980  backwards  to  1978  it  is  still  a 
totally  unacceptable  price. 

Mr  Thompson 

1050.  Were  Marconi/Plessey  telling  you 
all  the  time  that  what  you  wanted  was  not 
cost-effective  and  over  specified  anyway, 
(Sir  Nigel  Foulkes.)  Marconi/Plessey, 
who  only  formed  a consortium  in  1977,  who 
were  operating  separately  up  to  that  date, 
had  the  obligation  to  all  manufacturers 
which  was  to  try  and  supply  the  customer 
with  what  he  said  he  wanted . We  said  what 
we  wanted  and  we  were  confronted  with 
what  seemed  to  us  to  be  a price  we  could 
not  possibly  pay.  First  of  all,  because  we 
had  no  money  for  it  and  secondly,  because 
we  considered  it  was  much  higher  than  we 
needed  to  pay.  The  decision  therefore  to  go 
out  to  competitive  tender  — and  I may  say 
that  I have  grave  reservations  about  single 
tenders  — was  because  there  were  features 
in  the  first  tender,  price  and  the  substantial 
development  element,  which  would  be  nec- 
essary in  it  because  everything  which  has  to 
be  developed  has  a question  mark  rather 
than  a tested  and  proven  and  existing  sys- 
tem. The  decision,  I think,  was  inevitable, 
As  Chairman  of  the  Board,  the  Board 
would  not  have  been  prepared  to  sanction 
an  expenditure  of  that  level  on  this  partic- 
ular project. 

1051 . But  the  Westinghouse  system  fell 
far  short  — ? 

(Sir  Nigel  Foulkes.)  So  we  went  to  open 
tender.  In  specifying  for  the  open  tender, 
we  said  we  still  want  what  we  aslced  for , but 
we  added,  if  you  can  suggest  something 
different  from  what  we  arc  asking  for  whicr 


'Sec  p.  329. 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


299 


4 June  1980]  Sir  Nigel  Foulkes,  Mr  W C Woodruff,  [Continued 

Mr  J Curle  and  Dr  A Stratton 


[Mr  Thompson  Could.  ] 


has  notable  bonuses,  either  in  the  speed 
with  which  you  can  deliver  it  or  in  the  price 
that  you  are  going  to  hang  on  to  it,  we  will 
consider  it.  From  the  point  of  view  of  the 
customer,  that  seems  to  me  a commercially 
sensible  and  perfectly  reasonable  attitude 
to  take.  I really  do  not  feel  that  there  is  any 
reason  why  a manufacturer  should  object 
to  a customer  saying  this  is  what  we  want. 
If  the  customer  says,  okay,  you  can  have  it; 
this  price  is  unacceptable  and  if  the  supplier 
says  that  — 

1052.  With  all  due  respect,  you  seem  to 
have  said:  "This  is  what  we  want,  unless  we 
can  have  something  else  quicker.” 

( Sir  Nigel  Foulkes.)  No.  We  have  ulti- 
mately got  pretty  well  what  we  asked  for. 

(Chairman.)  I wonder  if  we  can  return  to 
the  original  question  between  the  Civil 
Aviation  Authority  and  the  relationship 
with  the  Ministry  of  Defence. 

Mr  Cockeram 

1053.  The  radar  equipment  at  issue 
here  is  that  which  is  required  for  the 
National  Air  Traffic  Service , which  is  where 
you  overlap  with  the  Ministry  of  Defence. 
To  what  extent  are  they  involved  in  provid- 
ing these  services  and  to  what  extent  were 
you  in  sole  charge  of  the  decision,  or  what 
co-operation  was  there  with  the  defence 
system? 

(Sir  Nigel  Foulkes.)  The  National  Air 
Traffic  Service  is,  in  commercial  parlance, 
a jointly  owned  subsidiary  and  the  joint 
shareholders  in  it  are  the  Civil  Aviation 
Authority  and  the  Ministry  of  Defence. 

1054.  So  your  system  was  compatible 
with  the  RAF  system? 

( Sir  Nigel  Foulkes.)  Yes. 

(Mr  Woodruff.)  It  is  not  a question  of 
compatibility.  Our  job  in  the  national  air 
traffic  service  is  to  provide  an  air  traffic 
service  to  military  and  civil  traffic  and  the 
Ministry  of  Defence,  so  far  as  the  air  traffic 
service  is  concerned,  leave  it  to  us  to  pro- 
vide that  service  and  the  equipment  for  that 
service.  The  procurement  authority  in  this 
case  was  the  Civil  Aviation  Authority  but 
the  Ministry  of  Defence  were  paying  30  per 
cent,  though  they  leave  it  to  us  to  find  and 
provide  the  equipment. 

1055.  They  shared  the  finance  but  the 
decision-making  was  yours? 

(Mr  Woodruff.)  We  kept  in  touch  with 
what  we  were  doing  and  we  had  their 
support. 

(Sir  Nigel  Foulkes.)  Throughout  — and 


this  is  standard  practice  with  the  air  traffic 
service  because  it  is  a joint  enterprise  — 
both  the  Ministry  of  Defence  element, 
which  is  concerned  with  air  traffic  control, 
and  the  Civil  Aviation  Authority  go  hand 
in  hand  in  any  decisions  for  capital  invest- 
ment because,  after  all,  the  MoD  has  to  pay 
sometimes  50  per  cent. 

1056.  Time  was  of  the  essence  we  have 
been  told.  Were  both  the  Ministry  of  Def- 
ence and  yourselves  of  the  same  opinion  of 
the  urgency  of  the  matter  and  was  it  in  any 
way  pressure  from  the  Ministry  of  Defence 
that  caused  the  urgency  or  was  it  pressure 
from  your  side? 

(Sir  Nigel  Foulkes.)  The  urgency  was 
self-evident  with  a plan  which,  at  the  begin- 
ning, did  not  contain  elderly  ex-MoD  radars 
andfrom  1977  did,  radars  whose  life  expect- 
ancy could  almost  have  been  said  to  be 
expired  at  that  point. 

1057.  But  that  was  a known  fact  back 
in  1974  surely? 

(Sir  Nigel  Foulkes.)  No,  it  was  not.  The 
whole  point  was  that  the  original  plan  did 
not  involve  providing  cover  in  those  areas 
which,  in  1977,  because  of  a change  in 
defence  planning,  suddenly  had  to  be  cov- 
ered, so  that  radars  even  older  than  our 
civilian  ones  had  suddenly  to  be  replaced. 

1058.  Did  the  addition  of  the  ex-def- 
ence  radars  in  1977  seriously  delay  the 
drawing  up  by  you  of  the  full  specification 
then? 

(Mr  Woodruff. ) No.  The  specification  did 
not  change  except  in  so  far  as  Mr  Curie 
mentioned  earlier.  The  new  requirement 
for  radar  in  Yorkshire  was  one  of  greater 
range,  but  the  basic  specification  did  not 
change. 

Mr  Carlisle 

1059.  You  say  in  your  paper  that  the 
system  is  in  imminent  danger  of  breaking 
clown.  That  is  why  you  urgently  require  to 
replace  it.  Was  that  made  much  worse  by 
the  MoD  additions  to  your  system  and  if 
you  had  not  had  those  additions,  would  you 
not  be  in  such  a hurry  now  to  replace  what 
you  have? 

(Sir  Nigel  Foulkes.)  Yes.  The  point  that 
1 am  at  pains  to  establish  is  that  the  urgency 
of  the  programme  was  greatly  sharpened 
when  we  were  confronted  with  the  replace- 
ment, not  only  of  20  year  old  civil  radars, 
but  25  year  old  ex-military  radars  which  we 
would  have  assumed  would  have  been 
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replaced  as  part  of  a military  programme, 
and  that  part  of  air  space  we  would  not 
have  had  to  cover  ourselves.  From  1977  on 
we  had  to  cope  with  that.  This  is  not  the 
fault  of  the  Ministry  of  Defence.  It  is  not  a 
failure  in  their  planning  and  it  certainly  is 
not  the  fault  of  the  Civil  Aviation  Author- 
ity. It  is  just  one  of  those  things  that  hap- 
pens, but  it  meant  we  had  to  run  very  fast 
from  1977  onwards. 

Chairman 

1060.  Have  you  any  idea  or  suggestion 
why  the  Ministry  of  Defence  did  not  give 
any  earlier  notice? 

(Mr  Woodruff.)  I think  it  was  a devel- 
oping process.  As  the  Ministry  of  Defence 
air  defence  programme  changed  and  devel- 
oped it  started  becoming  clear  to  us,  1 sup- 
se  even  in  1970,  that  there  might  have 
en  this  possibility  that  we  should  in  future 
be  able  to  make  the  same  use  of  defence 
radars  as  we  had  in  the  past. 

Mr  Mikardo 

1061.  Does  it  not  amount  to  this:  the 
Ministry  of  Defence  had  this  very  old  and 
out-dated,  clapped  out  system.  They  do 
nothing  about  it  until  they  hear  the  CAA 
are  busy  doing  their  thing  for  civilian  radar 
control.  They  then  come  along  to  you  and 
say:  “Include  us  in  this,  but  you  will  have 
to  be  quick  now  because  we  have  been 
dawdling.”  Is  that  unfair? 

(Mr  Woodruff. ) I think  yes,  a little  unfair. 
The  radars  were  ours.  They  had  originally 
been  Ministry  of  Defence  radars  associated 
with  the  missile  programme  but  the  missile 
programme  changed  and  those  particular 
radars  were  never  used  operationally  with 
the  missile  programme.  They  were  handed 
over  to  us  to  use  for  air  traffic  control 
purposes  and  we  have  used  them  that  way 
ever  since. 


with  a missile  programme  that  aborted, 

(Mr  Woodruff.)  They  are  now  about  25 
years  old.  When  we  took  them  over,  they 
had  not  been  used  operationally.  We 
started  to  use  them  for  air  traffic  control 
purposes  but  they  are  now  about  25  years 
old. 

(Sir  Nigel  Foulkes.)  There  is  a confusion 
here  that  because  I referred  to  these  as  ex- 
military radars,  you  may  have  got  the 
impression  that  they  were  part  of  the  Min- 
istry of  Defence.  They  were,  in  effect, 
jointly  manned  by  the  civil  military  staff; 
they  were  part  of  the  air  traffic  control 
system.  They  needed  to  be  replaced  but  the 
air  space  that  they  were  covering  it  was 
assumed  until  1977  was  going  to  be  covered 
by  developments  of  military  radar  and  it 
was  therefore  not  necessary  for  the  air 
traffic  service,  NATS,  to  provide  for  their 
replacement. 

1064.  Can  you  tell  us  — or  do  we  have 
to  summon  the  Ministry  of  Defence?  — 
what  happened  in  1977  that  produced  that 
gap  in  surveillance?  Was  a programme  can- 
celled that  would  have  resultedin  the  devel- 
opment of  military  radar  surveillance  from 
1977  onwards  that  suddenly  was  no  longer 
there? 

(Mr  Woodruff.)  I think  it  was  more  that 
the  changes  in  development  in  Ministry  of 
Defence  air  defence  programmes  became 
such  that  it  seemed  to  us,  and  indeed  to 
them,  that  for  the  future  there  would  be  far 
less  chance  of  making  use  of  defence  radars 
because  of  their  peculiar  characteristics,  far 
less  chance  of  using  the  defence  radars  for 
air  traffic  control  service,  and  this  came  to 
a head  in  about  1977  when  we  had  to  take 
the  decision  not  to  be  able  to  rely  on  air 
defence  radar  for  future  use  by  air  traffic 
control. 


Mr  Maxwell-Hyslop 

1062.  So  they  were  virtually  unused, 
although  35  years  old? 

(Sir  Nigel  Foulkes.)  No,  the  service  that 
they  were  providing  was  going  to  be  cov- 
ered by  a development  of  defence  radar. 
That  cover  was  withdrawn. 

1063.  On  the  previous  question,  Mr 
Woodruff,  I am  now  confused  as  to  whether 
these  were  sets  which  had  been  used  for  25 
or  35  years  or  whether  these  were  elderly 
sets  in  the  sense  that  they  were  manufac- 
tured a quarter  of  a century  earlier  but  they 
have  been  waiting  to  be  used  in  conjunction 


Mr  Kerr 

1065.  I have  a couple  of  quotations 
from  the  submission  or  the  report  of  Mar- 
coni which  I would  like  to  read  to  you  and 
then  invite  you  to  comment  upon, 
"Throughout  the  1974-79  period  the  cli- 
mate of  relationship  between  the  CAA  and 
UK  suppliers  was  not  conducive  to  accept- 
ance by  the  customer  of  a proposal  from 
industry  differing  from  the  Authority's 
specifications  but  nevertheless  meeting 
tneir  own  genera]  needs  in  a more  cost- 
effective  way  and  providing  a system  with 
worldwide  market  potential.”  The  second 
is:  “It  is  failure  in  relationships  together 
with  the  long  delays  in  the  various  stages  of 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


301 


4 June  1980 ] Sir  Nigel  Foulkes,  Mr  W C Woodruff,  [Continued 

Mr  J Curle  and  Dr  A Stratton 


[Mr  Kerr  Contd.] 

decision  making  by  the  CAA  which  in  the 
end  laid  down  the  foundation  for  a foreign 
purchase.”  Does  not  UK  industry  make 
two  valid  points  here? 

/ Sir  Nigel  Foulkes.)  “.  . . not  conducive 
to  acceptance  by  the  customer  of  a proposal 
from  industry  differing  from  the  Author- 
ity’s specifications”?  This  implies  to  me  a 
bloody-minded  rigidity  on  the  part  of  the 
Civil  Aviation  Authority  and  I should  have 
thought  a similar  weak-kneed  attitude  on 
the  part  of  a vigorous  company,  the  one 
refusing  to  listen  to  anybody  else’s  ideas 
and  the  other  one  not  having  the  guts  to  put 
them  forward.  I was  not  here  at  the  time 
but  frankly  I cannot  buy  that.  It  does  not 
describe  either  Marconi  or  the  engineers  of 
the  air  traffic  service.  I say  bluntly  I think 
it  is  the  privilege  of  the  customer  to  decide 
on  his  priorities  and  to  buy  accordingly. 
The  priorities  of  the  Civil  Aviation  Author- 
ity are,  by  statute,  three,  and  I would  have 
added  a fourth.  They  are  in  this  order: 
safety.  It  must  not  be  forgotten  that  50 
million  passengers  at  least  land  and  a great 
deal  more  probably  pass  through  the  air 
space  that  we  control.  Two,  expeditious 
handling  of  traffic.  The  penalty  for  being 
unable  to  do  that  is  appalling  congestion  on 
the  ground,  which  could  be  extremely 
uncomfortable.  The  third  is  giving  value  for 
money  to  the  civil  aviation  industry  whom 
we  charge  for  our  services,  because  the 
CAA  was  set  up  to  charge  and  make  a 
profit.  Those  are  statutorily  our  tasks.  A 
fourth  which  is  not  a statutory  responsibility 
but  which  I expect  is,  wherever  possible,  to 
help  and  support  British  industry.  If  you 
look  at  our  submission,  you  will  remember 
that  something  like  £59  million  was  spent 
in  the  last  five  years  and  53  or  54  of  those 
millions  were  spent  on  British  equipment 
and  systems.  The  first  three  are  unavoidable 
prionties  in  that  order:  speed,  expeditious- 
ness and  cost-effectiveness.  All  I think  the 
CAA  was  attempting  to  do  through  its  air 
traffic  service  was  to  say:  “This  is  what  we 
want.  In  technical  terms,  this  is  what  we 
want  changed,”  but  not  outstandingly  in 
1977  with  the  introduction  of  the  problem 
that  these  type  82  radars  would  have  to  be 
replaced  by  the  CAA  and  would  not  be 
covered  by  defence  radar.  I am  suiprised  at 
that  paragraph  in  the  Marconi  submission 
because  it  suggests  a subservient  attitude  to 
the  customer  which  frankly  does  not 
describe  Marconi’s  relationship.  Whatever 
Marconi  or  Plessey  may  feel  about  the  rela- 
tionship between  themselves  and  the  air 
traffic  service,  between  1974  and  the  pres- 


ent day,  it  has  never  seemed  to  me  to  be 
characterised  by  an  inability  of  both  sides 
to  talk  to  each  other  and  to  argue.  I will  not 
say  I reject  it;  I simply  do  not  understand 
it. 

Mr  Mikardo 

1066.  The  general  principle  that  the 
customer  has  a right  to  say  wnat  he  wants 
is,  of  course,  unarguable,  but  there  are 
different  ways  of  going  about  it,  especially 
when  one  is  dealing  with  things  which  are 
technologically  complex.  If  you  are  buying 
ash  trays  or  chairs  it  is  fairly  easy,  but  there 
is  a great  difference  when  you  are  buying 
the  sort  of  thing  you  are  buying,  between 
saying  to  a potential  tenderer:  “ This  is  the 
object  we  want  to  achieve.  Our  idea  about 
achieving  it  is  the  following  specification 
but  if  you  have  some  other  idea  of  achieving 
the  same  objective  we  want  to  hear  about 
it”  — there  is  a great  difference  between 
that  and  saying:  “This  is  our  specification 
and  we  want  you  to  quote  to  it  irrespec- 
tive.” I am  terribly  anxious  that  public 
authorities  should  not  only  use  their  own 
expertise  but  the  expertise  that  is  available 
to  them  from  British  manufacturers. 

(Sir  Nigel  Foulkes.)  The  air  traffic  service 
has  no  choice.  We  do  not  have  development 
facilities  to  develop  equipment  ourselves. 
We  rely  on  manufacturers.  The  outline 
requirement  issued  in  1974  was  nothing 
more  than  an  outline  requirement  saying: 
“This,  in  general  terms,  is  what  we  have  to 
do.  This  is  what  we  are  going  to  need.”  In 
my  opinion,  between  19/4  and  1978  there 
was  tne  normal  relationship  between  sup- 
plier and  customer,  a technical  dialogue 
which  went  on  over  those  years,  supple- 
mented by  paid  studies,  by  visits,  by  the 
manufacturers,  with  the  CAA  acting  as  the 
introducer  to  the  States  and  so  on. 

1067.  It  is  a lone  time. 

(Sir  Nigel  Foulkes.)  Yes.  Technical 
development  is  a fairly  lengthy  process,  as 
we  all  know.  I do  not  see  anything  in  that 
particular  relationship  which,  from  my  pri- 
vate sector  experience,  sounds  any  different 
from  the  normal  relationship  between  cus- 
tomer and  supplier  on  these  occasions. 

Mr  Maxwell-Hyslop 

1068.  Just  to  put  into  two  sentences 
what  I understand  to  be  your  evidence  on 
this  crucial  time  factor  — will  you  correct 
me  if  this  is  not  a correct  summary  of  what 
you  said?  — in  1977  the  CAA  could  no 
longer  rely  on  Ministry  of  Defence  surveil- 
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lance  of  a certain  sector  and  the  CAA  had 
therefore  itself  to  cover  this  gap,  using 
almost  time-expired  radar  equipment,  type 
82.  Is  that  correct  so  far? 

(Mr  Woodruff.)  Not  quite.  What  hap- 
pened in  1977  was  that  it  became  clear  to 
us  that  for  the  future,  not  for  the  next  year 
or  so  but  certainly  for  the  future,  we  would 
be  unable  to  take  advantage  of  the  radar 
cover  given  by  defence  radars  as  we  had  in 
the  past  and  as  we  had  until  1977.  We 
therefore  had  to  make  our  own  arrange- 
ments for  providing  radar  cover  for  the  air 
space  that  would  otherwise  have  been  cov- 
ered by  defence  radars. 

10(59.  Were  you  given  a terminal  date 
by  which  you  had  to  take  over  the  function 
which  had  previously  been  — ? 

(Mr  Woodruff.)  No. 

1070.  Did  you  ask  for  it  and  were 
refused  it  or  did  you  find  it  satisfactory  not 
to  know  the  terminal  date? 

(Mr  Woodruff.)  No,  we  were  into  this 
radar  replacement  programme  anyway  and 
the  terminal  date  was  not  fixed.  It  was  a 
feature  of  the  air  defence  radar  programme 
and  I do  not  think  the  MoD  themselves 
could  have  given  us  a firm  date  at  that  time. 
It  was  sufficient  for  us  to  know  that  for  the 
future  we  would  have  to  make  our  own 
arrangements  and  therefore  it  was  not  too 
early  to  start  making  plans. 

1071.  Up  to  1977  when  you  arrived  at 
this  conclusion,  who  had  been  operating 
these  type  82  sets,  the  Ministry  of  Defence 
or  yourselves? 

(Mr  Woodruff.)  We  had. 

1072.  And  they,  in  your  judgement, 
will  become  unreliable  for  your  purposes 
by  when?  In  other  words,  what  is  the  date 
by  which  that  function  must  be  replaced  by 
new  radar  sets? 

( MrWoodruff. ) Our  worry  is  that  it  could 
be  tomorrow.  The  life  of  these  units  has 
already  been  extended  on  two  occasions 
long  beyond  the  date  for  which  they  were 
intended  to  last.  We  are  now  extending 
them  for  a third  occasion.  Whether  they 
will  last  long  enough  to  give  us  a continuing 
service  I do  not  know.  I have  fears  that 
even  before  the  new  radars  are  available 
we  may  have  problems  with  the  service- 
ability and  reliability  of  this  equipment. 

(Mr  Curie.)  May  I make  a point  of  clar- 
ification? The  Controller  says  we  operated 
them.  He  says  that  in  the  sense  of  the 


National  Air  Traffic  Service  operating  those 
radars  to  give  an  air  traffic  service,  6ut  the 
operation  of  them  in  the  technical  sense 
and  the  maintenance  of  them  in  the  tech- 
nical sense  and  the  ownership  of  those 
radars  was  vested  in  MoD  and  the  technical 
decisions  in  relation  to  extension  of  main- 
tenance or  extension  of  life  was  vested  in 
MoD  and  was  not  my  responsibility. 

1073.  Who  manufactured  this  equip, 
ment? 

(Mr  Curie.)  I believe  the  type  82  was 
manufactured  by  Marconi. 

1074.  Are  spares  and  full  technical 
back-ups  still  available  for  it? 

(Mr  Curie.)  It  is  my  understanding,  from 
discussions  we  had  with  the  Director  of 
Signals,  that  this  was  becoming  increasingly 
difficult,  that  by  1982  it  would  seem  that 
economic  maintenance  was  becoming 
increasingly  questionable.  Since  that  time, 
we  have,  because  of  the  time  lost  on  the 
programme,  had  to  take  steps  — they  have 
taken  steps  and  we  are  jointly  funding  those 
steps  — to  extend  the  life  of  those  radars 
for  a further  period.  Their  ancient  spares 
are  diminishing  but  steps  have  been  taken 
to  extend  their  life. 

1075.  You  say  spares  are  diminishing, 
This  is  a crucial  point  because  if  this 
assumption  is  wrong,  the  crucial  date  on 
your  programme  is  wrong.  Have  Marconi 
told  you  that  after  1982  they  will  be  unable 
to  guarantee  the  supply  of  maintenance 
spares  to  keep  this  equipment  reliable  in 
action  or  not? 

(Mr  Curie.)  I would  like  to  amplify  on 
two  aspecLs. 1 

1076.  No,  do  not  amplify;  just  answer 
please. 

(Mr  Curie.)  We  were  advised,  through 
the  Director  of  Signals  that  an  attempt 
would  be  made  to  maintain  the  service 
through  to  1984  but  the  service  to  1984  is 
critical  to  our  programme  as  it  now  stands. 

1077.  But  what  did  the  manufacturer, 
Marconi,  say  to  you  about  the  availability 
of  spares?  You  said  they  are  getting  short, 
Do  you  mean  there  is  a finite  stock  of  spares 
and  the  manufacturer  is  not  prepared  to 
replenish  those? 

(Mr  Curie.)  That  discourse  would  be 
between  MoD  Director  of  Signals  and  Mat- 
coni.  We  were  taking  advice  and  the  advice 
we  had  was  they  would  attempt  to  keep  the 
service  going  through  to  1984. 


‘Sec  p.  329. 
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1078.  But  as  long  as  the  parts  which  fail 
can  be  replaced,  is  there  any  particular 
reason  why  this  should  not  continue? 

(Mr  Curie.)  One  was  not  dealing  merely 
with  the  radar;  it  was  a total  system;  the 
radar  and  the  display  facilities  which  sup- 
port it  which  are  all  on  the  site.  When  one 
refers  to  those  sites,  one  is  referring  to  the 
totality.  There  is  a great  deal  of  that  equip- 
ment which  is  ancient  and  so  in  need  of  very 
extensive  refurbishment,  if  it  can  be  refur- 
bished. I was  not  privy  to  the  technical 
requirements  in  detail.  As  I say,  those 
radars  are  owned  and  operated  by  MoD. 1 

1079.  But  this  is  clearly  crucial,  is  it  not, 
because  the  explanation  given  by  the  CAA 
and  the  Government,  as  I understand  it, 
for  the  choice  of  equipment  which  was 
announced  earlier  this  year  crucially 
depends,  we  now  know  from  your  evidence, 
upon  the  type  82  radar  equipment  and  its 
associated  presentation  and  processing 
equipment  not  being  capable  of  being  kept 
rdiaoly  in  service  after  a certain  date.  In 
other  words,  it  is  the  date,  we  have  been 
told,  not  the  price  which  was  crucial.  Did 
you  not  therefore  think  it  was  your  duty  or, 
if  not  yours,  somebody  else’s  in  CAA,  to 
ascertain  how  reliable  the  hearsay  evidence 
about  the  terminal  reliable  date  of  this 
equipment  actually  is? 

(Mr  Curie.)  Two  engineers  from  my 
branch  did  visit  sites  and  did  submit  a report 
of  the  condition  of  equipment  at  those  sites 
in  their  judgement,  but  there  is  a second 
critical  date  factor  relating  to  the  opera- 
tional service  from  these  radars,  which  is 
the  development  of  the  London  Air  Traffic 
Control  Centre.  The  London  Air  Traffic 
Control  Centre  system  cannot  accept  data 
from  the  type  82  radars  as  it  has  been  devel- 
oped. In  order  that  it  can  have  data,  those 
radars  must  be  replaced  and  this  is  key, 
both  to  the  provision  of  control  in  that  air 
space  and  the  development  of  the  facilities. 

1080.  This  is  an  entirely  new  aspect.  Is 
it  not  surprising  that  none  of  your  team , Sir 
Nigel,  gave  this  aspect  in  evidence  before? 

(Sir  Nigel  Foulkes.)  It  is  in  the  sub- 
mission. 1 

1081.  It  is  now. 

(Sir  Nigel  Foulkes.)  I have  already  men- 
tioned it  But  my  fear  is  that  the  Committee 
will  end  up  with  its  head  spinning  with 
detail.  Let  me  see  if  I can  keep  to  the  point. 
The  essential  points  are  two  and  I have 
been  labouring  the  first.  The  first  is  the 

'See  p.  329. 
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introduction  into  the  timescale  of  the  ina- 
bility of  defence  radar  to  go  on  covering 
certain  parts  of  air  space  covered  by  these 
excessively  elderly  type  82  radars.  The 
CAA  therefore  has  to  provide  for  that.  The 
second  element  is  that  the  CAA  has  one  of 
the  largest  air  traffic  control  centres  in 
Europe  at  West  Drayton  in  joint  operation 
with  the  Royal  Air  Force  as  well  as  civilian 
personnel  there  and  this  is  a massive  and 
continuous  process  of  technical  improve- 
ment to  improve  safety,  to  improve  capac- 
ity, to  handle  further  traffic.  This  will  come 
to  a standstill  if  this  timescale  cannot  be 
achieved  because  those  radars  have  to  be, 
as  it  were,  hooked  in  to  what  is  going  on  in 
the  development  programme,  so  if  one  says 
what  are  the  two  key  factors  which  intro- 
duce urgency  into  this,  one  is  the  LATCC 
development  programme,  London  Air 
Traffic  Control  Centre  for  short,  and  the 
other  is  the  covering  of  air  space  hitherto 
covered  by  military  defence  which  will  no 
longer  be  covered  and  the  excessive  age  of 
those  radars.  They  are  at  the  top  of  the  list 
as  the  first  to  be  replaced. 

1082.  And  1984  is  the  crucial  date  for 
tying  in  with  the  equipment  at  West  Dray- 
ton, not  1982? 

(Sir  Nigel  Foulkes.)  That  is  the  comple- 
tion date. 

(Mr  Curie.)  It  is  completed  during  1983. 
The  timescale  we  submitted  with  our  paper 
has  a comment  underneath  it  which  says 
that  the  time  to  go  into  operational  service 
is  from  12  to  18  months  longer  than  the 
technical  transfer  date.  There  is  also  a 
planned  phased  move  of  the  two  units  into 
West  Drayton  and  this  will  take  through  to 
1984  to  complete. 

1083.  But  you  knew  this  timing  in  1977 
presumably?  You  knew  the  crucial  stop 
date  in  1977? 

(Sir  Nigel  Foulkes.)  The  crucial  stop  date 
is,  as  is  often  the  case  when  you  suddenly 
are  confronted  with  a much  tighter  time- 
table than  you  originally  planned  on,  you 
could  almost  say  it  would  be  yesterday.  I 
am  sure  most  engineers  feel  the  sooner 
those  type  82s  arc  replaced  the  better.  What 
we  are  concerned  with  is  the  increasing  risk 
of  breakdown  and  therefore  a temporary 
reduction  in  traffic  handling  capacity.  There 
are  then  frenzied  efforts  to  try  and  catch  it 
up  again.  The  usual  thing  is  you  always 
have  elderly  equipment  which  costs  a for- 
tune to  maintain  and  may  let  you  down 
termporarily  in  supplying  air  service  so  to 
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say  that  1984  is  the  date  is  to  say  that  1984 
is  later  than  we  would  like,  but  1984  is  the 
date  when  I fear  we  shall  be  compelled, 
having  installed  it,  having  tested  it  and  com- 
missioned it,  ultimately  for  operational 
service,  which  takes  a year  to  15  months, 
because  you  cannot  start  using  it  on  the  day 
it  has  actually  been  installed,  we  shall  be 
taking  it  into  operational  service  later  than 
we  would  like  and  all  this  time  we  shall  run 
the  risk  not,  I hasten  add,  of  disaster  but  a 
very  serious  risk  of  curtailment  of  service. 

1084.  When  you  did  make  this  infor- 
mation specifically  available  to  Plessey / 
Marconi  or  Marconi/Plessey,  depending  on 
whether  or  not  the  consortium  had  come 
into  being?  When  were  they  made  aware 
that  this  clement  was  crucial  and  if  they 
could  not  meet  this  element  it  was  therefore 
immaterial  what  their  price  or  other  com- 
petitive attractions  were? 

(Sir  Nigel  Foulkes.)  They  knew  this  as 
soon  as  we  did,  virtually. 

1085.  In  1977? 

(Sir  Nigel  Foulkes.)  Yes,  1977. 

1086.  They  cannot  have  known  it 
before  the  CAA  did  in  1977. 

(Sir  Nigel  Foulkes.)  No,  but  when  you 
have  a relationship  with  your  suppliers 
which  is  more  or  less  a continuous  dialogue, 
when  something  is  shot  into  your  plan,  they 
are  told  pretty  quickly  afterwards.  I do  not 
think  Marconi  and  Plessey  are  complaining 
that  they  did  not  know  of  this  fairly  soon 
because  it  came  into  the  programme. 

1087.  And  they,  in  your  view,  are 
unable  to  meet  this  date  and  that  is  really 
the  end  of  it  as  far  as  you  are  concerned? 

(Sir  Nigel  Foulkes.)  Let  us  say  that  I 
believe  British  manufacturers  can  certainly 
roduce  the  equipment  that  we  are  buying, 
ome  of  it  we  are  buying  from  British  sup- 
pliers; some  of  it  we  are  not.  There  is  no 
question  that  they  can  produce  the  entire 
M’Stem,  The  CAA  has  to  take  technical 
decisions  upon  which  services  and  even 
people’s  lives  depend  ultimately  and  it  has 
to  take  the  can  back  for  failure.  It  has  taken 
a series  of  technical  decisions.  In  the  case 
of  the  primary  radar,  its  technical  decision 
is  based  on  the  fact  that  the  Dutch  primary 
radar  exists  in  a form  in  which  there  is  the 
element  of  "tried  and  tested”  and  therefore 
the  problem  of  development  which  takes 
time  is  relatively  small.  Our  technical 
judgement,  which  is  what  we  are  paid  to 

Printed  image  digitised  by  the  University  of 


take,  is  that  the  primary  radar  which  we 
have  placed  an  order  with  HSA  for  can 
meet  the  timescale,  not  the  ideal  one,  but 
the  one  we  have  to  live  with;  it  meets  out  ! 
price  requirements  and,  because  of  the  tel- 
atively  small  element  of  development  ) 
involved,  will  enable  us  to  go  into  the  12  to 
15  months  process  of  commissioning  with 
confidence  that  at  the  end  of  that  time  we 
will  have  the  thing  in  full,  operational 
order.  If  there  had  been  two  companies 
bidding  from  Britain,  Marconi  separately  j 
and  Plessey  separately,  we  should  still  have  ' 
been  faced  with  the  agonising  problem  of 
deciding  between  two  British  companies  if 
there  had  been  no  others  in  the  field.  We 
were  left  with  the  problem  of  deciding 
between  an  American  company,  a Dutch 
company  and  a British  consortium  and  we 
have  taken  the  decision  on  the  basis  oi 
technical  judgement.  The  difficulty  that 
confronts  us  is  that  unless  we  set  up  a num- 
ber of  experts  in  navigational  electronics  to 
fight  each  other  in  mortal  combat,  it  is 
extraordinarily  difficult  for  the  CAA — and 
I am  not  an  electronics  expert;  Mr  Curie 
and  Dr  Stratton  are  — to  do  more  than  say, 
faced  with  the  various  priorities  and  the 
limitation  of  timescale  and  speed  into  full 
operational  service  we  took  a technical 
decision  and  we  must  be  held  accountable 
for  it. 

1088.  Lastly,  have  any  of  the  Govern- 
ment Departments  involved  in  the  industry, 
sponsoring  Plessey  and  Marconi,  the 
Department  of  Trade,  your  own  sponsoring 
Department  or  MoD,  have  they  attempted 
to  exert  any  influence  on  you  in  the  direc- 
tion of  purchasing  British  equipment  as 
opposed  to  Dutch? 

(Sir  Nigel  Foulkes.)  No  more  pressure 
has  been  brought  to  bear  upon  me  over  this 
issue  than  has  been  brought  to  bear  upon 
me  as  a chairman  of  a public  body  in  the 
last  eight  years,  since  I wandered  into  the 
public  sector.  There  is  a very  natural  con- 
cern on  the  part  of  Government  Depart- 
ments that  whatever  the  public  body  is,  it 
shall  not  forget  the  banker  is  the  Govern- 
ment. As  far  as  I am  concerned,  it  has  been 
clear,  as  far  as  my  own  sponsoring  depart- 
ment was  concerned,  that  they  took  the 
view  the  CAA  was  paid  to  take  technical 
decisions.  If  those  decisions  are  wrong,  fire 
the  chairman. 

Mr  Mikardo 

1089.  In  other  words,  the  Departments* 
desire  to  influence  purchases  from  Great 
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Britain,  which  the  Secretary  of  State  has 
reiterated  very  strongly  in  recent  times,  you 
are  saying,  is  based  on  a reiteration  of  state- 
ments in  favour  of  virtue  and  against  sin, 
but  no  intervention  in  a particular  case? 

(Sir  Nigel  Foulkes.)  In  my  view,  a public 
body  which  is  supported  by  public  loan 
capital  which  does  not  do  its  damnedest  to 
see  that  when  it  buys  wherever  possible  it 
buys  what  it  needs  and  buys  British,  is  not 
really  exercising  the  normal  patriotism  you 
would  expect  from  a public  body. 

1090.  I take  that  precisely,  Sir  Nigel. 

(Sir  Nigel  Foulkes.)  Nobody  in  the 

Department  of  Trade  would,  I think,  be 
unwise  enough  — nor  in  any  other  Ministry 
— as  to  direct  an  organisation  responsible 
for  tens  of  millions  of  passengers  passing 
through  the  air  that  its  technical  judgement 
was  not  needed  and  that  political  judge- 
ment was  to  be  substituted  in  deciding  what 
to  buy.  It  is  perfectly  clear  to  me  and  to  any 
other  chairman  of  a nationalised  industry, 
for  example,  that  it  is  our  job,  wherever 
possible,  to  support  Great  Britain  Limited. 

I think  our  record  in  the  CAA  shows  we 
have,  but  if  you  are  asking  me  how  much 
ressure  was  brought  to  bear  upon  me  to 
uy  British  equipment  regardless,  the 
answer  is  none  and  I would  consider  it 
totally  unreasonable.  I would  resist  it. 

Mr  Crowther 

1091.  Can  you  go  into  a little  more 
detail  and  tell  us  what  you  mean  by  “little" 
on  page  4?  In  your  paper  you  say:  “It  has 
always  been  CAA  policy  to  buy  British 
whenever  practicable,  even  if  this  means 
paying  a little  more."  Is  “a  little"  defined 
as  a percentage  differential  or  is  it  an  abso- 
lute figure?  You  must  have  something  in 
mind  by  the  phrase  “a  little  more”. 

(Sir  Nigel  Foulkes.)  When  you  are  weigh- 
ing up  one  piece  of  equipment  or  one  sys- 
tem against  another,  you  are  not  just 
weighing  price.  You  are  clearly  weighing 
the  timescale  which  is  of  far  greater  impor- 
tance here  than  price  and  you  are  weighing 
up  the  degree  of  “untested”  as  opposed  to 
tested  in  the  whole  package.  When  you  say 
how  big  a difference  the  price  makes,  you 
are  really  assuming  something  which  does 
not  exist,  which  is,  let  us  say,  three  systems 
absolutely  indentical  in  every  respect  save 
price.  British  is  X per  cent  more  expensive. 
How  much  per  cent  in  those  circumstances 
ou  ask  me,  would  persuade  men  not  to 
uy  British?  The  answer  is  I do  not  know. 
The  systems  are  always  different.  I would 


not  dream  of  paying  double.  I would  find  it 
very  difficult  to  agree  to  paying  50  per  cent 
more.  My  patriotism  would  probably  come 
into  full  operation  at  a lower  altitude  than 
that. 

1092.  But  that  means  that  this  para- 
graph in  your  paper  is  meaningless  because 
it  suggests  that  you  would  pay  more,  all 
other  things  being  equal,  in  order  to  buy 
British,  provided  that  it  was  not  too  much. 

(Sir  Nigel  Foulkes.)  That  is  right. 

1093.  But  what  you  are  saying  is  that 
that  situation  will  never  arise  anyway,  so 
what  is  the  point  of  putting  it  in  the  paper? 

(Sir  Nigel  Foulkes.)  I am  saying  you  will 
never  have  a situation  in  which  you  are 
weighing  up  only  price;  you  are  weighing 
up  other  factors. 

1094.  This  paragraph  does  not  refer  to 
other  factors. 

(Sir  Nigel  Foulkes.)  It  is  a very  common 
thing  to  abuse  public  bodies  for  not  buying 
the  cheapest  tender,  for  example.  I would 
defend  myself,  if  we  placed  an  order  for 
something  which  was  more  expensive  than 
somebody  else’s  on  grounds  which  would 
be  weighing  up  costs  and  other  factors. 

1095.  But  that  means  if  you  are  going 
to  pay  a little  more  it  is  because  you  are 
gaining  some  other  advantage,  not  merely 
for  the  purpose  of  supporting  British 
Industry. 

(Sir  Nigel  Foulkes.)  No.  I think  patriot- 
ism has  to  be  prepared  to  pay  a slightly 
higher  price,  but  I would  not  be  in  a position 
to  say  how  much  higher,  The  CAA  has 
always  operated  a purchasing  policy  which 
tries  to  buy  British  where  possible.  If  asked: 
“Would  you  buy  British  if  it  was  more 
expensive?”  The  answer  is  in  certain  cir- 
cumstances yes,  but  if  asked:  “In  what  cir- 
cumstances?” 1 pass, 

1096.  Thank  you  for  passing.  I would 
like  to  apply  this  point  to  the  particular  case 
we  are  discussing,  where  the  difference  in 

rice  clearly,  according  to  the  confidential 
gures  you  have  given  us,  was  not  little  but 
very  significant  indeed,  a very  large  differ- 
ence. In  a case  like  that,  are  we  to  assume 
that  even  if  the  British  consortium  had  been 
able  to  meet  the  timescale,  which  you  say 
was  the  most  important  thing,  even  if  they 
had  been  able  to  meet  that,  you  would  still 
have  had  to  go  to  the  Dutch  company 
because  of  the  price  being  so  much 
different? 
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(Sir  Nigel  Foulkes.)  I should  think  so. 


Mr  Kerr 

1097.  Does  Sir  Nigel  not  find  it  surpris- 
ing, leaving  aside  his  very  worthy  patriotic 
instincts  in  this  matter,  that  in  a field  where 
we  have  been  pre-eminent,  both  historically 
in  getting  the  show  on  the  road  and  also  in 
terms  of  subsequent  developments,  that  we 
should  be  in  this  rather  embarrassing  situ- 
ation where  he,  as  a patriotic  chairman  and 
one  of  our  best  nationalised  industries, 
should  be  in  a situation  where  price-wise 
they  are  being  knocked  right  out  of  the  ring 
and  that  he  is  having  to  push  his  patriotism 
to  one  side,  to  his  great  distaste,  and  give 
this  contract,  in  a field  already  where  we 
are  pre-eminent,  and  have  been,  to  a Dutch 


sion  out  of  £244  million  in  the  total  contract 
less  than  ten  — nine  point  something  mil' 
lion  — has  gone  to  a Dutch  company  and 
that  of  the  total  24J  million  approximately 
60  per  cent  will  be  from  UK  sources.  It  i 
not  ideal  but  on  this  occasion  there  arc 
certain  priorities  which  override  — 


(Sir  Nigel  Foulkes.)  I cannot  say  I have 
enjoyed  it.  I have  not.  One  of  the  ways  in 
which  I made  it  perfectly  clear  is  by  saying 
absolutely  nothing  in  public,  despite  all  the 
comment  in  the  media  about  the  wicked  old 
CAA  buying  foreign  stuff,  because  I want 
the  British  companies  to  succeed.  The 
problem  is  not  basically  one  of  price.  It  is 
primarily  that  in  air  traffic  control  — and  I 
think  the  cover  letter  of  Plessey’s  submis- 
sion makes  this  point,  and  rightly  — you  do 
have  to  go  as  far  as  you  possibly  can  for  the 
tested  and  tried,  particularly  when  you  are 
up  against  this  timescale  problem.  I would 
like  to  say  one  point  on  behalf  of  Great 
Britain  Limited,  because  1 feel  that  Great 
Britain  Limited  is  partially  on  trial  here, 
and  the  CAA  are  in  addition.  The  manu- 
facturers have  a relatively  small  market  for 
civil  air  traffic  control  equipment.  I am  sure 
that  both  Plessey  and  Marconi  management 
will  confirm  that  when  you  ask  them.  There 
is  a very  much  bigger  market  for  military 
equipment.  Our  equipment  is  pretty  sophis- 
ticated because  we  have  one  of  the  most 
crowded  bits  of  air  space  in  the  world  and 
I do  not  think  it  is  reasonable  to  expect 
Great  Britain  Limited,  which  must  have  its 
eyes  on  major  markets,  to  score  a bull’s  eye 
every  time  in  smaller,  less  important  mar- 
kets. I have  great  sympathy  here  for  man- 
ufacturers who  have  formed  a consortium 
and  bid  for  this,  both  at  their  chagrin  in  not 
getting  it  and  my  chagrin  in  not  being  able 
to  award  it  to  them,  but  I think  it  is  expect- 
ing the  impossible  that  on  every  occasion 
public  bodies  will  always  be  able  to  buy  the 
local  product.  You  are  perfectly  right:  the 
reputation  of  the  British  electronics  indus- 
try is  good  and  I do  not  think  it  is  to  the 
discredit  .ofthat  industry  that  pnLthis  i o^ca- 


1098.  I am  only  concerned  that  the  con- 
tinuing liaison  to  which  you  referred  in 
earlier  evidence  seems  on  this  occasion  to  ' 
have  broken  down  because  you  did  suggest  ■ 
to  the  Committee  that  there  was  a contin-  | 
uing  dialogue  by  reason  of  your  close  tech- 
nical relationship  which,  as  I instantly 
assumed,  would  virtually  prove  against  this 
highly  undesirable  development. 

(Slt  Nigel  Foulkes.)  It  has  not  on  this 
occasion,  but  needless  to  say  I have  looked 
pretty  closely  into  this  myself.  I set  up  a 
board  sub-committee  made  up  of  our  emi- 
nent technical  board  members:  Dr  Stratton, 
a former  president  of  the  Royal  Institute  of 
Navigation,  a physicist  of  distinction,  a man 
who  has  worked  at  Farnborough  for  yean, 
a mathematician  of  note  who  knows  more 
probably  than  most  of  us  put  together  aboul 
electronic  systems  in  the  navigational  field, 
and  a leading  member  of  the  board  team. 

I asked  them  to  take  a very  hard,  final  look 
at  what  seemed  to  me  to  be  the  right  deri- 
sion to  be  absolutely  certain  that,  with 


independent  points  of  view,  there  was  noth- 
ing that  I or  my  senior  managers  in  the  air 


traffic  services  had  missed.  I am  perfectly 
satisfied  that  on  this  particular  occasion  we 
have  placed  the  contract  in  various  hands, 
some  foreign,  some  British,  and  our  deci- 
sion was  a sound  one  and  I cannot  see  that 
any  particular  criticism  attaches  to  the  Brit- 
ish companies.  Had  there  been  three  we 
would  have  picked  one,  and  I cannot  see 
that  it  would  necessarily  have  been  to  the 
discredit  of  the  other  two  that  they  did  nol 
get  it. 


Mr  Crowther 

1099.  You  have  made  it  clear  the  price 
factor  alone  would  have  ensured  this  work 
going  to  the  Dutch,  but  on  your  Annex  E 
which  sets  out  dates  in  columns,  I am  inter- 
ested particularly  in  columns  two  and  three, 
one  headed  “Recent  Marconi  Proposal" 
and  the  other  headed  “CAA  Assessment  of 
Marconi  Proposal”  in  which  you  appear  to 
disbelieve,  in  each  case,  what  Marconi  have 
said  about  their  own  ability  to  deliver.  Can 
I ask  why  you  say  they  have  it  wrong? 

(Mr  Curie.)  The  dates  in  the  third  column 

sob?#  “tem.^te^pp°sal” are  the 
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dates  that  were  presented  to  us  in  a pres- 
entation on  the  outline  implementation 
programme  that  the  company  made  to  us. 

(Sir  Nigel  Foulkes.)  We  are  clear,  are  we 
not? 

1100.  I perhaps  ought  to  have  said  third 
and  fourth  columns  rather  than  second  and 
third. 

(Sir  Nigel  Foulkes.)  I hope  we  have  not 
got  another  misunderstanding  such  as  took 
Sp  about  half  an  hour  of  our  time  over  the 
type  82  radars.  Let  be  get  this  quite  clear. 
That  column  headed  “Recent  Marconi  Pro- 
posals” is  the  proposal  put  forward  by  Mar- 
coni alone,  not  by  the  consortium  in,  I 
think,  March  of  this  year  and  it  was  an 
outline  proposal. 

1101.  Yes. 

(Sir  Nigel  Foulkes.)  1 was  afraid  we  were 
talking  about  the  proposal  which  was  put 
forward  in  1979. 

Mr  Carlisle 

1102.  The  Plessey/Marconi  proposal  is 
actually  not  too  far  out  in  time  when  related 
to  the  HSA  one  and  when  you  say  in  your 
paper  that  they  were  12  to  18  months  behind 
in  time,  in  effect  you  wanted  it  completed 
in  1983  and  the  Plessey  proposal  does  com- 
plete it  then. 

(Mr  Curie.)  I think  you  are  confusing  the 
two  tender  proposals.  The  12  to  18  months 
comment  was  in  relation  to  the  first  pro- 
posal of  Plessey/Marconi  which  does  not 
exist  in  this  schedule. 

(Mr  Carlisle.)  That  is  fair  enough  but  you 
do  not  question  at  all  the  HSA  proposal  as 
far  as  time  goes;  you  only  question  the 
British  tenders. 

Mr  Crowther 

1103.  They  do  not  question  it;  they  sim- 
ply say  it  is  not  right.  Why  have  you  pul 
down  dates  which  you  think  correct  and 
you  say  in  five  cases  Marconi  have  it  wrong? 

(Mr  Curie.)  In  the  proposal  they  pre- 
sented to  us  on  the  18  April  there  were 
certain  conditions  that  applied  to  their  pro- 
posed programme.  One  of  the  conditions 
was  that  we  agree  parameters  by  the  end  of 
that  month.  These  were  parameters  for  the 
radar  performance  whicn  they  outlined  to 
us.  It  was  not,  in  our  judgement,  possible 
for  us  to  agree  those  parameters  Decause 
that  would  have  been  tantamount  to  a go 
ahead  on  a contract  within  a fortnight  and 
that  was  certainly  not  feasible.  A great  deal 
of  work  would  have  had  to  be  done  on  the 


outline  proposal  which  they  presented 
before  we  could  have  been  in  a position  to 
move  into  contract  stance  with  them.  We 
judged  that  as  two  months.  We  further 
judged  that  there  would  be  a considerable 
period,  because  this  had  been  our  experi- 
ence with  other  manufacturers  and  in  con- 
sideration of  other  proposals,  of  work  on 
the  outline  proposal  beyond  that  point 
before  the  bulk  of  the  items  could  be 
released  for  manufacture.  This  is  because 
a decision  could  not  be  taken  on  which 
equipment  options  to  choose  from  those 
that  were  being  offered  by  the  firm  until  we 
had  determined  what  the  performance  of 
the  system  with  those  options  was  going  to 
be.  The  other  condition  which  they  made 
related  to  our  test  requirements  and  they 
pointed  out  that  dates  would  have  to  be 
revised  in  the  event  that  they  had  to  fulfil 
our  test  requirements.  We  felt  it  essential, 
as  we  have  with  all  contractors’  proposals, 
that  they  follow'  the  test  procedure  that  we 
called  for.  We  further  felt,  by  comparison 
to  manufacturing  cycles  which  we  had 
investigated  in  detail  with  other  firms  for 
equipment  which  was  already  established 
in  production,  as  against  this  equipment  of 
which  the  major  item  existed  only  as  pro- 
totype and  other  items  that  would  require 
various  modifications,  that  a modest  two 
months  addition  to  a manufacturing  cycle 
seemed  not  unreasonable.  It  only  then 
placed  the  manufacturing  cycle  for  the  Mar- 
coni equipment  between  that  of  the  Amer- 
ican and  Dutch  firms.  We  further  felt  that 
for  the  first  equipment  we  must  allow  a 
contingency  for  slip  in  the  test  phase  since 
this  would  have  been  the  first  time  all  the 
units  had  come  together  as  an  integrated 
primary  radar.  In  all,  that  amounted  to  ten 
months.  We  reduced  that  figure  in  relation 
to  the  later  equipments  and  it  progressively 
reduces  as  you  go  down  through  the  pro- 
duction list,  starting  at  ten,  for  the  first 
operational  system,  going  down  to  seven 
and  so  on.  In  terms  of  the  programme  we 
have  to  achieve  we  believe  this  was  a rea- 
sonable assessment  for  us  to  make. 

1104.  So  you  say  they  were  simply  mis- 
taken in  their  judgement? 

(Sir  Nigel  Foulkes.)  This  is  the  kind  of 
decision  every  technical  buyer  has  to  make 
when  confronted  with  a proposition  from  a 
supplier. 

1105.  As  a matter  of  policy,  do  you 
include  penalty  clauses  in  contracts  for  fail- 
ure to  deliver  on  date? 
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(Mr  Curie.)  I am  not  an  expert.  We  have 
a contracts  branch  which  deals  with  that 
aspect.  There  has  been  discussion  on  liq- 
uidated damages  clauses  for  the  contract. 

1 understand  in  this  instance  the  firms  were 
not  receptive. 

Mr  Carlisle 

1106.  Why  were  you  happy  with  the 
HSA  timescale  to  take  it  just  like  that? 

(Mr  Curie.)  We  did  not  take  it  just  like 
that.  Our  acceptance  of  the  timescale  fol- 
lowed a very  detailed  investigation  of  cur- 
rent production  in  the  factory,  achieved 
production  and  test  cycle  times  and  a com- 
missioning programme  in  those  test  cycle 
times  which  we  considered  realistic. 

Mr  Mikardo 

1107.  In  your  evidence  this  morning 
and  in  your  confidential  letter  you  have 
shown  your  consciousness  of  the  extra 
responsibility  that  rests  on  a public  corpo- 
ration to  take  account  of  interests  outside 
itself,  public  relations  and  so  on,  relations 
with  suppliers  and  carrying  them  with  you 
as  far  as  you  can.  Does  not  that  also  go  for 
the  people  who  work  for  those  suppliers? 
Do  you  not  think,  on  reflection,  it  was  a bit 
unwise  for  you,  since  you  are  firmly  of  the 
view  that  you  are  fully  justified,  to  refuse 
to  talk  to  representatives  of  one  of  the 
unions  from  Marconi/Plessey  and  tell  them 
what  you  thought? 

(Sir  Nigel  Foulkes.)  I just  did  not  think 
that  it  was  frankly  relevant.  I think  the  job 
of  the  supplier  is  to  make  up  his  mind  and, 
having  made  up  his  mind,  to  stand  by  it.  I 
had  letters  from  something  like  15  unions. 
Short  of  holding  a conference  at  which  all 
I would  have  said  is  the  self-evident  fact 
that  we  had  placed  no  contract  at  the  time, 
that  I could  not  discuss  the  matter  because 
we  had  not  placed  it  and  after  we  had  placed 
it,  short  of  holding  a conference  and  telling 
everybody  we  placed  it  for  good,  technical 
reasons  and  of  course  we  have  taken  into 
account  the  importance,  wherever  possible, 
of  buying  British,  I cannot  think  what  I 
would  have  said  that  I have  not  already  said 
to  the  various  officers  who  have  written  to 
me.  I think  it  was  the  Engineering  Confed- 
eration which  wrote  to  me  asking  to  talk 
about  it.  Before  the  decision  was  taken  I 
said  no  because  it  had  not  been  taken  and 
after  it  was  taken  I still  took  the  view  that 
there  was  nothing  to  discuss.  I am  sure  you 
think  this  remiss  of  me. 


it  is  a managerial  error;  it  is  a defect  of 
management,  but,  however,  let  that  pass 

(Sir  Nigel  Foulkes.)  If  all  the  managers 
of  the  suppliers  had  ’phoned  up  asking  to  1 
see  me  and  put  the  point  of  middle  man-  > 
agement  or  whatever,  I would  have  said  the  ‘ 
same  thing. 

1109 . It  is  always  better  to  carry  people 
with  you  than  to  have  them  suspicious. 

(Sir  Nigel  Foulkes.)  I have  consultation  ' 
coming  out  of  my  ears.  We  consult  on  ! 
almost  everything  but  there  are  times  when 
the  consultation  has  to  stop  and  decisions 
have  to  be  taken.  I do  not  apologise  for 
replying  courteously  but  firmly  to  the  var- 
ious unions  who  wrote  to  me  telling  then, 
the  facts  of  our  policy,  and  I do  not  apolo- 
gise when  one  confederation  said  it  wanted 
to  come  and  see  me.  It  did  not  seem  to  me  I 
that  I had  anything  to  tell  them  which  was 
not  already  in  the  correspondence.1 

Chairman 

1110.  Before  we  formally  adjourn  at 
this  point  and  hear  the  other  evidence, 
there  is  one  final  question  I would  like  to 
put  to  you  following  upon  your  answers  to 
Mr  Kerr  and  your  close  association  with  the 
United  Kingdom  suppliers  to  your  author- 
ity in  the  past,  and  I nope  in  the  future.  In 
the  light  or  all  the  information  we  now  have, 
can  you  tell  us  how  working  arrangements 
between  your  authority  and  British  industry 
generally  could  be  improved?  Is  yom 
authority  now  in  consultation  with  any 
other  United  Kingdom  industry  over  which 
future  investment  plans  may  be  provided 
for  by  your  authority  and  may  I finally  ask, 
am  I correct  in  assuming  from  your  answers 
to  Mr  Kerr,  that  whatever  your  relation- 
ships were  in  the  past  with  Plessey/Marconi 
and  any  other  British  supplier  and  however 
close  they  may  have  been  in  the  past,  will 
they  be  closer  still  for  the  future? 

(Sir  Nigel  Foulkes.)  The  answer  to  your 
first  question  is  that  the  CAA’s  position  is 
that  it  has  no  money  for  development  sub- 
sidies. It  is  possible  that  the  Government 
may  wish  to  provide  funds  for  development 
of  certain  aspects  of  navigational  equip- 
ment in  the  future.  That  is  its  privilege,  I 
think  the  CAA's  task  is  at  the  earliest  date 
to  inform  all  the  potential  British  suppliers, 
as  it  did  in  1974  in  general  terms,  what  it  is 
going  to  need.  At  the  same  time,  to  keep 
its  sponsoring  Ministry,  Trade,  and  clearly 
the  Department  of  Industry , which  is  where 


1108.  I do  not  think  it  is  remiss.  I think  ‘See  P.  332 
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a subsidy,  if  any,  for  development  would 
come  from,  in  the  picture.  Its  other  respon- 
sibility, I think,  is  to  come  forward  as 
smartly  as  it  can  when  it  is  perfectly  clear, 
after  its  technical  dialogue  with  potential 
suppliers,  exactly  how  what  it  wants  can  be 
satisfied,  to  come  forward  with  a technical 
specification  which  the  manufacturers  can 
get  their  teeth  into.  Where  it  is  quite  clear 
that  there  is  some  aspect  of  the  system  or 
the  equipment  that  it  wants  to  buy  which  is 
going  to  involve  substantial  development 
work,  if  the  British  are  going  to  be  in  a 
strong  position  to  bid,  that  I think  is  the 
point  at  which  Government,  if  it  chooses, 
must  come  into  the  picture  and  the  manu- 
facturer, if  it  chooses,  must  go  to  the  Gov- 
ernment and  say:  “We  do  not  feel  like 
spending  all  this  money.  Are  you  going  to 
help  us?”  The  CAA’s  role  is  not  to  bring 
these  two  together.  The  CAA’s  role  is  to 
see  that  both  of  them  are  fed  with  as  much 
internal  information  as  possible  so  that 
when  they  are  talking  about  development 
and  the  possibility  of  Government  help,  all 
the  information  the  ultimate  customer  can 
provide  is  fed  in.  I would  sum  it  up  thus:  I 
think  we  should  follow  pretty  well  the  drill 
that  has  existed  for  many  years  but  certainly 
it  is  my  business  to  keep  a sharp  eye  open 
to  see  that  the  pace  with  which  the  whole 
thing  proceeds  is  made  as  brisk  as  possible. 
I do  not  think  there  was  much  foot-dragging 
in  this  1974-78  period  but  certainly  any- 
thing we  can  do  to  come  forward  as  briskly 
as  we  can  with  as  much  clear  cut  infor- 
mation and  ultimately  with  a clear  specifi- 


cation, it  is  our  job  to  get  on  with  it  as 
briskly  as  we  can,  but  is  a very  long  and 
time-consuming  dialogue,  the  development 
of  a specification.  You  say  at  the  beginning 
in  general  terms  what  you  want  but  to  crys- 
tallise it  into  a specification  takes  a long 
time.  As  far  as  the  Government  is  con- 
cerned, our  responsibility  is  to  assist  the 
manufacturer  at  all  points  where  the  man- 
ufacturer knows  he  is  going  to  have  to  carry 
out  development  work  and  where  he  feels 
it  is  going  to  cost  him  more  than  it  is  worth. 
We  need  to  know  this  too.  I have  no  slick 
nostra  to  put  forward  to  the  Committee  as 
to  a notably  improved  drill.  I merely  think 
that  it  should  be  carried  out  as  crisply  and 
as  clearly  as  possible.  I am  not  aware  that 
we  have  been  imprecise  and  woolly  in  say- 
ing what  we  want,  but  certainly  we  have 
more  contracts  in  the  future  and  as  far  as 
the  CAA  1980  is  concerned,  we  shall  take 
jolly  good  care  to  see  that  we  do  everything 
possible  to  see  that  the  British  manufactur- 
ers know  what  we  want  as  early  as  possible 
and  to  answer  one  of  the  questions,  there 
will  not  be  any  bloody  minded  conviction 
by  the  CAA  that  it  has  all  the  answers  and 
it  does  not  want  to  hear  from  the  manufac- 
turers. Quite  the  reverse.  We  rely  on  the 
manufacturers  to  develop  the  equipment. 

(Chairman.)  Thank  you  very  much  and 
thank  you  to  your  colleagues  too.  Would 
you  be  good  enough  to  listen  to  the  other 
evidence  we  would  like  to  hear  and  be 
ready,  should  we  think  it  necessary , to  come 
back  immediately? 
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CIVIL  AVIATION  AUTHORITY  RADAR  REPLACEMENT  PROGRAMME  (M145) 
Memorandum  submitted  by  Marconi  Radar  Systems  Limited 

Introduction 

This  submission  is  not  intended  to  provide  an  exhaustive  diary  of  events,  but  rather  it  * 
attempts  to  define  recognisable  milestones  in  the  continuous  evolution  of  the  Authority’s 
requirement  for  new  radar  systems,  and  the  consequent  Contract  Award. 

Background 

The  procurement  specification  eventually  used  in  December  1978  for  the  internationally  *» 
circulated  Invitation  to  Tender  was  developed  from  a document  first  published  by  the  f 
Civil  Aviation  Authority  (the  Authority)  in  November  1974  in  the  form  of  an  “OUTLINE 
REQUIREMENT  FOR  AIRPORT  PRIMARY  RADARS  AT  LONDON  HEATH- 
ROW AND  GATWICK  AIRPORTS". 

In  order  to  comprehend  the  requirement,  various  meetings  were  held  between  repre- 
sentatives of  Marconi  Radar  Systems  Limited  (Marconi)  and  the  Authority  which  resulted 
in  the  submission  of  budgetary  proposals  in  April  1975.  The  Authority  envisaged  that  the  - 
eventual  requirement  would  comprise  six  radars,  the  first  to  be  implemented  in  1977/78  f 
and  the  remainder  in  1980.  During  the  remainder  of  that  year  various  methods  for  meeting  ) 
the  requirement  were  discussed  at  length,  during  which  a specific  requirement  for  radar 
at  Stansted  was  introduced.  At  the  time  the  Authority  expressed  a preference  for  radars 
operating  in  "S-band”  (a  wavelength  of  10  cms). 


During  meetings  held  in  August  1975,  Marconi  were  given  to  understand  that  the  I 
Invitation  to  Tender  (procurement  specification)  would  shortly  be  completed  and  that  it 
was  hoped  contracts  would  be  let  in  April  1976  enabling  the  Authority  to  receive  its  first 
system  in  August  1977.  However  the  Authority  were  still  unable  to  indicate  a preference 
for  a particular  technical  solution.  I 

During  a meeting  held  in  June  1976,  Marconi  were  advised  that  the  procurement  ' 
specification  was  now  expected  to  be  distributed  to  industry  in  September  with  offers  to  i 
be  submitted  in  December.  At  this  stage  a requirement  for  a “Technical  Facility”  — a 
system  proving  model  — was  introduced,  required  for  delivery  within  twenty-four  months 
from  date  of  contract.  The  delivery  timescale  proposed  for  the  remaining  systems  was: 


Heathrow  1 
Heathrow  2 
Debden  1 
Debden  2 
Gatwick  1 


27  months 
30  months 
33  months 
36  months 
39  months 


The  Authority  now  stated  a preference  for  radars  operating  in  “L-band”  (a  wavelength 
of  23  cms)  due  to  the  better  performance  achievable  in  heavy  weather  clutter  (rain) 
conditions. 


In  October  1976,  it  was  thought  that  the  specification  would  be  finalised  before  the  end 
of  the  year,  with  three  months  allowed  for  preparation  of  offers  and  four  months  allowed 
for  technical  and  contractual  negotiations.  The  contract  would  be  let,  therefore,  in 
approximately  July  1977.  The  first  system  would  be  required  within  twenty-four  months. 

Early  in  1977  (February)  Marconi  were  given  to  understand  that  the  Invitation  to 
Tender  could  now  be  expected  to  be  issued  in  March,  and  would  require  to  be  returned 
at  the  latest  in  August,  with  the  contract  awarded  early  in  1978.  The  requirement  for  a 
radar  system  to  be  installed  in  Yorkshire  was  then  introduced. 

In  March  1977,  a feasibility  study  for  the  use  of  integrated  primary  and  secondary  radai 
aerials  was  discussed.  (Note:  this  was  a technique  adopted  in  the  United  States;  it  was  not 
incorporated  in  the  systems  ultimately  procured  by  the  Authority.)  A study  was  com- 
menced in  June  relating  specifically  to  a Marconi  L-band  aerial  and  a draft  report  issued 
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In  June  1977,  the  Authority  issued  for  information  and  discussion  a draft  specification 
for  the  aerial  turning  gear,  based  upon  advice  provided  by  independent  mechanical 

consultants. 

In  August  1977  considerably  more  emphasis  was  placed  on  the  requirement  for  second- 
ary surveillance  radar  systems.  Marconi  was  assured  that  the  Invitation  to  Tender  would 
be  issued  in  September. 

In  September  1977,  senior  representatives  from  Marconi  and  Plessey  advised  the 
Deputy  Chairman  of  the  Authority  that  the  two  companies  intended  to  co-operate  in  the 
preparation  of  a joint  bid  as  the  most  effective  method  for  sharing  and  completing  the 
development  work  now  required  to  meet  the  Authority’s  requirement  within  the  antici- 
pated timescales  and  to  provide  a fully  proven  British  product  with  which  to  attack  the 
export  market. 

In  May  1978,  the  Authority  issued  an  Invitation  to  Tender  for  the  Radar  Replacement 
Programme.  Briefly,  the  main  requirement  comprised  the  supply,  installation  and  com- 
missioning of  ten  single  channel  primary  radar  equipments,  each  mounted  on  a separate 
tower,  to  be  located  at  six  sites,  one  of  which  was  designated  as  a Technical  Support 
Facility.  These  new  equipments  were  intended  to  provide ‘‘optimum  radar  coverage  over 
Southern,  Eastern  and  North  Eastern  England  for  en-route,  off-route,  terminal  control 
area  and  airport  use”. 

The  Procurement  Phase 

In  September  1978  a joint  PlesseyJMarconi  (the  Companies)  offer  was  submitted  which 
was  subsequently  discovered  to  exceed  the  Authority's  budget.  Alternative  technical  and 
more  cost-effective  solutions  were  offered,  but  no  relaxation  of  the  specification  was 
acceptable  to  the  Authority  and  the  Tender  was  cancelled.  A second  invitation  to  Tender 
was  issued  internationally  late  in  December  1978  which  included  the  technical  specification 
virtually  unchanged;  however,  the  Authority  now  indicated  that  potentially  more  eco- 
nomical alternatives  might  be  considered. 

The  specification  was  unusual  in  various  respects: 

In  the  interests  of  standardisation  it  endeavoured  to  embrace,  in  a common  set 
of  equipment,  the  demands  of  a high  data  rate  short-range  radar  for  airport  use, 
and  the  conflicting  requirements  for  a low  data  rate  long-range  radar  to  be  used  for 
en-route  surveillance.  This  has  never  been  required  before,  either  in  this  country  or 
abroad. 

Technically,  each  aspect  was  specified  to  the  limit  of  the  “state  of  the  art”  at  that 
time.  The  result  was  a composite  of  selected  features  rather  than  an  integral  system. 

In  January  1979,  the  Companies  made  these  points  clearly  to  the  Authority  at  Controller 
level.  The  cost  effectiveness  of  this  approach  was  questioned,  as  was  the  future  market- 
ability of  the  resultant  system  concept.  This  view,  in  the  event,  is  upheld  since  the  final 
solution  was  only  obtainable  by  a mix  of  products  from  four  different  suppliers  — in  three 
different  countries — with  the  consequent  problems  of  complicated  interface  engineering. 

The  system  conceived  by  the  Companies  was  substantially  compliant  with  the  Author- 
ity's requirement  specification.  The  offer  submitted  covered  all  items  of  equipment  and 
services  required,  with  only  one  exception  — the  supply  of  integrated  prtmaty  and 
secondary  surveillance  radar  aerials.  As  invited  by  the  tender  an  alternative  option  for 
this  part  was  included. 

By  necessity,  the  design  was  complex  with  attendant  price  and  delivery  penalties,  hi 
September/October  1979  a simpler  concept  was  derived  in  discussion  with  the  Authority 
in  which  the  Companies  were  invited  to  consider  the  supply  of  “electronics  only"  to 
interface  with  an  unspecified  aerial  system,  to  be  procured  elsewhere  by  the  Authority. 
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The  Ministry  of  Defence  Study 

The  principal  source  of  expertise  in  this  country  is  translating  operational  requirements 
into  technical  specifications  resides  in  the  Ministry  of  Defence.  In  December  1979,  as  the 
result  of  an  initiative  by  the  Department  of  Trade,  Department  of  Industry  and  Ministry  { 
of  Defence,  an  MOD  team  evaluated  the  two  offers  still  under  consideration  by  the 
Authority.  ) 

The  Marconi-only  Offer 

Following  the  formal  rejection  of  the  joint  bid  on  4 March  1980,  Marconi  submitted  to 
the  Authority  an  implementation  proposal  based  on  equipment  which  could  be  produced 
in  a shorter  timescale  than  had  been  possible  in  the  joint  offer,  assuming  that  the  Authority  < 
would  be  responsible  for  supply  of  the  aerial  system.  Marconi  was  convinced  that  the  time  1 
lost  between  formal  receipt  of  bids  by  the  Authority  in  April  1979  and  the  Marconi  . 
decision  to  submit  a new  bid  at  this  time  had  given  them  a considerable  advantage  in  time,  1 
since  the  development  of  certain  items  and  the  manufacture  of  established  items  had 
continued  in  the  intervening  period. 

This  fresh  initiative  was  initially  dismissed  on  the  17  March,  without  discussion,  but  on 
the  15  April  Marconi  were  advised  that  the  final  decision  was  still  to  be  made  and  that 
further  consideration  would  be  given  to  the  Marconi  proposal.  Details  of  the  proposal 
were  presented  to  the  Authority  on  18  April  with  emphasis  placed  on  the  advantages  to 
be  gained  from  the  acquisition  of  an  integrated  package,  largely  procured  and  managed 
within  the  United  Kingdom.  At  the  conclusion  of  the  presentation,  Marconi  undertook 
to  prepare  further  supporting  documentation.  On  2 May  the  Authority  released  a Press 
Notice  advising  their  intention  and  brief  details  of  the  various  contracts  awarded. 

Conclusion 

Once  the  Companies  realised  that  the  Authority’s  design  was  not  a readily  marketable 
product,  it  seemed  prudent  commercially  to  include  the  initial  non-recurring  costs  in  the 
offers  submitted  to  the  Authority.  However,  a significant  number  of  options  were  priced 
and  variants  of  system  testing  procedures  were  called  for  and  consequently  even  now  it  is 
very  difficult  to  make  a price  comparison  between  the  solution  proposed  by  the  British 
Companies  and  that  ordered  from  Germany  and  Holland. 

The  Companies  were  criticised  for  not  starting  development  in  the  1977-79  period;  the 
simple  answer  to  this  is  that  we  did  not  believe  the  specification  was  cost  effective  and 
were  endeavouring  to  bring  about  change  by  persuasion,  therefore  commencement  of 
development  at  that  time  may  be  likened  to  “shooting  at  a moving  target”.  Further 
criticism  came  from  the  Authority  on  the  composition  of  the  Companies’  offer,  with 
particular  reference  to  the  selection  of  certain  items,  e.g.  signal  processing.  Again  there 
was  the  conflict  between  what  was  seen  (in  1978)  as  the  most  technically  desirable  rather 
than  the  most  cost  effective  choice. 

Throughout  the  1974  to  1979  period,  the  climate  of  relationship  between  the  Authority 
and  the  British  firms  was  not  conducive  to  acceptance  by  the  customer  of  a proposal  from 
industry,  differing  from  the  Authority’s  specification,  but  nevertheless  meeting  their 
general  needs  in  a more  cost  effective  way  and  providing  a system  with  world  market 
potential.  It  is  this  failure  in  relationship  together  with  the  long  delays  in  the  various  stages 
of  decision  making  by  the  Authority,  which  in  the  end  laid  the  foundation  for  a foreign 
purchase. 

4 June  1980 
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letter  and  memorandum  submitted  by  plessey  electronic 

SYSTEMS  LIMITED  (M144) 


28  May  1980 

The  CAA  Radar  Replacement  Programme 

We  submit  our  understanding  of  the  events  that  occurred  in  the  specification  and 
procurement  period  leading  up  to  the  placing  by  CAA  of  the  contract  for  the  replacement 
radars. 

We  would  wish  to  make  the  following  observations  and  suggestions  to  the  Committee. 

1.  The  attraction  to  a major  procurement  agency  of  a proven  equipment  is  understood , 
and  applies  not  only  at  home  but  also  overseas.  UK  industry  can  generally  only 
achieve  proven  equipments  if  they  are  developed  in  close  co-operation  with  UK 
major  procurement  agencies  and  purchased  by  them. 

2.  Since  our  American  and  French  competitors  support  their  own  national  industries 
in  this  way,  we  need  to  ensure  that  UK  major  procurement  agencies  do  co-operate 
closely  with  industry  and  procure  their  requirements  from  those  industries  which  are 
of  significance  nationally  and  which,  by  exporting  themselves,  show  their  general 
international  capability. 

3.  UK  major  procurement  agencies  are  by  similar  arguments  very  important  customers 
for  the  UK  capital  goods  industry.  We  are  therefore  under  considerable  commercial 
obligation  to  assist  the  UK  major  procurement  agencies  in  obtaining  equipments  to 
meet  their  needs,  and  also  to  ensure  the  vital  long-term  support  needed  for  these 
equipments.  We  would  ask  that  this  factor  be  highlighted  ami  taken  into  account  in 
the  formation  of  procurement  policies  of  UK  major  procurement  agencies. 

A W Jones 

Divisional  Managing  Director 
Display  & Sensors  Division 


Plessey  Radar  Evidence  on  the  Events  Concerned  with  Bidding  for  the 
CAA  Radar  Replacement  Programme 


Summary 

The  history  as  perceived  by  Plessey  Radar  Limited  of  the  Civil  Aviation  Authority's 
Radar  Replacement  Programme  from  the  commencement  of  discussions  in  1974  until  the 
announcement  of  the  award  of  Contracts  in  May  1980  is  set  out  in  the  attachments  hereto 
and  is  followed  by  a commentary  On  certain  aspects  of  the  programme. 

Plessey  and  Marconi  submitted  two  joint  bids  each  of  them  in  response  to  invitations 
to  tender  issued  by  the  Civil  Aviation  Authority. 

Plessey  Radar’s  understanding  is  that  the  first  joint  bid,  made  in  September  1978,  was 
rejected  because  the  Civil  Aviation  Authority  considered  that  the  price  asked  by  the 
Companies  was  too  high. 

In  the  case  of  the  second  joint  bid,  made  in  April  1979,  Plessey  Radar’s  understanding 
is  that  this  was  rejected  because  the  Civil  Aviation  Authority  considered  that  the 
Companies  could  not  carry  out  the  programme  within  the  timescale  set  by  the  Authority. 

In  neither  case  did  the  Civil  Aviation  Authority  appear  to  doubt  the  Companies’ 
technical  competence  to  carry  out  the  programme. 


Plessey  Radar  Limited  believes  that  had  a specification  been  issued  and  a decision  to  go 
ahead  been  made  within  a reasonable  time  after  the  Authority  had  identified  the  need  to 
replace  its  existing  radars,  then  the  time  scale  would  have  been  such  that  the  ability  of 
Plessey  Radar  ana  Marconi  to  meet  the  Authority’s  required  delivery  dates  would  have 
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Plessey  Radar  Limited  — Civil  Aviation  Authority’s  Radar  Replacement  Programme 


History 

November  1974 


Plessey  Radar  was  given  a copy  of  the  specification  “Outline  ^ 
Requirement  for  the  supply  and  installation  of  Airport  Primary  l 
Radars  at  London  Heathrow  and  Gatwick  Airports”  (reference  ATS 
45/1/1)  by  NATS  (Tels  R3b). 


29  January  1975 


Verbal  request  from  CAA  (Tels  R3)  for  costs  for  radar  for  Heathrow 
and  Gatwick. 


5 February  1975 


Discussion  with  CAA  (DD  Tels  B)  “Five-year  plan  includes  esti-  1 
mates  for  development  of  radar  facilities  at  3 airports”. 


Budgetary  Proposals  requested  by  1 April  1975. 


DD  Tels  expected  formal  tender  to  be  in  May  1975  with  contract  by 
September  1975. 


19  March  1975 


Letter  from  DD  Tels  B extending  time  for  submission  of  proposals  ' 
and  stating  purpose  of  their  enquiry:  j 

(a)  to  ascertain  how  far  CAA’s  requirements  can  be  met  by  equip- 
ment in  current  production,  and 


(b)  what  current  private  venture  development  might  be  brought  to 
bear  in  satisfying  the  more  difficult  requirements  at  moderate 
increase  in  timescale  and  cost. 


30  April  1975 


Plessey  Radar  submitted  proposal  (RSL 1660)  and  gave  a budgetaiy 
price  of  £375,000  for  Supply  of  a Long  Range  Air  Traffic  Control 
Radar  (Plessey  Type  AR5T). 


September  1975  Meeting  with  CAA  at  Cowes. 


First  mention  of  dual  sites  at  Debden,  Heathrow  and  Gatwick. 
Possibility  of  a radar  at  Stansted. 


Debden  to  be  in  service  by  1979. 


18  September  1975  Additional  working  notes  given  to  CAA. 


2 December  1975  CAA  letter  requesting  further  information  on  tower  designs  to 
permit  works  services  to  proceed  at  Heathrow  and  Gatwick.  Infor- 
mation sent  30  December  1975. 


8 January  1976 


CAA  mentioned  SSR  replacement.  Tender  now  expected  in  March 
1976  (DD  Tels  B). 


March  1976 


Discussions  and  response  on  special  Turning  Gear  Specification. 


30  June  1976 


Verbal  notice  that  London  TMA  radar  would  be  an  integrated 
iprimary/secondary  system.  Tender  now  expected  September  1976 


30  September  1976  Discussion  with  CAA.  Tender  expected  in  early  1977  for  8 primary 
and  6 secondary  radars  (DD  Tels  B). 


31  January  1977  Discussion  with  CAA.  Tender  will  be  for  10  primary  and  9 secondary 
radars  (D  of  Cts). 
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March  1977 
1 April  1977 
28  April  1977 
May  1977 
30  May  1977 
18  August  1977 
22  September  1977 

25  November  1977 
9 December  1977 
17  May  1978 


9 June  1978 
11  July  1978 
13  July  1978 
16  August  1978 

22  August  1978 
30  August  1978 


Marconi  and  Plessey  agree  in  principle  to  collaborate. 

Presentation  at  Cowes  to  D Tels  (ATS)  and  staff. 

Tels  R3  visited  Cowes.  CAA’s  specification  still  being  written. 

Study  contract  for  combined  Primary  and  Secondary  antenna. 

Verbal  notice  that  Garrowby  Yorkshire  is  to  have  a radar. 

Plessey  and  Marconi  agree  to  collaborate. 

PEG  Bates  discussion  with  CNATS  and  DG  Tels  to  explain  Ples- 
sey/Marconi  collaboration. 

DG  Tels  and  D Tels  (ATS)  visited  Cowes. 

Meeting  at  CAA  House  to  discuss  signal  processing. 

Tender  invitation.  Specification  NATS/TD/10/77. 

Requires  that  Technical  Support  Facility  (one  radar)  completes 
manufacture  and  test  by  June  1980. 

1st  Operational  radar  system  to  be  delivered  ex  works  September 
1980  and  commissioned  at  Debden  by  March  1981. 

Meeting  with  CAA  to  obtain  clarification  of  points  in  Tender. 

CAA  called  meeting  to  consider  Plessey/Marconi  outline  proposals. 

CAA  meeting  with  Marconi  to  discuss  tower  interface. 

D of  Tels  (ATS)  and  staff  visit  Cowes  for  presentation  on  signal 
processing.  RSRE  present. 

Meeting  with  CAA  to  hasten  data  outstanding  from  them. 

Request  to  CAA  Contracts  Branch  for  extension  because  of  lateness 
of  CAA  answers. 


Tender  extended  to  29  September. 

20  September  1978  Plessey/Marconi  described  their  proposed  response  to  Tender  to 
CAA  (D  Tels,  ATS). 

28  September  1978  Formal  submission  of  “Outline  Proposal”. 

9 October  1978  Letter  from  CAA  Director  of  Contracts  states  that  from  a contractual 
point  of  view  he  cannot  recommend  acceptance  of  Plessey/Marconi 
tender.  Plessey  meeting  with  DGTels.  Costs/prices  details  discussed. 

2 November  1978  Letter  from  Plessey  Radar  to  DG  Tels  re  compliancy,  high  cost  and 
aim  to  achieve  lower  prices. 

7 November  1978  Revised  price  of  £20m  telephoned  to  CAA  (DG  Tels)  but  for 
reduced  facilities  (Simpler  Aerial  and  Turning  Gear). 

17  November  1978  Meeting  at  CAA  to  discuss  prices  in  detail. 

27  November  1978  Letter  from  Director  of  Contracts,  CAA,  stating  that^  they  had 
decided  “to  retender  to  include  a wider  number  of  firms”. 
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8 December  1978 
22  December  1978 


9 January  1979 
25  January  1979 

4 April  1979 

5 October  1979 

12  November  1979 

3, 5 and  6 
December  1979 

1 February  1980 
4 March  1980 

2 May  1980 


[Continued  f 


Plessey  meeting  with  CNATS. 

Invitation  to  Tender  issued. 

Specification  NATS/TD/10/77  issue  2 (minor  changes).  ) 

Non-compliant  solutions  invited.  ' 

Required  delivery  dates  same  as  in  first  tender. 

Plessey/Marconi  meeting  at  CAA  House  with  CNATS  and  staff  to 
discuss  CAA's  requirements  and  the  tender.  Agreed  to  hold  a . 
number  of  detailed  technical  discussions.  j 

Plessey/Marconi  meeting  with  CAA  (D  Tels  ATS)  to  arrange  various  ' 
technical  discussions.  (These  discussions  took  place  in  the  following 
weeks.) 

Plessey/Marconi  Tender  submitted  to  CAA.  The  main  offer  (No  1) 
was  substantially  compliant  with  CAA’s  requirements.  Less  com- 
pliant options  were  also  offered.  r 

Telex  to  CAA  offering  improved  deliveries.  1 

Ministers  met  Chairman  of  Plessey  and  GEC.  Minister  of  State  fot 
Defence  directed  MOD/RSRE  to  evaluate  technical  aspects  of  the 
two  Plessey/Marconi  offers  still  under  consideration  by  CAA. 

Meeting  with  RSRE  at  Malvern,  Cowes,  Addlestone  and  j 
Chelmsford. 

Telex  from  CAA  accepting  offer  for  Radar  Station  Control  and 
Monitoring  System  (Marconi  supply). 

Letter  from  CAA  declining  the  various  offers  submitted  by 
Plessey/Marconi. 

CAA  announced  award  of  contracts  to  Hollandse  Signaal  Appra- 
raten  and  AEG-Telefunken. 


Commentary 

1.  Plessey  Radar  and  the  Civil  Aviation  Authority  first  discussed  certain  aspects  of  the 
Radar  Replacement  Programme  in  1974  but  it  was  not  until  May  1978  that  the  Authority 
issued  a complete  specification. 

2.  What  had  started  as  a requirement  for  comparatively  simple  primary  radars  for 
installation  at  Heathrow  and  Gatwick  grew  into  a very  detailed  specification  for  a new 
and  complex  radar  network.  The  Authority  specified  radars  having  a performance  sub- 
stantially better  than  any  available  radar.  In  particular,  at  two  of  the  five  sites  the  radars 
had  to  have  both  long  range  (en  route)  and  snort  range  (approach)  characteristics. 

3.  Prior  to  1978  Plessey  Radar  carried  out  various  studies  directed  towards  possible 
systems  that  could  meet  what  was  known  of  the  Authority's  requirements  but  no  directly 
relevant  development  programme  could  be  started  in  the  absence  of  a firm  specification, 
although  a technical  demonstrator  of  a signal  processing  equipment  was  put  in  hand  under 
DoFs  Product  and  Processing  Development  Scheme. 

4.  In  1977,  recognising  that  the  project  was  likely  to  overtax  the  resources  of  either 
company,  Plessey  and  Marconi  decided  to  co-operate  and  informed  the  Deputy  Chairman 
of  the  Authority  accordingly  in  September  1977.  The  Authority,  however,  continued  for 
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a further  eight  months  to  prepare  a request  for  tenders  in  a form  appropriate  to  competitive 
bidding.  The  Tender  was  issued  to  Plessey,  Marconi,  and  Cossor  in  May  1978. 

5.  One  feature  of  this  first  tender  was  that  it  directed  bidders  to  be  technically  compliant 
with  the  specification  and  the  Authority  stressed  this  point  in  discussion. 

6.  The  Plessey/Marconi  offer  of  September  1978  was  substantially  compliant  with  the 
tender  specification  but  members  of  the  Authority  said  that  they  considered  the  price  to 
be  excessively  high.  In  this  connection  it  may  be  noted  that  the  last  time  the  Authority 
requested  an  indication  of  price  from  Plessey  Radar  was  in  1975,  three  years  before  the 
final  specification  was  issued. 

7.  Although  Plessey  and  Marconi  have  had  experience  of  co-operating  on  other 
projects,  they  found  it  very  difficult  in  this  case  to  prepare  their  joint  response  to  the 
tender,  since  the  technical  documentation  submitted  was  in  outline  only  and  was  not  of 
the  standard  which  the  companies  usually  achieve.  This  difficulty  was  overcome  in  the 
second  tender. 

8.  The  second  request  for  tender  issued  in  December  1978  included  almost  the  same 
specification  as  before  but  the  Authority  now  invited  bidders  to  offer  alternative  ways  of 
meeting  the  requirement.  This  was  a fundamental  change  and  was  likely  to  help  overseas 
competitors  who  would  be  able  to  offer  equipment  already  developed,  probably  with 
some  funding  from  their  own  national  authorities.  Plessey  and  Marconi,  having  directed 
their  efforts  towards  a compliant  solution,  were  not  well  placed  to  offer  alternatives  for 
early  delivery. 

9.  A meeting  was  held  in  January  1979  at  which  the  two  Companies  attempted  to 
establish  with  the  Authority  the  criteria  for  winning  the  contract.  The  Authority  offered 
to  assist  by  having  detailed  discussions  on  their  requirements  but  declined  to  indicate  the 
relative  importance  of  various  technical  factors  compared  with  prices  and/or  delivery 
times. 

10.  At  a meeting  in  October  1979  the  Authority  stressed  the  urgency  of  replacing  then- 
existing  radars  and  said  that  the  deliveries  offered  by  Plessey/Marconi  were  not  acceptable 
to  them.  The  Companies  gave  the  Authority  every  assurance  possible  that  the  deliveries 
offered  would  be  met  and  indeed  started  work  on  the  longest  delivery  items  in  an  attempt 
to  convince  the  Authority  of  the  Companies’  commitment  to  achieving  the  shortest 
possible  periods  for  completion  of  the  radar  systems. 

11.  At  this  time,  October  1979,  approximately  five  years  had  been  spent  in  discussing, 
specifying  and  bidding  for  the  Radar  Replacement  Programme,  leaving  rather  less  than 
18  months  to  build,  install  and  Commission  the  first  operational  radar  by  March  1981. 
Plessey/Marconi  undertook  to  complete  the  Debden  radar  by  January  1982  provided  the 
Authority  awarded  them  a contract  by  December  1979. 
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Mr  F K Chorley  and  Mr  A W Jones  l 


Examination  of  witnesses 


Mr  John  Sutherland,  Managing  Director  and  Mr  Graham  Williams,  Assistant  Sales 
Manager,  Marconi  Radar  Systems  Limited,  Mr  F K Chorley,  Deputy  Chairman  and  J 
Managing  Director,  Plessey  Electronic  Systems  Limited  and  Mr  A W Jones,  Managing  [ 
Director,  Plessey  Radar  Ltd,  called  in  and  examined.  • 


Chairman 

1111.  Gentlemen,  may  I welcome  you 
to  this  public  sitting  of  the  Committee  on 
Industry  and  Trade.  You  have  been  listen- 
ing, because  I saw  you  listening,  to  what 
has  just  gone  on  and  you  know  why  you  are 
here  ana  we  are  obliged  to  you  for  the  two 
papers  you  have  submitted  to  us  giving  us 
your  side  of  this  little  story.  According  to 
the  Under-Secretary  of  State,  Mr  Tebbit, 
in  the  House  on  12  May  last,  he  said,  “The 
prime  reason  why  the  (radar)  contract  went 
abroad  was  that  the  CAA  was  not  able  to 
convince  itself  that  British  equipment  can 
be  delivered  in  time.”  Woula  each  of  you 
like  to  comment  on  whether  or  not  the 
CAA  was  mistaken  in  this  or  whether  they 
were  correct,  and  that  if  they  were  mis- 
taken, how  would  you  disabuse  the  CAA 
of  this  view  of  the  situation? 

(Mr  Chorley.)  Perhaps  I could  draw 
attention  to  the  table  which  the  CAA  put 
in  their  report  which  indicated  the  differ- 
ence between  the  combined  Plessey  Mar- 
coni dates  offered  for  the  equipment  and 
those  offered  by  the  competition.  I think 
Mr  Carlisle  has  already  pointed  out  that  the 
difference  between  those  dates,  for  the  first 
two  equipments,  for  example,  is  some  three 
months.  I would  ask  whether  that  is  a 
material  period  of  time  in  such  a very  com- 
plex project. 

1112.  Do  you  think  it  is  a material  time? 

(Mr  Chorley.)  I cannot  express  a view  on 

this,  obviously.  If  the  CAA  had  issued  their 
final  tender  specifications  even  after  the 
revelations  of  1977  that  three  months  would 
certainly  have  not  been  significant  in  terms 
of  the  timescales  we  have  talked  about. 
Secondly,  the  dates  which  Plessey  and  Mar- 
coni did  offer  in  their  original  bid  and  in  the 
subsequent  one  are  ones  in  which  I have 
the  utmost  confidence  namely  that  we  will 
achieve  those  dates. 

(Mr  Sutherland.)  As  has  been  said,  the 
period  of  1974-78  was  a period  of  constantly 
varying  discussion,  but  it  was  unyielding 
technically,  although  the  discussion  was 
close  and  reasonably  amiable;  it  was 
unyielding  and  there  was  to  be  no  compro- 
mise from  the  requirement,  even  in  terms 
of  cost-effectiveness.  Had  we  had  the 


opportunity  to  offer  options  which  became 
available  in  the  period  either  December 
1978  or  January  1979,  had  we  had  the 
opportunity  to  offer  variants  or  options  at 
a much  earlier  date,  I feel  that  we  would  j 
have  avoided  this  outcome. 

1113.  But  we  have  your  evidence,  with  * 
which  I am  sure  you  will  agree,  that  your  ' 
relationship  with  the  CAA  over  the  past  ■ 
years  has  been  quite  close  and  friendly. 

(Mr  Sutherland.)  Yes  indeed. 

1114.  Why  did  you  not  point  out  this  ! 
matter  to  them? 

(Mr  Sutherland.)  We  consistently  ! 
pointed  out  that  things  were  not  particularly 
optimised.  For  example,  to  try  and  have  a 
single  system  which  did  the  task  of  an 
approach  radar  and  of  an  en-route  radar 
was  not  particularly  cost-effective.  It  was 
unique  in  the  world  to  the  best  of  our 
knowledge  and  this  has  been  borne  out  in 
that  it  has  not  been  possible  to  fulfil  that 
requirement  from  a single  foreign  source. 
One  has  had  to  take  a German  antenna  and 
Dutch  electronics. 

Mr  Carlisle 

1115.  There  was  simply  no  effort  to  try 
and  adapt  their  requirements  to  what  you 
suggested  or  could  supply? 

(Mr  Sutherland.)  Tnere  was  fairly  steady 
effort  from  our  side. 

1116.  But  not  from  theirs,  to  yield? 

(Mr  Sutherland.)  It  was  unyielding.  I 

believe  the  January  1979  meeting  was  very 
significant,  which  we  referred  to.  Again,  we 
were  told  no  compromise  and  it  was  this 
lack  of  compromise  from  the  very  tough 
parameters  which  I think  underlay  the 
timescale. 


Mr  Crowther 

1117.  It  seems  clear  from  what  we  hear 
from  Sir  Nigel  this  morning  that  the  Min; 
ister  was  not  entirely  right  in  what  he  said 
in  the  House  on  12  May,  “The  prime  reason 
why  the  (radar)  contract  went  abroad  was 
that  the  CAA  was  not  able  to  convince 
itself  that  British  equipment  can  be  deliv- 
ered in  time”.  Sir  Nigel  has  made  it  clear 
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this  morning  that  even  if  the  British  equip- 
ment could  have  been  delivered  on  time, 
the  difference  in  price  was  such  that  the 
order  would  have  gone  abroad  anyway. 
Why  do  you  feel  that  you  are  so  far  different 
from  the  Dutch  tender  on  price? 


(Mr  Sutherland.)  I am  speaking  in  the 
dark  because  I have  no  idea  what  the  other 


prices  are. 


1118.  The  one  we  are  talking  about  is 
shown  in  the  paper  from  the  CAA  which  l 
think  you  have.  That  is  £9.7  million.  We 
are  talking  about  this  original  CAA  docu- 
ment to  which  Annex  E is  attached. 


(Mr  Sutherland.)  There  is  an  enormous 
number  of  different  bids  at  different  times 
for  various  parts  of  the  system. 


1119.  We  are  talking  about  the  HSA 
contract  on  page  4 of  the  CAA  paper.  It 
says  that  the  HSA  contract  is  for  £9.7 
million. 

(Mr  Williams.)  From  the  company’s 
point  of  view  there  is  some  speculation  as 
to  exactly  what  equipment  is  covered  by 
that  press  notice.  The  figures  you  mention 
were  announced  by  the  CAA  in  their  press 
notice  dated  2 May.  We  believe  that  the 
transmitter  is  one  of  a series  in  production, 
similarly  the  aerial  to  be  procured  from 
Telefunken  is  in  production.  One  would 
therefore  expect  price  to  be  significantly 
cheaper. 


Mr  Mikardo 

1120.  1 ask  this  with  a bit  of  sensitivity 
because  it  is  not  the  business  of  the  Com- 
mittee to  try  and  oppose  the  views  of  one 


set  of  witnesses  to  another  set,  especially 
when  they  are  people  who  live  with  each 
other  all  the  time.  I would  like  to  ask  the 


witnesses  whether  they  agree  with  Sir  Nigel 
Foulkes’  view  that  that  period  did  not 


include  any  unnecessary  time  loss,  Could  I 
ask  whether  that  period  could  have  reason- 
ably been  shortened? 

(Mr  Chorley.)  I think  that  is  an  extremely 
difficult  question  for  us  to  answer  because 
to  some  extent  that  period  must  have  been 


dictated  by  various  operational  require- 
ments and  changes  in  those,  to  which  we 


ments  and  changes  in  those,  to  which  we 
are  not  party.  1 think  it  is  certainly  my  own 
personal  view  that  it  should  have  been  pos- 
sible to  have  brought  the  specification  to 
the  tender  stage  subsequent  to  the  1977 


1121.  How  much,  or  is  that  an  unfair 
question? 

(Mr  Chorley.)  Perhaps  six  or  12  months 
at  least. 


Mr  Thompson 

1122.  Whilst  four  or  five  years  is  a long 
time  and  will  not  be  usual,  surely  it  is  fairly 
common  for  discussions  from  inception  to 
contract  to  last  four  or  five  years  in  your 
industry? 

(Mr  Sutherland.)  It  is  notunusual  but  this 
was  a particularly  lengthy  one,  I believe, 
because  we  were  shooting  at  a moving 
target. 


1123.  But  that  is  not  unusual  either 
surely? 

(Mr  Sutherland.)  To  some  extent  yes,  but 
1 think  in  this  particular  instance  rather 
more  so, 

(Mr  Williams.)  Reference  has  been  made 
in  the  evidence  to  the  outline  requirement 
distributed  in  1974.  This  was  for  two  airport 
radars,  primary  radar  only,  Clearly  the 
authority  was  under  considerable  pressure 
to  expand  upon  the  type  and  quantities  of 
equipment  throughout  the  whole  period. 
Nevertheless,  there  may  well  have  been 
milestones  at  which  the  specification  might 
have  been  frozen  to  a lesser  technical 
complexity. 


Mr  Mikardo 


1124,  My  other  question  — and  it  can 
be  answered  only  separately  by  each  of  the 
two  companies — is  what  do  you  estimate  is 
firstly  the  short-term  and  secondly  the  long- 
term effect  on  your  company  and,  for  that 
matters,  on  its  suppliers,  sub-contractors 
and  component  suppliers,  of  the  decision  of 
the  CAA  to  place  part  of  the  contract  out- 
side the  country? 

(Mr  Chorley.)  In  the  short  term  we  have 
jointly  lost  an  order  worth  some  £12  mil- 
lion, if  we  take  the  CAA  press  release 
figures.  That  represents  not  only  employ- 
ment within  our  companies  but  it  also  rep- 
resents loss  of  taxation  and  other  benefits 
to  the  United  Kingdom  economy  which  I 
would  assess  at  something  of  the  order  of 
25  to  30  per  cent  over  ana  above  the  price 
itself.  In  the  longer  term,  I think  there  is  a 
more  damaging  effect  which  is  that  certainly 
speaking  for  Plessey  we  export  a great  deal 
of  air  traffic  control  equipment  abroad.  1 
think  the  industry  figures  are  something  of 
the  order  of  3 to  £400  million  estimated 
over  the  next  three  or  four  years  and  there 
is  no  doubt  in  my  mind  that  this  sort  of 


changes  with  reasonable  expediency  and 
that  clearly  would  have  eliminated  the 
problem  of  the  timescale. 
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decision  by  any  public  purchasing  body  is 
extremely  damaging.  We  have  direct  evi- 
dence of  this  because  there  was  a stage  in 
these  particular  negotiations  when  the 
Westinghouse  Corporation  believed  that  it 
was  going  to  obtain  the  contract  from  the 
CAA.  We  happened  to  be  competing  with 
the  Westinghouse  Corporation  in  the  Mid- 
dle East  for  a military  radar  installation. 
Westinghouse  immediately  told  the  cus- 
tomer m that  case  that  the  British  Civil 
Aviation  Authority  were  going  to  purchase 
the  Westinghouse  equipment,  and  that 
demonstrated  to  the  customer  that  the 


American  equipment  is  superior  to  that  of 
the  British  industry.  I cannot  stress  too 


strongly  the  benefit  of  what  I call  the  good 
housekeeping  seal  of  approval  on  purchases 
by  British  public  authorities  of  our 
equipment. 


Mr  Crowther 

1125.  In  a nutshell,  is  it  not  fair  to  say 
that  you  have  failed  to  get  this  particular 
work  because  your  prices  were  much  higher 
than  those  submitted  by  the  Dutch 


company ! 

(Mr  Chorley.)  Our  prices  were  related  to 
the  specification  which  we  understood  the 


the  specification  which  we  understood  the 
CAA  formally  required.  All  the  other 
equipment  of  similar  specification  to  that 
which  is  now  being  purchased  we  could  well 
have  put  in  a very  competitive  price  for. 


1126.  So  you  were  misled,  were  you? 
(Mr  Chorley.)  Up  to  the  point  when  our 
first  tender  was  put  in,  we  understood  we 


had  to  comply  as  closely  as  possible  with 
the  CAA  specification.  The  second  tender, 


that  we  were  starting  from  something  of  a 
disadvantage.  We  had  worked  for  five  years 
on  a particular  specification  and  we  did 
some  work  in  relation  to  that.  Plesscy,  (ot 
example,  had  a Dol  supported  deveW 
ment  programme  so  we  were  rather,  by 
then,  stuck  with  our  proposals. 


Mr  Thompson 

1129.  But  you  do  not  always  get  the 
work  for  which  you  have  done  the 
development. 

(Mr  Chorley.)  Of  course  we  do  not. 


1130.  And  this  was  a case  where  you 
did  not  and  you  started  again  with  a second 
tender. 

(Mr  Chorley.)  Yes,  the  timescale  was 
relatively  short. 


1131.  You  say  for  the  second  tender  I 
you  could  have  put  in  a much  lower  price 
had  you  realised  that  would  have  been 
acceptable? 


(Mr  Chorley.)  A comparable  price. 

(Mr  Sutherland.)  Either  jointly  or  seps- 

,*.1 - U 1 1 .L. • . , 


rately  we  could  have  matched  the  price  of 
the  HSA  package  fairly  closely.  I do  not 


know  whether  we  could  have  got  under- 
neath it  because  we  were  comparing  some- 


ng  fairly  new  with  something  fairly 
ablished. 


Mr  Carlisle 

1132.  This  implies  a lack  of  communi- 
cation between  you  and  the  CAA  because 


you  did  not  have  as  close  a relationship  as 
HSA  with  them  at  that  time. 


iSA  with  them  at  that  time. 

(Mr  Sutherland.)  I have  no  idea. 


when  the  foreign  companies  were  able  to 
participate,  there  was  an  invitation  for  them 
to  submit  equipments  which  might  not  meet 
the  specification  but  which  would  give  them 
some  other  benefit. 


Mr  Mikardo 

Does  that  not  mean  that,  when  it 


is  said  that  there  is  a great  price  difference 
between  the  British  and  the  foreign  tenders, 
it  is  arrived  at  by  comparing  like  with  like? 

(Mr  Chorley.)  In  that  particular  instance, 
yes. 


Mr  Crowther 

1128.  Did  you  not  have  the  same 
opportunity  to  do  the  same  as  the  foreign 
firms  did? 

(Mr  Chorlev.)  Yes,  we  offered  a number 
of  options  witn  varying  price  levels  and  with 
different  specifications.  Those  were  all 
offered,  but  I think  you  must  bear  in  mind 


Chairman 

1133.  Would  you  care  to  tell  us  what 
are  the  consequences  to  Marconi  and  Ples- 
sey,  collectively  or  separately,  by  reason  of 
not  getting  this  particular  contract,  either 
in  the  short  term  or  the  long  term? 

(Mr  Sutherland.)  The  immediate  effect  is 
loss  of  business,  which  is  always  unfortun- 
ate. In  my  own  particular  case,  I had  con- 
tinued to  manufacture  some  of  the 
transmitters,  some  of  the  long-term  items, 
and  I have  had  to  write  off  a considerable 
amount  of  money.  It  was  on  the  basis  of 
continuing  to  manufacture  some  of  these 
transmitters  which  enabled  me  to  make  the 
so-called  recent  Marconi  proposal.  That  is 
the  immediate  thing:  that  1 have  had  to 
write  off  some  nugatory  work  and  in  the 
long  term  I would  put  similar  figures  on  the 


impact  on  our  export  business.  The  export 
ATC  business  is  not  small.  Over  the  next 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


321 


4 June  1980]  Mr  J Sutherland,  Mr  G Williams,  [Continued 

Mr  F K Chorley  and  Mr  A W Jones 


[Chairman  Contd] 


five  years  I would  say  we  have  the  potential 
to  capture  up  to  three  or  four  hundred 
million  pounds  and  that  will  be  very  much 
more  difficult  when  our  own  home  Govern- 
ment does  not  buy  from  us. 

Mr  Crowther 

1134.  Is  it  possible  to  quantify  this  pos- 
sible prestige  damage  to  which  you  are 

^Mr  iutherland.)  It  is  subjective.  When 
I was  in  Saudi  Arabia  recently  the  director 
of  civil  aviation  said  to  me,  “Why  should  I 
buy  from  you?  Even  your  own  Government 
does  not  buy  from  you”.  I have  had  direct, 
personal  confrontation  on  this. 

Chairman 

1135.  Did  you  explain  to  him  the  con- 
sequences of  being  members  of  the  EEC 
ana  of  advertising  requirements  for  public 
contracts  and  of  free  competition  within  the 
market? 

(Mr  Sutherland.)  No  sir. 

1136.  Ifyouhad,doyouthinkhewou!d 
have  understood  it? 

(Mr  Chorley.)  I was  in  Saudi  Arabia 
when  the  IBA  film  was  shown  and  I had  the 
job  of  trying  to  explain  that,  with  similar 
lack  of  success. 

1137.  What  are  the  consequences  to 
your  component  suppliers  or  sub-contrac- 
tors? Can  that  be  quantified? 

(Mr  Sutherland.)  There  is  one  manufac- 
turer who  is  heavily  dependent  on  us  for 
what  we  call  "wound”  components,  big 
transformers  and  pulse  transformers  and 
pulse-forming  networks.  The  other  thing  is 
the  transmitter  tubes  which  would  have 
come  from  this  country  which  will  now 
come  from  America. 

Mr  Carlisle 

1138.  Have  you  had  to  make  any  spe- 
cific redundancies  as  a result  of  not  obtain- 
ing this  contract? 

(Mr  Sutherland.)  No. 

Mr  Thompson 

1139.  Do  you  sell  into  France,  Ger- 
many or  Holland  at  present  anyway? 

(Mr  Williams.)  It  is  a very  interesting 
question  because  of  the  implications  in  die 
future  Community  policies.  If  one  looks 
backwards,  and  therefore  projects  for- 
wards, from  that  basis  in  Holland,  Ger- 
many, France  and  Italy,  from  the 


two  instances  m which  Marconi  has  sold 
radar  to  France  and  Italy  something  like  15 
years  ago.  On  most  of  the  tenders  now 
invited  within  those  countries  we  are  not 
even  invited  to  tender. ' 

Chairman 

1140.  Why  were  you  not  invited  to 
tender? 

(Mr  Williams.)  I am  speaking  over  agreat 
period  of  time.  It  may  well  be  that  we  had 
not  become  aware  of  individual  require- 
ments, for  example,  for  radar  equipment. 

It  requires  on  an  agency  basis  to  represent 
us  in  these  countries.  I believe  we  were  riot 
invited  to  tender  for  the  particular  radar 
subsequently  developed,  which  is  one  sys- 
tem sold  originally  to  the  Dutch  Civil  Avia- 
tion Authority  — 1 

1141.  Is  there  not  a requirement  that 
any  public  contract  for  £400,000  must  be 
advertised  throughout  the  Community? 

(Mr  Williams.)  I am  referring  to  the 
period  before  the  Community  rules  were 
published. 

Mr  Thompson 

1142.  What  about  present  sales?  Do 
you  sell  currently  to  France,  Germany  or 
Italy? 

(Mr  Williams.)  No. 

(Mr  Chorley.)  I can  say  the  same  for 
Plessey.  We  do  not  sell  to  the  major  Euro- 
pean countries  who  have  their  own  indige- 
nous radar  industry. 

Mr  Maxwell-Hyslop 

1143.  What  are  the  circumstances  in 
which  Marconi  decided  in  March  this  year 
to  submit  a separate  proposal  of  its  own  and 
does  one  infer  from  mat  that  you  think  your 
chances  might  have  been  better  if  you  sub- 
mitted a proposal  of  your  own  earlier  on 
rather  than  being  in  harness  with  Plessey? 

(Mr  Sutherland.)  The  answer  to  the  sec- 
ond question  is  no.  The  answer  to  the  first 
question  is  that  when  our  consortium  offer 
was  rejected  formally  we  were  freed  from 
our  joint  venture  partnership.  I discussed 
this  with  a senior  Plessey  man  and  said  we 
thought  we  would  like  to  have  a go  on  this 
on  our  own  on  the  basis  of  equipment  which 
we  continued  to  manufacture,  based  on 
certain  standard  equipment  which  was  in 
our  catalogue  which  was  different  from  the 
true  specification  but  which  we  felt  would 
meet  the  operational  requirement  and  so, 
having  got  Plessey’s  verbal  agreement,  I 
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put  it  forward  because  I felt  anything 
was  worth  a try  to  keep  it  in  this  country. 

(Mr  Jones.)  The  reason  that  we  got 
together  in  the  first  place  was  that  the  spec- 
ification slowly  but  surely  increased  in  com- 
plexity. We  felt  that  our  joint  resources 
should  be  applied  to  such  a complex  speci- 
fication. After  the  bid  had  been  evaluated 
and  when  Mr  Sutherland  thought  he  should 
go,  the  situation  had  changed.  The  specifi- 
cation which  was  understood  to  be  accept- 
able was  considerably  less  than  when  we 
first  set  out.  Under  those  circumstances,  we 
respected  the  fact  that  Marconi  felt  that 
they  had  got  equipment  from  their  own 
supplies  which  would  meet  the  lesser  spec- 
ification. We  have  co-operated  very  suc- 
cessfully with  Marconi  in  similar 
circumstances  in  a contract  with  MoD  for 
Saxa  Vord  and  we  are  competing  in  co- 
operation with  Marconi  in  the  UKADGE 
requirement. 

1144.  Is  there  any  reason  why  Plessey 
did  not  put  in  a subsequent  bid  on  its  own 
after  the  refusal  of  the  consortium  bid  in 
the  same  way  that  Marconi  did?  I am  not 
offering  this  as  a criticism;  merely  as  an 
inquiry. 

(Mr  Jones.)  Yes.  The  capability  of  Mar- 
coni to  provide  L-Band  transmitters  of  this 
sort  was  greater  and  they  had  more  equip- 
ment than  we  had  in  this  particular  area  of 
technology. 

1145.  Marconi  seemed,  from  their  evi- 
dence, to  take  the  view  that  the  combined 
system  in  the  CAA  specification  was  not 
cost-effective  and  not  something  which, 
even  had  you  got  the  CAA  order,  you  could 
subsequently  have  sold  overseas  because  it 
was  not  a cost-effective  way  of  doing  it, 
whereas  Plessey  seem,  in  their  evidence,  to 
take  the  view  that  had  they  got  the  CAA 
order  for  this  dual  function  equipment  it 
would  have  been  marketable  overseas.  I 
would  be  grateful  if  you  could  both  very 
briefly  justify  that  apparently  divergent 
view. 

(Mr  Sutherland.)  I do  not  think  there  is 
any  difficulty.  The  individual  elements,  the 
bricks  which  go  together  to  build  the  sys- 
tem, would  all  have  been  exploitable,  but 
put  together  in  a different  configuration. 
We  felt  that  this  requirement  which  needed 
an  antenna  turning  at  15  r.p.m.  and  a very 
large  number  of  points  per  target  at  short 
range  in  order  to  give  you  very  good  short 
range  cover  was  incompatible  from  a system 
engineering  point  of  view. 


Chairman 

1146.  I have  three  small  questions  I I 
would  like  to  put.  You  have  heard  the  \ 
evidence  this  morning  describing  your  rela-  f 
tionship  with  the  Civil  Aviation  Authority  ' 
over  the  period  from  1974  to  1980.  Do  you 
agree  with  the  evidence  which  was  given  or 
would  you  seek  in  any  way  to  modify  it? 

(Mr  Sutherland.)  I think  they  were  close 
and  reasonably  amiable,  but  they  were 
unyielding  technically.  There  was  no  air  of 
technical  compromise  in  those  discussions  f 
and  this  is  where  I think  it  went  wrong. 

1147.  Do  you  think  the  customer  1 
should  have  the  right  of  choice? 

(Mr  Sutherland?)  Every  time. 

1148.  Then  why  should  you  say  they 
were  unyielding  if  they  were  saying,  “This  f 
is  our  choice.  This  is  what  we  want  and  we  L 
want  you  to  provide  it  accordingly”?  Do  r 
you  say  I am  unyielding  as  a customer  when  1 
I say  that? 

(Mr  Sutherland.)  No,  but  when  one 
arrives,  as  a result  of  that  attitude,  at  a very  [ 
high  price  and  a very  long  timescale,  it  is  : 
the  natural  consequence. 

(Mr  Chorley.)  I would  like  to  say  that  \ 
our  relationships  with  the  CAA  over  many  i 
years  have  been  excellent  and  I am  not  ’ 
attempting  to  complain  about  the  basis  of  f 
the  information  provided.  As  Mr  Suther- 
land  has  said , the  real  problem  is  that  it  was  i 
made  very  clear  to  us  that  the  specification  i 
was  a mandatory  one.  We  sought  to  do  that 
but  we  recognised  and  communicated  to 
the  CAA  that  we  believed  that  would  pro- 
duce a very  expensive  equipment  and  it 
would  be  one  which  would  oe  difficult  to 
sell  in  its  standard  form  in  overseas 
markets. 

Mr  Mikardo 

1149.  Have  you  made  any  assessment 
of  what  is  the  cost  to  your  company  of  all 
the  work  done  during  the  course  of  this 
operation? 

(Mr  Chorley.)  I think  we  have  identifia- 
ble costs  in  relation  to  this  of  perhaps 
£200,000. 

1150.  What  about  Marconi? 

(Mr  Sutherland.)  Mine  are  nearer  to  half 
a million  because  of  the  nugatory  expendi- 
ture I incurred  in  continuing  to  manufacture 
these  transmitters. 

Chairman 

1151.  But  this  would  not  be  the  first 
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occasion  when  you  had  had  development 
costs  and  overhead  charges  of  this  kind  and 
lost  the  job. 

(Mr  Chorley.)  Certainly  not.  In  overseas 


Chairman 

1156.  Would  you  tell  me,  being  a very 
simple  soul,  why  you  could  not  put  together 
a contract,  cither  individually  or  collec- 


competitive  contracts  this  is  very  often  the  tively,  which  would  beat  the  Dutch  boys 
case.  with  the  elements  that  they  were  putting 

Mr  Crowther  int0  thc  job'  complying  with  the  require- 

1152  Is  this  thc  first  time  for  either  'nc'lts  of  the  people  to  whom  you  were 
company  that  you  have  been  beaten  by  tendcring  and  hoping  to  get  an  order  from? 
foX  competition  for  a major  contract  Why  could  you  not  beat  them  on  price? 

Lom  a British  public  authority?  a!  u , 

(Mr  Sutherland.)  No,  I had  a similar  (™r  Sutherland.)  I do  not  think  I can 
experience  to  this  on  two  previous  occa-  answer  in  a nut  shell- 


sio'ns.  Thc  first  was  the  introduction  of  the 


IBM  9020  svstem  at  West  Drayton  by  the 
CAA  in  1971  and  the  second  was  a discus- 
sion which  ended  moderately  amiably  with 
the  Royal  Navy  with  the  introduction  of  the 
Dutch  LW08  transmitter. 


1153.  Did  those  events  damage  your 

. • * i i o t-\:  j 


1157.  But  this  seems  to  me  most  odd. 
I do  not  know  anything  about  the  Dutch 
firm  but  they  put  together  a system  which 
has  been  specified  By  the  Civil  Aviation 
Authority,  beating  you  on  price.  Why  could 
you  not  have  done  the  same  thing? 

(Mr  Sutherland.)  They  only  put  together 


prestige  in  international  circles?  Did  it  part  of  the  system.  It  is  only  the  electronics 

r . ° a _ _ t_ a _ - i i .i .u j: 


reduce  your  capabilities  to  obtain  orders 
overseas? 


package.  I believe  that  there  was  no  discus- 
sion in  the  early  stages  of  cost-effectiveness. 


(Mr  Sutherland.)  I believe  the  CAA  There  was  discussion  of  technical  parame- 


decision  of  1971  inhibited  our  ability  to  sell 
data  processing  equipment  throughout  the 
world. 


Mr  Maxwell-Hyslop 
1154.  Could  you,  either  now  or  as 
quickly  as  you  can  in  a paper,  relate  Annex 
E,  Recent  Marconi  Proposal  (March  1980) 
and  CAA  Assessment  of  Marconi  Propos- 
als to  the  detailed  reply  given  by  the  CAA 
when  they  covered  part  of  the  gap  by  saying 
two  months  for  this,  two  months  for  that? 
They  attached  time  labels  to  various  fea- 
ture’s in  it  rather  than  expressing  general 
disbelief.  It  would  be  helpful  if  you  could 
comment.  When  you  see  the  written  tran- 
script, if  you  were  not  able  to  take  a note 
of  it  al  the  time,  you  will  see  their  detailed 


ters,  in  each  case  taking  the  current  state  of 
the  art  to  the  limit.  There  was  never  a real 
meeting  of  the  minds  on  cost-effectiveness 
in  the  technical  and  commercial  context. 


Mr  Thompson 

1158.  Have  the  CAA  got  a cost-effec- 
tive package  now? 

(Mr  Sutherland.)  I do  not  know.  I believe 
there  are  question  marks  over  it  but  I would 
rather  not  go  into  detail.  That  is  only  a 
personal  opinion. 

(Chairman.)  I do  not  think  you  need 
comment  upon  that. 


Mr  Crowther 

1159.  There  did  come  a time  when  the 


justification  of  the  difference  between  the  CAA  had  invited  foreign  companies  to 


(Mr  Sutherland.)  I think  it  would  be  dif- 


tender.  All  of  you  then  were  starting  from 
the  same  point  surely  in  competitive  terms, 


ficult  to  do  it  verbally  but  we  would  be  very  except  that  both  your  companies  had 
happy  to  give  you  a written  analysis.1  already  spent  a fair  amount  oi  money  on 


Mr  Crowther 


already  spent  a fair  amount  of  money  on 
development.  Did  you  have  to  include  the 


1155.  Did  the  CAA  tell  you  that  they  ZZZVnS/J  Spem  in  the  pri“ 

td"«bel!T the da,“ ‘hat y°“ had  given  lJMr  Sutherland.)  No,  we  were  not  start- 
,A ScUu!  Wlthy°u.  . fronl  ,()e  samc  point  because  by  that 

and  ihenUhlnVnn  time  the  Dutch  Government  had  decided 

m oivf  j what  they  wanted  and  implemented  it  and 

nrefpntatinn^nH^KAu  f'l!  paid  for  the  development.  The  Americans 

nHd  S I™  kad  decided  what  they  wanted  and  the  FAA 

t j '\ed  a letter  had  gone  ahead  and  placed  substantial 

saying,  This  is  unacceptable  .■  d * f the  ARSR3  l 0 we  werc  faccd_ 


having  been  in  discussion  for  four  years, 
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with  two  competitors  each  of  whom  could 
produce  off  the  shelf,  as  it  were. 

1160.  Am  I right  in  thinking  that  one  of 
the  most  important  reasons  why  the  Dutch 
firm  was  able  to  put  a significantly  lower 
price  on  it  is  the  fact  that  most  of  their 
research  development  costs  had  already 
been  met  long  before  this  happened? 

(Mr  Chorley.)  Certainly  the  first  Dutch 
radar  was  purchased  by  the  Dutch  Govern- 
ment and  we  are  aware  that  there  was  no 
invitation  to  British  companies  to  bid  for 
that  and  in  the  case  of  the  American  equip- 
ment there  is  a Congressional  report  criti- 
cising the  FAA  for  placing  the  contract 
totally  overspent  by  Westinghouse. 

Mr  Carlisle 

1161.  In  this  particular  contract,  what 
percentage  of  your  quotation  costs  would 
have  been  represented  by  your  develop- 
ment costs? 

(Mr  Sutherland.)  Broadly  25  per  cent, 
but  this  would  be  split  into  two  parts.  It 
would  be  for  that  engineering  which  was 
special  to  this  project  and  it  was  a general 
recovery  of  our  total  development 
programme. 

1162.  It  is  the  latter  one  which  is  signif- 
icant in  competition  with  overseas? 

(Mr  Sutherland.)  Not  necessarily. 

Mr  Maxwell-Hyslop 

1163.  Is  this  a similar  situation,  by  anal- 
ogy, to  that  which  existed  when  British 
Aircraft  Corporation  were  trying  to  sell  the 
VC10  amortising  its  development  costs 
against  a 737  whose  wing  had  been  paid  for 
and  a Kll  tanker? 

(Mr  Sutherland.)  Yes,  similar. 

Mr  Crowthcr 

1164.  Are  you  saying  that  at  the  point 
in  1978  when  the  CAA  invited  foreign  com- 
panies to  move  in  on  this  and  at  the  same 
time  somewhat  relaxed  their  position  in 
that  they  were  prepared  to  look  at  other 
ideas,  are  you  saying  that  at  that  point  they 
distinctly  favoured  the  Dutch  company 
because  they  were  already  in  a position  to 
supply  something  which  met  the  CAA 
requirements  while  you  were  not? 

(Mr  Sutherland.)  Precisely. 

Mr  Mikardo 

1165.  You  were  saying  the  Dutch  Gov- 
ernment and  the  CAA  had  made  up  their 
minds  wbattbey  wanted.  Doiyou.  know  how 


long  it  took  for  each  of  them  to  make  m l 
their  minds?  ' 

(Mr  Sutherland.)  I do  not  know,  i 

(Mr  Williams.)  Mr  Chorley  has  referred  ' 
to  a Congressional  report  which  is  freelv  ' 
available  in  the  States  which  reports  this  ' 
particular  aspect  of  Westinghouse’s  busi- 
ness. It  gives  details  of  the  development 
contract  and  of  the  subsequent  production 
contract. 

Chairman 

1166.  How  could  you  suggest  that  the  i 
working  arrangements  between  the  Civil 
Aviation  Authority  and  United  Kingdom 
industries  be  improved,  so  far  as  you  can 
see  it,  and  if  you  cannot  see  it,  so  be  it. 

(Mr  Sutherland.)  I do  not  think  there  is 
a single  answer  to  that  question.  We  have  ■ 
all  got  to  make  up  our  minds  to  be  prepared  r 
to  move  closer  together  from  a point  ol  ) 
view  of  compromise.  I think  there  is  a pos- 
sibility of  involving  other  Departments  of 
Government.  I think  the  Department  of 
Industry  could  be  helpful  in  this  respect. 

1167.  Before  I thank  you  for  your 
attendance,  would  you  tell  me  whether  you 
think  there  is  any  further  question  we  ought 
to  put  to  the  Civil  Aviation  Authority  today 
in  the  light  of  the  evidence  you  have  heard 
from  them  and  the  evidence  which  you  have 
given? 

(Mr  Sutherland.)  I would  like  to  make 
one  reference,  if  I may,  to  the  continuing 
life  of  the  type  82  radars.  We  are  currently 
carrying  out  quite  a significant  programme 
of  work  for  the  MoD  to  extend  their  reliable 
life  until  1984  and  this  affects  the  electron- 
ics, the  display  system  and  the  mechanics, 
so  from  the  point  of  view  of  maintaining 
their  service  until  1984  I believe  that  is  no 
longer  a problem.  The  point  Sir  Nigel  made 
to  the  effect  that  a new  type  of  radar  was 
required  to  give  signals  into  West  Drayton 
I believe  was  not  covered  but  I believe 
those  radars  can  be  maintained. 

1168.  And  that  is  all  you  would  like  us 
to  put  to  them? 

(Mr  Sutherland.)  Yes,  I think  so. 

1169.  The  remainder  depends  upon 
your  close  association  with  them,  does  it 
not? 

(Mr  Sutherland.)  Yes. 

1170.  Which  we  hope  would  continue! 

(Mr  Sutherland.)  Yes. 

i u ((Gkaimmn.)> i Ji i theirs  ds  nothing  more, 
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thank  you  very  much.  I wonder  if  all  wit-  moment  so  the  Committee  could  go  into 
nesses  would  kindly  withdraw  for  one  private  session? 


Sir  Nigel  Foulkes,  Chairman,  Mr  W C Woodruff,  Group  Director  and  Controller 
National  Air  Traffic  Services,  Mr  J Curle,  Director-General  of  Telecommunications  and 
Dr  A Stratton,  a non-executive  Board  Member,  Civil  Aviation  Authority,  called  in 
and  further  examined. 

Chairman  would  ask  the  Committee  to  bear  in  mind 


1171.  Gentlemen,  thank  you  very  much 
for  coming  back.  Have  the  CAA  any  com- 
ments to  make  upon  the  evidence  you  have 
just  heard  from  the  Plessey/Marconi  syn- 
dicate, either  collectively  or  separately, 
about  their  being  able  to  match  the  final 
HSA  proposals? 

(Sir  Nigel  Foulkes.)  Very  briefly.  I think 
the  point  about  being  technically  unyielding 
is  perhaps  worth  making  a quick  observa- 
tion on.  The  first  Plessey/Marconi  bid  was 
very  high  indeed.  The  second  round  where 
we  still  said  the  specification  that  we  wanted 
ideally  was  what  we  had  already  originally 
specified,  produced  a wide  range  of  options 
but  it  ended  with  our  getting  a system  which 
is  very  similar  to  our  first  specification.  I 
think  that  should  be  made  dear.  We  said 
that  we  wanted  this  and  in  any  event  we 
would  get  it,  let  us  say,  to  about  90  per  cent. 
Oncost-effectiveness,  I think  roughly,  add- 
ing works  services  to  the  1978  cost  and  the 
total  contract,  the  figure  would  have  been 
around  £35  million.  The  1980  cost  of  the 
total  contract  is  £241  million.  The  basis  for 
the  derision  I think  you  already  understand. 
What  we  did  was  to  take  a decision  which 
we  feel  has  given  us  virtually  conformity 
with  our  original  needs.  I would  like  to 
stress  that  a concentration  on  time,  which 
is  really  delivery  dates,  is  in  a way  confusing 
because  what  one  is  talking  about  is  not  the 
date  upon  which  the  equipment  reaches  the 
site  or  even  the  date  upon  which  it  begins 
to  work.  What  one  is  trying  to  weigh  up  is 
the  technical  risk  involved  of  the  total  time 
of  de-bugging  it,  so  that  it  becomes  opera- 
tional and  there  is  no  doubt  about  it  that 
the  manufacturer  who  can  supply  a system 
with  a high  proportion  of  tested,  existing 
equipment  which  you  can  touch  and  see  has 
a great  advantage.  This  played  a very 
important  part  in  our  decision.  Of  course, 
we  were  influenced  by  price.  In  any  argu- 
ment about  whether  Marconi  by  itself  or 
Marconi/Plessey  as  a consortium  could  or 
could  not  have  achieved  compromises  that 
have  been  put  down  on  pieces  of  paper,  I 
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that  those  really  are  not  what  the  equation 
is  about.  It  is  a defence  to  say  Company  A 
says  it  will  build  the  equipment  and  have  it 
ready  by  such  and  such  a date,  but  for  the 
poor  wretched  managers  who  have  to  take 
the  commercial  and  technical  decision,  the 
element  of  judgement  which  cannot  be 
quantified  is  a judgement  which  is  weighing 
up  the  quoted  delivery  time  and  the  overaU 
risk  involved  of  15  months  later  when  the- 
oretically the  whole  system  should  be  going 
and  ready  to  start  serving  the  air  transport 
system.  Whether  it  will  be  in  that  condition 
or  not  is  a fairly  substantial  element  of  the 
unknown  deadline.  It  is  this  element  of  the 
unknown  which  plays  such  a big  part  in  the 
technical  judgement.  I would  like  to  specify 
once  again  the  point  that  a high  proportion 
of  the  equipment  in  the  system  is  tned  and 
tested  and  therefore  for  that  reason  we 
went  for  a German  aerial  and  turning  gear 
which  has  a very  excellent,  tested  and  tried 
performance  and,  however  regretfully,  we 
went  for  the  Dutch  primary  radar  because 
it  seemed  to  us  to  have  a far  higher  element 
of  certainty  in  it. 

Mr  Maxwell-Hyslop 

1172.  Were  the  tenders  for  the  foreign 
equipment  in  pounds  sterling  or  in  the  local 
currency  of  the  suppliers,  guilders,  in  the 
case  of  the  Dutch  equipment? 

(Mr  Curie.)  The  German  aerial  is  in  ster- 
ling through  the  office  of  the  company  in 
the  UK.  The  Dutch  equipment  is  in 
guilders. 

1173 . So  that  if  the  pound  falls  since  the 
tender  date  that  price  has  to  be  written  up. 
Is  there  any  charge  for  exchange  alteration, 
escalation,  in  the  contract  or  not? 

( Sir  Nigel  Foulkes.)  The  answer  is  almost 
certainly  yes,  but  1 will  get  the  answer  for 
you.  This  problem  of  exchange  fluctuation 
has  been  covered  and,  as  far  as  I remember, 
the  risk  is  very  small,  i 

1174.  The  Minister’s  reply  in  the  House 
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laid  down  the  emphasis  based  on  dates. 
What  does  concern  me  very  much  is  that  in 
the  second  half  of  the  CAA  evidence,  Mr 
Curie’s  stress  changed  from  difficulty  of 
supply  of  spares  for  the  type  82  equipment 
to  incompatibility  with  the  input  require- 
ment of  West  Drayton’s  computers  ana  that 
point  you  yourselves  answered  at  the  bot- 
tom ot  page  2,  of  your  evidence  and  you  go 
on  to  say,  “But  the  most  serious  problem 
is  that  of  the  MoD  radars."  Now  that  you 
have  heard  the  Marconi  evidence  about  the 
continuation  of  technical  support  for  those 
into  a time  span  that  in  every  case  exists 
adding  15  months  to  column  2 in  your  own 
Annex  E,  this  is  the  Plessey/Marconi  pro- 
posal, Annex  E reads,  "Debden  July  1982; 
Yorkshire  September  1982;  Heathrow 
April  1983;  Wash  June  1983;  Southern 
October  1983".  Add  15  months  and  you  say 
12  to  15  months,  so  taking  the  worse  case 
in  each  of  those  you  do  not  expect  1984  and 
the  challenge  to  have  seemed  to  be  aban- 
doned, while  Mr  Curie  was  giving  evidence 
and  Marconi’s  evidence  of  technical  sup- 
port for  type  82  has  not  become  exhausted. 

(Sir  Nigel  Foulkes.)  The  ability  by  spend- 
ing one  point  something  million  on  those 
type  82  radars,  to  ensure  that  they  will 
keep  going,  cannot  be  quantified.  It  is  a 
substantiafrisk.  The  second  question  which 
relates  to  the  first  column  headed 
"Plessey/Marconi  Proposal”,  those  are  the 
Plessey/Marconi  dates.  The  CAA  did  not 
accept  that.  Roughly  speaking,  I think  it 
would  be  right  in  saying  that  the  CAA’s 
minimal  guess  as  to  the  date  that  would  be 
more  realistic  would  need  to  add  about  ten 
months  to  the  Debden  one  and  perhaps 
eight  months  to  the  Yorkshire  one. 

(Mr  Woodruff. ) Those  were  our  assess- 
ments. In  addition  there  was  a Ministry  of 
Defence  assessment  and  they  thought  about 
eight  months  should  be  added. 

(Sir  Nigel  Foulkes.)  One  cannot  expect 
Plessey/Marconi  to  agree  either  with  the 
Ministry  of  Defence's  view  or  the  CAA’s 
view.  It  is  two  sets  of  honest,  technical 
people  making  assessments,  but  the  pur- 
chaser's estimate  is  that  those  dates  could 
not  be  met.1 

Mr  Thompson 

1175.  Did  somebody  in  1978  at  a board 
meeting  or  somewhere  else  say  “Look,  we 
have  gone  on  long  enough;  this  sort  of 
equipment  is  available  worldwide;  let  us 
put  a tender  out  worldwide  and  see  what 
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happens”? 

(Sir  Nigel  Foulkes.)  What  happened  was 
that  in  1978  a single  British  consortium  1 
tendered . It  tendered  a very  high  price.  The  1 
problem  was  brought  to  the  board  and  the  i 
board  said,  “No,  we  are  not  going  to  acceDt 
that.  What  is  more,  we  will  have  some 
competition  this  time.  It  is  no  good  operant 
it  to  British  competition  because  the  only 
two  competitors  have  formed  a consor- 
tium”, and  we  agreed  we  would  put  it  to  a i 
selection  of  what  seemed  to  us  to  be  the 
most  likely  foreign  competitors.  i 

Mr  Crowther 

1176.  At  the  same  time  as  that  hap- 

pened you  did  relax  your  specification 
somewhat  in  a way  which  had  the  effect  of 
favouring  this  firm  in  Holland?  ■ 

(Sir  Nigel  Foulkes.)  Not  really  because  ' 
what  we  bought  is  in  effect  what  we  wanted  j 
in  the  first  place.  In  my  opinion  it  gave 
Britain  the  advantage  of  having  been  in  on 
the  race  since  1974  and  they  had  had  a head 
start.  They  wanted  flexibility  and  we 
offered  everybody  the  flexibility  of  saying, 
“this  is  what  we  want  but  if,  with  a substan- 
tial bonus  on  speed  or  reliability  or  price 
you  can  fix  us  with  an  alternative  to  more 
or  less  meet  our  requirements,  let  us  hear  ( 
from  you”,  and  to  be  fair  to  the  engineers.  : 
between  1974  and  1978  it  was  still,  and  iii 
writing,  open  as  far  as  I remember;  the 
manufacturers  were  to  propose  alterna- 
tives. I really  cannot  accept  this  picture  of 
unyielding,  bigoted  engineers  suffering 
from  what  is  called  “the  not  invented  here  , 
syndrome”. 

1177.  If  this  is  not  right,  is  it  possible  to 
turn  up  the  letters  to  indicate  one  way  or 
another  who  is  right? 

(Sir  Nigel  Foulkes.)  I do  not  think  it  is 
primarily  a matter  of  paper  but  Mr  Curie, 

I am  sure,  would  produce  some  pieces  of 
paper  where  there  is  some  reference. 

Chairman 

1178.  There  must  be  a recorded  mem- 
orandum of  some  kind  of  an  interview  and 
if  such  there  be,  may  we  have  a copy? 

(Sir  Nigel  Foulkes.)  Indeed,  though  the 
important  thing,  I think,  is  that  the  dialogue 
between  people  who  have  known  each 
other  for  a good  many  years  in  the  CAA 
and  the  two  companies  has  been  a pretty 
frank  and  friendly  one  for  many  years.  We 
have  bought  a lot  of  equipment  from  both 
of  them  for  manv  years  and  we  shall  buy 
There  isnonft,r’ 
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this;  it  just  happens  on  this  occasion  we 
have  put  the  order  with  a foreign  company. 


1179.  It  probably  has  blown  a little  false 
note  on  this  occasion.  Is  the  Civil  Aviation 
Authority  convinced  that  the  system  you 
are  buying  from  HSA/AEG  is  such  that  it 
will  do  everything  that  the  Marconi/Plessey 
system  would  have  done? 

(Sir  Nigel  Foulkes.)  I am  likely  to  give 
you  a thoroughly  untechnical  yes.  Mr 
Curie? 

(Mr  Curie.)  I was  going  to  give  a simple 
yes.  There  is  a very  high  degree  of  conform- 
ity with  the  specification.  It  meets  the  aims 
of  a multiple  role  radar.  Yes,  it  will  do  the 
job  we  require  in  our  judgement. 


(Chairman.)  Gentlemen,  thank  you  very 
much  indeed  for  your  attendance  this  morn- 
ing. To  all  the  witnesses  individually,  our 
thanks  for  the  manner  in  which  our  ques- 
tions were  answered.  We  will  contemplate 
our  decisions  and  we  will  look  at  the 
recorded  evidence.  You  yourselves  will  get 
copies  of  the  transcript  of  the  evidence 
given  this  morning  and  should.you  desire  to 
make  any  comment  upon  any  part  of  it  we 
will  welcome  it  from  you  as  speedily  as 
possible.  We  shall  be  seeking  further  infor- 
mation from  Messrs  Marconi  and  Plessey 
on  certain  angles  of  their  evidence  which 
we  did  not  press  this  morning  but  I know 
they  will  give  us  that  information  very 
quickly  and  thereafter  we  hope  to  make  a 
snort  report.  Meanwhile,  thank  you. 
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MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


LETTER  AND  COMMENTS  ON  THE  DRAFT  MINUTES  OF  THE  MEETING  OF 
WEDNESDAY  4 JUNE  1980  (M169) 

Submitted  by  the  Civil  Aviation  Authority 

Thank  you  for  your  letter  of  10  June  and  the  two  copies  of  the  draft  minutes. 

I attach  a note  of  our  major  comments  on  the  draft,  of  which  possibly  the  most 
important  is  the  statement  referring  to  questions  1078, 1079, 1080  and  1174.  This  statement 
gives  additional  information  on  the  general  background  to  the  NATS  view  of  the  Type  82 
radars  and  their  impact  on  the  CAA  radar  replacement  programme. 

We  understand  that  any  more  detailed  comments  on  editorial  points  should  await  our 
receipt  of  the  printed  proofs. 

J L Curie 

Director  General  of  Telecommunications 
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COMMENTS  ON  THE  DRAFT  MINUTES  OF  THE  MEETING  OF 
WEDNESDAY  4 JUNE  (M169) 

Paper  submitted  by  the  Civil  Aviation  Authority 

Question  1043 

Reference  is  made  to  the  statement  that  the  companies  were  left  with  only  18  months 
to  build,  install  and  commission  the  first  operational  radar.  This  does  not  reflect  the  true 
situation.  Had  a contract  been  let  under  the  first  tender  the  time  available  would  have 
been  29  months.  Notwithstanding  the  time  lost  in  having  to  have  a second  round  of 
tendering,  the  period  allowed  for  these  activities  under  the  primary  radar  contract  is  23 
months. 

Questions  1046  and  1047 

The  summary  notes  of  five  meetings  with  Plessey/Marconi  in  January  and  February 
1979  produced  by  the  Plessey  Company,  have  been  submitted  as  evidence  of  the  CAA’s 
attempts  to  assist  the  companies  to  optimise  their  proposals.  A copy  of  the  document  was 
sent  to  the  Clerk  of  the  Committee  on  10  June  1980. 

Questions  1074, 1078, 1079, 1080  and  1174 

In  the  exchanges  which  led  up  to  the  decision  to  include  the  military  radars  in  the 
replacement  programme  in  1977  MoD  advised  NATS  that,  notwithstanding  several 
previous  refurbishment  programmes  to  extend  their  life,  considerable  maintenance  prob- 
lems were  being  experienced  with  the  radars.  With  the  additional  refurbishment  action, 
then  being  taken,  it  was  believed  the  North  Luffenham  and  Watton  Installations  could 
survive  until  1982  but  not  beyond  that  date,  the  aerial  head  being  seen  as  the  chief  risk 
and  for  which  it  was  stated  no  replacement  existed.  NATS  was  therefore  strongly  advised 
by  MoD  RAF  Dept  not  to  plan  for  a service  from  the  Type  82  radars  beyond  1982  when 
they  were  scheduled  to  be  withdrawn.  Thus  the  delivery  and  commissioning  dates  required 
for  the  first  two  replacement  radars  and  issued  in  the  1978  tenders  were  based  on  the  1982 
replacement  date.  In  January  1979,  when  it  had  become  clear  that  the  new  radars  would 
not  now  be  available  for  operational  service  by  1982,  Deputy  Controller  of  NATS  held  a 
meeting  with  the  MoD  Departments  to  discuss  what  further  could  be  done  to  extend  the 
life  of  the  Type  82  units.  In  these  discussions  the  problems  of  spares  were  again  emphasised 
by  MoD.  Some  spares  could  be  manufactured  by  Marconi  but  others  originating  with 
other  suppliers  were  no  longer  in  production.  Thermionic  valves  were  particularly  difficult 
and  more  than  half  of  the  valves  that  were  in  stock  has  a storage  life  far  less  than  the 
period  required.  It  seemed  likely  that  circuits  would  have  to  be  redesigned  and  whole 
units  replaced.  It  was  decided  that  a fresh  re-appraisal  should  be  made  of  all  elements  of 
the  T 82  units  including  power  supplies,  communications,  air  conditioning,  etc,  with  the 
aim  of  extending  their  fife  through  to  1984.  The  studies  were  undertaken  and  the  funding 
of  the  resulting  recommended  actions  were  jointly  agreed  by  MoD  and  CAA  in  December 
1979. 

Continuation  of  the  Type  82  units  service  through  to  1984  is  essential  to  cover  the 
revised  programme . The  transfer  of  operations  from  those  units  to  the  London  Air  Traffic 
Control  Centre  which  required  some  30  new  controller’s  display  suites,  is  the  first  stage 
in  development  of  that  Centre.  This  transfer  has  for  operational  reasons  to  be  made  in 
four  phases  over  a period,  including  training  on  the  new  equipment,  of  12  months.  This 
has  to  be  preceded  by  the  12  to  15  months  time  required  for  the  technical  commissioning 
and  integration  of  the  new  radars  with  the  extended  London  Centre  System.  Therefore 
the  transfer  will  not  be  complete  until  well  into  1984.  It  should  also  be  stressed  that  the 
programme  now  in  hand  to  extend  the  life  of  the  Type  82  radars  is  at  best  stop  gap  and  the 
teliability  of  the  service  can  not  be  guaranteed.  NATS  is  convinced  of  the  need  to  replace 
the  service  provided  from  those  units  at  the  earliest  possible  date. 
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MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


EXTRACT  FROM  LETTER  TO  THE  CLERK  TO  THE  COMMITTEE 

DATED  25  JUNE  1980  FROM  MARCONI  RADAR  SYSTEMS  LIMITED  (MI79) 

It  would  appear  that  further  clarification  of  the  responses  made  to  Questions  1139  ^ 
1140  would  be  useful.  Some  12  to  15  years  ago  Marconi  supplied  two  air  traffic  control 
radars  for  use  in  France  and  two  for  use  in  Italy.  Since  that  time,  to  the  best  of  my 
knowledge,  the  German  air  traffic  control  administration  has  bought  radars  manufactured  1 
in  Germany,  notably  from  AEG-Telefunken.  In  France  the  supplier  is  Thomson-CSF,  in 
Italy  Selenta,  and  in  The  Netherlands  HSA. 

Also  the  response  made  to  Question  1155  differs  slightly  from  that  contained  in  the 
earlier  written  submission.  Mr  Sutherland  gave  a date  From  memory,  in  the  interests  of 
accuracy  the  facts  are: — 

12  March  Marconi-only  Implementation  Proposal  submitted. 

17  March  Proposal  formally  rejected  by  CAA. 

15  April  CAA  invited  Marconi  to  discuss  Proposal,  requesting  “full  technical  specifi- 
cation . . . performance ...  costs .. . comparision  with  (CAA)  specification  etc". 

18  April  Presentation  made  to  CAA. 

In  reply  to  Mr  Maxwell-Hyslop’s  request  (Question  1154)  for  our  reaction  to  CAA's 
interpretation  of  the  delivery  dates  described  in  the  “Marconi-only”  proposal,  we  feel 
that  such  weighting  (“two  months  for  this,  two  months  for  that”)  was  completely 
unjustified  given  that  a willingness  to  co-operate  seriously  existed  on  the  part  of  the 
Authority. 

With  only  one  minor  exception — “Format  Convertors” — all  equipment  offered  was, 
in  our  opinion,  available  to  meet  the  operational  requirement.  By  this  we  mean  that 
equipment  was  either  in  production  or  designs  developed  for  other  programmes  were 
available.  Available  to  the  Authority  for  consideration,  or  to  our  production  engineers 
for  manufacture. 

As  a general  statement,  it  is  rarely  possible  to  take  equipment  “off  the-  shelf'  when 
delivering  sophisticated  radar  systems.  This  applies  equally  for  our  competitors,  for 
example  the  standard  Telefunken  aerial  must  be  modified  at  Heathrow  and  the  HSA 
electronics  must  be  adopted  to  interface  with  that  aerial  and  the  Authority’s  requirements 
for  output  message  format.  Therefore,  it  was  necessary  to  include  in  the  Marconi  offers 
date  — end  April  1980  — for  apeement  with  the  Authority  of  system  parameters  critical 
to  meet  the  dates  proposed.  These  parameters  still  outstanding  had  been  the  subject  of 
considerable  discussion  since  September  1979,  it  was  thought  therefore  not  to'be  an 
onerous  task,  simply  one  of  statement  of  preference  by  the  potential  customer. 
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EXCHANGE;  ALTERATIONS  ESCALATION  ON  THE  (HSA)  CONTRACT  (Q1173) 

(M183) 

Letter  from  the  Director  of  Contracts  and  Purchasing  Civil  Aviation  Authority 
to  the  Clerk  to  the  Committee  dated  30  June  1980 

I have  been  asked  to  provide  you  with  information  in  connection  with  the  question 

«of  Mr  Maxwell-Hyslop  MP  to  Sir  Nigel  Foulkes  on  whether  there  was  any  charge 
ange  alterations  escalation  on  the  (HSA)  contract. 

There  is  no  provision  for  varying  the  contract  price  in  relation  to  movements  in  the 
exchange  rate  between  the  guilder  and  the  £1.  Such  a provision  was  considered  in  the 
course  of  negotiations  with  HSA  but  was  traded  off  for  the  much  bigger  advantage  of 
having  the  pnee  fixed  in  relation  to  inflation. 

There  is  a possibility  that  the  price  we  pay  could  be  higher  or  lower  than  the  contract 
price.  For  tender  comparison  purposes  a rate  of  4.37  guilders  to  the  £1  was  used.  The 
biggest  adverse  movement  in  the  last  two  years  (March  1979, 4.156)  represents  a variation 
of  4.9  per  cent  from  the  rate.  Currently,  the  movement  is  in  our  favour. 

The  Plessey/Marconi  offer  included  a stipulation  that  the  price  should  be  variable  in 
relation  to  inflation.  At  present  rates  this  could  have  produced  an  adverse  variation  in 
contract  price  of  as  much  as  40  per  cent. 

C H Towns 

Director  of  Contracts  <6  Purchasing 
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MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


CONSULTATIONS  WITH  TRADES  UNIONS  (MI89) 

Letter  to  the  Clerk  to  the  Committee  from  the  Deputy  Chairman 
Civil  Aviation  Authority  dated  4 July  1980 


I am  replying  on  behalf  of  Sir  Nigel  Foulkes  to  your  letter  of  25  June  about  the  CAA's 
consultations  with  trades  unions. 

Contacts  with  unions  on  matters  for  which  the  CAA  is  responsible  are  on  a substantial 
scale  and  take  place  at  many  levels.  To  catalogue  them  all  in  the  manner  proposed  in  your 
letter  would  be  a very  big  job  indeed.  On  the  assumption  that  the  Committee  is  mainly 
concerned  to  get  a general  picture  of  the  scale  and  scope  of  our  consultation,  I have 
endeavoured  to  provide  it  in  a reasonably  concise  and  convenient  form. 

Much  of  the  consultation  and  discussion  takes  place  in  standing  advisory  or  consultative 
committees  on  which  trades  union  and  professional  associations  are  either  represented  or 
nominate  members.  These  committees  are  listed  in  Appendix  A with  an  outline  of  the 
activity  over  the  past  year. 

In  addition  to  the  contacts  through  committees  (and  sometimes  in  association  with  their 
work)  the  CAA  undertakes  a good  deal  of  consultation  by  letter.  An  outline  of  this 
activity  over  the  past  year  is  given  in  Appendix  B . At  Appendix  C is  an  explanation  of  the 
abbreviations  I have  used  in  an  attempt  to  make  the  reading  easier. 

In  a somewhat  less  formal  manner,  the  Controller  of  the  National  Air  Traffic  Services 
has  an  annual  meeting  with  officials  of  unions  concerned  to  give  an  account  of  technical 
and  operational  developments  and  invite  comment  and  discussion.  The  last  such  mealing 
was  in  September  1979  and  it  was  attended  by  representatives  of  AGRSO,  CPSA  CSU 
EETXJ,  IPCS  and  TGWU. 

About  twice  a year  the  senior  CAA  manager  responsible  for  day  to  day  ATC  operations 
meets  the  General  Purposes  Committee  of  IPCS  to  discuss  any  technical  or  operational 
matters  the  committee  may  wish  to  raise. 

The  picture  I have  tried  to  give  would  be  incomplete,  I think  if  I did  not  mention  that 
CAA  staff  deal  with  a substantial  number  of  enquiries  from  trades  unions  about  our  widt 
range  of  technical  and  operational  responsibilities.  Channels  of  communication  appear  to 
be  well  established  and  freely  used. 


Geoffrey  Chouffot 
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APPENDIX  A 

List  of  Advisory  and  Consultative  Bodies 

l Airworthiness  Requirements  Board 

Includes  nominees  of  BALPA  and  GAPAN.  Meets  every  month  except  August. 
Advises  CAA  on  airworthiness  matters. 

2.  Standing  Advisory  Committee  on  Professional  Pilot  Licensing 

Includes  representatives  of  BALPA  and  GAPAN.  Met  in  September  1979  and  March 
1980. 

Discussed  many  pilot  licensing  matters  including  draft  of  revised  Annex  to  the 
Chicago  Convention  on  Civil  Aviation. 


3.  Dangerous  Goods  Advisory  Group 

Includes  representatives  of  BALPA,  MNAOA  and  TGWU. 

Met  September  and  November  1979  and  February  1980. 

Advises  CAA  on  carriage  of  dangerous  goods  by  air. 

4.  Windshear  Committee 

Includes  two  BALPA  representatives. 

Met  in  February  to  review  measures  for  detecting  windshear  and  advice  to  pilots  on 
associated  flight  handling  problems. 

5.  Working  Group  on  Technical  Examinations  for  Pilot’s  Licences 
Includes  BALPA  representative. 

Met  twelve  times. 

Examines  in  detail  the  form  and  scope  of  technical  examinations  for  the  advanced 
grades  of  pilot’s  licences. 


6.  Ad  Hoc  Committee  on  Revision  of  Annex  1 to  Chicago  Convention  on  Civil  Aviation 
Included  representatives  of  MNAOA  and  SLAET. 

Met  in  March  to  discuss  the  UK  response  to  ICAO’s  draft. 


7.  Helicopter  Operational  Advisory  Group 
Includes  BALPA  nominee. 

Met  in  February  to  discuss  various  operational  aspects  of  helicopter  operations. 


8.  Helicopter  Performance  Code  Working  Group 
Includes  BALPA  representative. 

Met  twice  in  May  to  discuss  development  of  performance  code  for  public  transport 
helicopters. 
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9.  National  Air  Traffic  Management  Advisory  Committee 
Includes  BALPA  representative. 

Copies  of  all  discussion  papers  are  passed  to  IPCS  prior  to  each  meeting.  IPCS  t 
invited  to  comment  and  offer  proposals. 

Committee  meets  twice  a year. 

Among  subjects  recently  discussed  — changes  to  UK  airways  system,  air  traffic 
census,  military  aerodrome  traffic  zones  and  ATC  facilities  at  Sumburgh. 

Between  meetings  a good  deal  of  ‘staff  work’  is  undertaken  with  BALPA  and  IPCS 
involvement  as  necessary. 


10.  General  Aviation  Airworthiness  Consultative  Committee 
Includes  representatives  of  ALAE  and  SLAET. 

Met  in  December  1979  and  in  May  1980. 

Subjects  discussed  included  licensing  of  aircraft  engineers,  flight  testing  of  aircraft, 
foreign  airworthiness  directives,  aircraft  certification  and  maintenance  procedures! 
and  aircraft  avionics. 


11.  Standing  Advisory  Committee  on  Licensing  of  Aircraft  Maintenance  Engineers 
Includes  nominees  of  ASTMS  and  SLAET. 

Met  in  July  and  November  1979. 

Advises  on  most  aspects  of  aircraft  maintenance  engineer  licensing. 


12.  Rotorcraft  Requirements  Co-ordinating  Committee 
Includes  BALPA  representative. 

Last  met  in  May  1979. 

Advises  on  aspects  of  rotor  craft  airworthiness  standards. 


13.  Airworthiness  Requirements  Co-ordinating  Committee 
Includes  BALPA  representative. 

Last  met  in  May  1979. 

Handles  wide  variety  of  matters  by  correspondence.  Twenty  four  discussion  papers 
on  various  airworthiness  matters  have  been  dealt  with  in  the  past  year. 


There  were  also  special  meetings  with  BALPA  on  aerodrome  lighting  and  marking 
(February)  and  the  hazard  to  aircraft  caused  by  birds  in  the  vicinity  of  aerodromes 
(September  1979). 
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APPENDIX  B 

Consultation  Letters  April  1979  — June  1980 

During  the  period  thirty-one  letters  were  sent  to  trades  unions  to  provide  information 
and  to  invite  comment  and  suggestions  on  aspects  of  the  CAA’s  functions. 

The  trades  unions  and  professional  associations  with  which  the  CAA  corresponded 
were — * 

alae  balpa  gapan  mnaoa  slaet  tgwu 

The  following  is  a selection  of  the  subjects  dealt  with  in  the  correspondence  — 

1.  Licensing  of  flight  engineers. 

2.  Licensing  of  pilots. 

3.  Limitation  of  flight  and  duty  periods  for  aircraft  crews. 

4.  Specification  for  operations  manuals  to  be  used  by  aircraft  crews. 

5.  Special  clothing  for  helicopter  crews  flying  to  North  Sea  oil  rigs. 

6.  Airport  approach  procedures. 

7.  Carriage  of  cabin  attendants. 

8.  Recording  of  aircraft  flight  times. 

9.  Carriage  of  munitions  in  aircraft. 

10.  Airport  approach  lights. 
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APPENDIX  C 

Abbreviations 

ATC  Air  Traffic  Control. 

AGSRO  Association  of  Government  Supervisors  and  Radio  Officers. 

AL  AE  Association  of  Licensed  Aircraft  Engineers  (now  a section  of  TGWIJ), 

ASTMS  Association  of  Scientific,  Technical  and  Managerial  Staff. 

BALPA  British  Airline  Pilots  Association. 

CPSA  Civil  and  Public  Services  Association. 

CSU  Civil  Service  Union. 

EETU  Electrical,  Electronic  and  Telecommunications  Union. 

GAP  AN  Guild  of  Air  Pilots  and  Navigators. 

ICAO  International  Civil  Aviation  Organisation. 

IPCS  Institution  of  Professional  Civil  Servants. 

MNAOA  Merchant  Navy  and  Airline  Officers  Association. 

SLAET  Society  of  Licensed  Aircraft  Engineers  and  Technologists, 


TGWU  Transport  and  General  Workers  Union. 
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11  June  1980 ] 


[ Continued 


WEDNESDAY  11  JUNE  1980 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 


Mr  Kenneth  Carlisle 

Mr  Derek  Foster 

Mr  Eric  Cockeram 

Mr  Robin  Maxwell-Hyslop 

Mr  Stan  Crowtlier 

Mr  Donald  Thompson 

Mr  Peter  Emery 

Memorandum  submitted  by  the  British  Footwear  Manufacturers  Federation  (M  95) 


Summary 

The  main  issues  discussed  in  this  paper  are  as  follows: 

Unequal  trading  terms  and  the  use  of  developing  countries 
Three  quarters  of  world  footwear  manufacturing  capacity  is  effectively  protected.  More 
and  more  footwear  available  for  export  is  being  channelled  into  fewer  and  fewer  open 
markets  of  which  we  are  one.  A multilateral  agreement  for  trade  in  footwear  is  essential 
to  correct  this  imbalance. 

EEC  Competition 

Italy,  accounting  for  80  per  cent  of  our  EEC  imports,  is  a special  problem  on  account 
of  its  lax  labour  laws. 

The  Pound 

Present  valuations  are  a major  threat  to  the  industry. 

Import  Controls 

Strong  arguments  in  favour,  but  difficult  to  impose  unilaterally  given  the  current 
international  trade  framework. 

East  Europe 

Ways  should  be  found  to  ensure  that  imports  from  East  Europe  are  fairly  priced  before 
they  arrive  in  bulk. 

Restrictions  on  raw  material  export;  Brazil 

Action  should  be  taken  against  Brazil  and  other  countries  giving  its  manufacturers  an 
unfair  price  advantage  by  banning  raw  material  exports. 

Japan 

Maintains  a quota  on  leather  footwear  imports.  Strong  action  should  be  taken  against 
this. 

Generalised  Systems  of  Preference 

Automatic  re-imposition  of  tariffs  must  remain  a feature  of  the  next  Generalised 
Systems  of  Preference  Scheme. 

The  basic  issue  over  the  future  of  the  industry  is  this.  At  present,  for  reasons  discussed 
here  and  others  besides,  distribution  of  footwear  is  far  more  profitable  than  manufacturing. 
Hence  investment,  entrepreneurial  and  managerial  talent  and  skills  are  drawn  away  from 
manufacturing  into  retailing  and  importing.  There  is  one  way  only  to  reverse  this  process: 
the  trading  environment  for  manufacturing  needs  to  be  made  at  least  as  favourable  as  for 
distribution  so  that  it  becomes  at  least  as  profitable.  Nobody  but  government  has  the 
power  to  achieve  this. 
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The  main  facts  about  the  industry 

In  1979  the  industry  produced  150  million  pairs  (worth  £750m)  of  which  19  million  pain 
were  exported.  Imports  were  110  million  pairs  accounting  for  45.7  per  cent  of  a total 
market  of  241  million  pairs.  In  terms  of  value  imports  hold  a lower  proportion  of  the 
market  as  they  are  generally  of  lower  unit  value:  in  1979  their  share  in  value  was  36  per 
cent. 

Imports  have  grown  substantially:  over  the  last  10  years  they  have  risen  by  68  percent 
in  volume,  displacing  home  manufactured  goods  in  an  almost  static  market.  The  following 
table  shows  a breakdown  of  imports  by  orgin  on  a pairage  basis  over  the  last  10  years. 


EEC 

Spain,  Greece,  Portugal 
Comecon 

Developing  Countries 
Other  Developed 

TOTAL 


Imports 

Million 

pairs 

1969 

1974 

1979 

11.9 

25.7 

40.3 

3.6 

5.6 

10.7 

3.5 

7.8 

7.0 

40.7 

36.5 

48.5 

5.7 

4.6 

3.5 

65.4  80.2  110.0 


Imports  of  present  and  likely  future  EEC  members  have  shown  the  greatest  growth  over 
the  last  decade,  and  now  account  for  46  per  cent  of  the  total.  Imports  from  developing 
countries  in  pairs  have  grown  rather  less  rapidly.  However  they  have  shown  a significant 
move  up  market  and  in  value  terms  their  share  of  the  total  has  increased  since  1974. 


Comecon  imports  have  been  checked  since  1974  by  Voluntary  Restraint  Arrangements, 
but  continuing  problems  with  these  are  discussed  later. 


Exports  trends  over  the  last  ten  years  are  shown  in  the  table  below. 

Exports  Million  pairs 


1969 


EEC  Countries  3.0 

Other  17.5 


TOTAL  20.5 


1974  1979 


6.6  11.0 

11.7  7.9 


18.3  18.9 


The  small  overall  change  in  the  export  total  conceals  a remarkable  switch  in  their 
direction.  EEC  markets,  which  took  only  15  per  cent  in  1969,  now  take  58  per  cent.  The 
fall  elsewhere  has  been  caused  by  rising  barriers  against  imports  in  our  main  markets. 

In  1979  imports  in  total  were  worth  £352  million  against  exports  of  £1 13  million,  giving 
a deficit  of  £239  million. 


Unequal  trading  terms  and  the  rise  of  developing  countries 
It  is  the  industry’s  uniquely  difficult  overseas  trading  environment,  which  has  led  to  this 
adverse  overseas  trading  balance. 

The  main  problem  here  is  the  fact  that  some  three-quarters  of  the  world’s  shoe  making 
capacity  (including  that  of  the  NICs  themselves)  is  now  effectively  protected  against 

Xrts.  Even  our  traditional  markets  in  Australia,  Canada,  New  Zealand  and  South 
a,  which  have  always  been  subject  to  much  higher  duties  than  our  own,  are  now  also 
subject  to  quota.  The  only  markets  of  any  significance  now  open  are  in  West  Europe  and 
the  United  States.  A list  of  tariffs  and  non-tariff  barriers  in  overseas  markets  is  given  in 
the  Appendix. 

At  the  same  time  the  supply  of  footwear  on  world  markets  has  enormously  increased 
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as  footwear  making  skills  and  know-how  have  been  extended  to  the  developing  countries. 
Indeed  newly  industrialised  countries  now  export  more  footwear  than  developed 
countries. 

For  the  future  the  growing  ease  and  speed  of  communications  of  all  kinds  means  that 
this  process  is  bound  to  continue.  Furthermore,  the  products  offered  by  developing 
countries  are  becoming  more  sophisticated:  ten  years  ago  these  would  have  been  confined 
to  basic  plimsolls,  thongs  and  certain  types  of  basic  sandals  and  ethnic  shoes,  whereas 
now  countries  such  as  Taiwan,  South  Korea  and  Brazil  can  offer  products  in  most  main 
market  sectors  competing  with  our  industry  right  across  the  board. 

These  trends  together  have  meant  that  more  and  more  footwear  available  for  export 
has  been  channelled  into  fewer  and  fewer  export  markets.  The  result  is  that  our  exports 
outside  Europe  have  been  squeezed  and  our  imports  have  risen  relentlessly.  Over  half  of 
our  imports  are  in  fact  from  countries  we  cannot  export  to. 

Ideally  we  would  be  happy  to  sec  the  elimination  of  all  barriers  to  trade  because  we 
believe  we  could  compete  successfully  if  we  could  trade  on  equal  terms.  Imports  would 
increase,  but  exports  would  increase  faster.  For  example,  in  1976  Nigeria  eased  its  import 
restrictions  on  footwear  and  relied  on  a tariff  of  “onlys’  50  per  cent  by  1978  it  had  become 
our  second  biggest  export  market  (a  ban  was  imposed  in  1979).  In  reality,  there  is  not  the 
slightest  chance  that  our  export  markets  will  become  any  less  restricted.  In  most  cases 
there  are  good  reasons  why  they  have  had  to  close  and  to  stay  closed.  Evidence  for  this 
is  that  the  Tokyo  Round  made  no  detectable  progress  in  this  area.  Equally  the  United 
States  and  West  Europe  can  hardly  remain  indefinitely  the  only  open  markets  if  their 
domestic  industries  are  to  survive. 

Instead  we  believe  that  it  will  soon  be  necessary  to  establish  for  world  trade  in  footwear 
the  same  sort  of  arrangement  that  is  already  in  being  for  clothing  and  textiles  — the  Multi- 
Fibre  Arrangement  (MFA).  Even  for  1976  a recent  Government  Working  Group  report1 
calculated  that  penetration  of  the  UK  market  by  NICs  in  the  case  of  footwear  was  only  a 
little  less  than  clothing  15  per  cent  and  more  than  textiles  (10  per  cent)2.  In  fact  textile 
footwear  (where  import  penetration  — mainly  by  NICs  — is  already  85  per  cent)  is  now 
the  only  form  of  textile  apparel  not  to  be  covered  by  such  an  arrangement,  and  ironically 
the  existence  of  quotas  on  textile  imports  imposes  a cost  handicap  on  our  manufacturers 
of  textile  footwear.  Nor  is  it  only  the  UK  which  is  under  this  sort  of  pressure:  the  same 
report  lists  three  industries  in  OECD  countries  collectively  where  NIC  imports  are  the 
highest  as  a per  cent  of  the  total;  clothing  (39  per  cent),  footwear  31  per  cent)  and  textiles 
(12  per  cent). 

We  do  not  consider  an  MFA  for  footwear  to  be  desirable  in  principle,  but  we  believe 
it  to  be  the  only  practical  multilateral  approach  to  equalise  the  imbalance  in  trading  terms, 
and  we  have  urged  the  Government  to  support  moves  towards  such  an  arrangement. 

EEC  Competition3 

It  would  be  wrong  not  to  refer  the  European  imports  given  their  overall  importance  in 
the  total.  We  accept  that  we  have  to  live  with  these  and  that  they  are  fair  except  in  one 
important  respect.  This  is  the  non-observance  by  the  Italians  of  social  standards  for 
employing  labour  that  are  strictly  enforced  elsewhere  in  the  Community.  No  one  knows 
the  real  scale  of  the  problem:  our  estimate  is  that  the  full  time  equivalent  of  at  least  40,000 
workers  are  employed  as  black  labour  in  the  Italian  industry  — women  and  often  children 
working  at  home  with  no  social  security  charges  and  probably  at  minimal  wage  rates.  This 
is  the  key  to  success  of  the  Italian  industry  which  accounts  for  80  per  cent  of  our  imports 
from  the  EEC.  It  seems  to  be  beyond  the  power  of  the  Community  authorities  to  control 
this. 

The  Pound  Sterling 

We  regard  the  current  valuation  of  the  pound  as  probably  the  most  serious  threat  to  our 


1.  “The  Newly  Industrialised  Countries  and  the  Adjustsment  Problem’':  Government  Economic  Service  Working 
Paper  No.  18. 

2.  These  are  value  figures;  the  corresponding  figures  in  volume  terms  would  be  much  higher. 

3.  Note:  The  Witness  later  amended  this  paragraph.  See  Q 1216-20  and  p.362. 
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industry  at  the  moment.  It  is  allowing  us  to  be  undercut  on  price  on  a massive  scale  by  on, 
main  competition.  It  has  helped  to  cause  over  1,000  redundancies  so  far  this  year  and  half 


the  factories  in  Northamptonshire  and  Leicestershire  to  be  working  short-time.  It  j 
outside  our  scope  to  comment  on  economic  policy  generally.  But  it  is  fair  to  ask  whethei 


it  is  a sensible  use  of  our  oil  wealth  to  pay  for  the  run  down  of  our  manufacturing  industry 
— for  that  is  precisely  what  is  happening  under  present  policies. 


Unilateral  Import  Controls 


There  are  in  principle  at  least  two  good  arguments  for  unilateral  general  controls  on  the 
import  of  footwear.  The  first  is  that  they  would  rectify  the  imbalance  in  world  trading 
terms  that  we  have  described  and  at  the  same  time  give  us  negotiating  strength  to  work 
towards  an  eventual  mutilateral  reduction.  In  this  sense  import  controls  would  be  no  more 
or  less  than  common  justsice,  and  nor  of  course  have  wc  anything  to  fear  from  retaliatory 
action  given  the  extent  of  import  barriers  in  other  countries. 


The  second,  and  perhaps  even  more  significant  argument,  would  be  the  effect  on  the 
industry  itself.  For  some  15  years  or  so,  because  of  its  difficult  trading  environment  fc 

• i ...  i i_  •fn i ’ . 


industry  itself.  For  some  10  years  or  so.  Decause  ot  its  auncuit  trading  environment,  the 
industry'  has  been  in  steady  decline  in  terms  of  both  output  and  jobs.  This  has  meant  that 
footwear  investment,  enterpreneurial  and  management  skills  have  gone,  not  into  manu- 
facturing, but  into  importing  and  distribution;  and  this  in  turn  has  hastened  the  decline  of 


manufacturing.  The  argument  for  import  controls  is  that  they  would  abruptly  reverse  this 
situation:  the  most  attractive  investment  opportunities  would  then  be  in  manufacturing. 
It  is  true  that  some  inefficient  companies  would  be  able  to  linger  on  longer  than  they 
otherwise  would.  But  we  believe  that  the  advantages  of  creating  an  environment  in 
manufacturing  that  would  attract  investment  and  human  talent  would  more  than  offset 
this. 


That  said,  the  practical  difficulties  of  such  a course  must  be  recognised.  Recently,  as  we 
have  shown,  the  main  thrust  of  the  import  increase  has  come  from  EEC  countries  and 
candidates  for  membership.  To  restrict  imports  from  other  sources  would  achieve  reci- 
procity in  trading  conditions  and  would  significantly  improve  the  trading  environment. 
But  it  would  be  difficult  at  present  to  make  out  a case  for  such  action  that  would  not 
blatantly  break  GATT  rules  and  that  would  be  acceptable  to  the  Community  as  a whole. 
And  of  course  our  membership  precludes  us  from  taking  action  against  our  Community 
partners. 


Short  of  such  a drastic  solution  there  is  much  that  can  and  needs  to  be  done  by 
Government  now.  The  main  areas  are  as  follows: 


Eastern  EuropelComecon  — the  problem  of  dumped  imports 
These  imports  have  proved  most  damaging  of  all  as  they  tend  to  offer  similar  styles  of 
leather  footwear  to  those  with  a bulk  market  in  the  United  Kingdom,  but  at  an  artificial 
price  level  that  secures  them  volume  sales.  Their  trading  system,  of  course,  also  allows 
them  effective  protection  against  imports  into  their  domestic  markets.  We  have  won  a 
number  of  anti-dumping  cases  against  Poland,  Czechoslovakia  and  Romania  but  with 
such  a diverse  product  as  shoes  the  anti-dumping  machinery  is  at  best  a cumbersome 
instrument;  and  now  that  the  issues  have  to  be  settled  on  a European  basis  material  injury 
is  becoming  even  harder  to  prove.  The  main  drawback  of  using  anti-dumping  machinery 
is  that  action  can  normally  only  be  taken  after  the  damage  is  done,  and  by  then  it  maybe 
too  late.  From  the  time  orders  are  placed  by  distributors  for  dumped  imports  to  the  lime 
official  anti-dumping  action  is  taken  is  likely  to  be  at  least  a year.  It  is  difficult  to  suggest 
ways  of  shortening  this  — such  delays  are  inevitable  given  the  nature  of  the  anti-dumping 
machinery. 

The  best  solution  for  the  Comecon  problem  would  be  to  find  a way  of  ensuring  that 
styles  from  these  countries  were  priced  fairly  before  they  arrived  in  bulk.  We  do  not  think 
enough  attention  has  been  paid  by  the  Government  to  find  ways  of  doing  this.  Failing 
this,  we  support  the  principle  that  imports  from  planned  economies  should  themselves  be 
planned.  Hence  we  accept  the  annually  negotiated  Voluntary  Restraint  Arrangements 
with  Poland,  Czechoslovakia  and  Romania  limiting  imports  of  footwear  to  set  ceilings  in 
terms  of  pairs.  The  present  limits  are,  however,  very  high  and  far  higher  overall  than  in 
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other  European  countries.  For  example,  we  take  two-thirds  of  all  Poland’s  footwear 
exports  to  the  EEC.  It  is  essential  that  they  should  be  at  least  negotiated  down  to  a level 
consistent  with  other  EEC  countries’  intake.  If  it  is  not  possible  to  negotiate  this  then 
quotas  should  be  imposed  — this  again  would  line  up  with  other  EEC  countries,  almost 
all  of  whom  already  have  them. 


Raw  Materials 

The  leather  tanning  industry  faces  a serious  long-term  danger  from  a situation  that  is  in 
a sense  a mirror  image  of  the  world  trading  problems  of  shoe  manufacturers. 

In  their  case  the  problem  is  the  banning  of  exports  of  raw  hides  and  skins  by  virtually 
every  country  in  the  world  apart  from  West  Europe,  North  America  and  Australasia. 
These  bans  allow  domestic  producers  a cheap  source  of  raw  materials,  and,  as  the  capacity 
and  skills  of  their  tanning  industries  develop,  so  they  can  and  do  undercut  our  tanners  and 
take  their  markets.  A further  effect  of  these  bans  is  that  the  open  market  price  of  hides 
is  driven  up,  imposing  severe  financial  strains  on  our  tanners  already  weakened  by  the  cut 
price  imports. 

It  can  be  argued  that  at  present  this  is  only  indirectly  our  problem.  But  there  are  two 
reasons  why  we  share  their  concern  to  the  full.  First,  we  ourselves  (and  other  EEC 
footwear  industries  also)  feel  very  dependent  on  a healthy  tanning  industry  close  at  hand. 
Secondly,  there  is  no  doubt  that  sooner  or  later  many  other  countries  will  extend  their 
present  bans  on  the  export  of  hides  to  finished  leather,  and  we  outselves  will  then  be 
directly  in  the  firing  line.  It  is  vital  that  an  effective  means  of  retaliating  against  countries 
posing  threats  of  this  kind  is  worked  out  and  put  into  effect  without  delay.  In  the  next 
section  we  deal  with  the  specific  example  of  Brazil. 


Brazil 

Brazil — a developing  country  with  one  of  the  most  powerful  leather  footwear  industries 
in  the  world  — offers  an  extreme  example  of  the  one-sided  trading  relations  for  footwear 
with  most  third-world  countries.  Following  is  a list  of  the  in-built  advantages  she  enjoys 
in  her  trade  with  us: — 

• The  natural  advantages  of  plentiful  supplies  of  low-cost  labour,  and  indigenous  raw 
materials  (cattle  hides). 

• Lax  labour  laws. 

• A ban  on  hide  exports  which  normally  allows  her  tanners  material  at  prices  well  below 
world  market  levels. 

• An  18  per  cent  tax  on  the  export  of  leather,  which  means  that  Brazil  keeps  for  herself 
the  leather  price  advantage  arising  from  cheap  hides. 

• Also  physical  controls  on  leather  exports  which  can  enable  her  to  keep  the  best  for 
herself. 

• A tariff  on  footwear  imports  of  170  per  cent  as  against.  . . . 

• The  EEC’s  low  (eight  per  cent)  full  tariff  on  leather  footwear  imports;  and 

• A duty-free  quota  for  footwear  exports  to  the  EEC  under  its  Generalised  System  of 
Preference  scheme. 

Imports  from  Brazil  have  quadrupled  over  the  past  two  years,  and  now  account  for  a 
major  share  of  the  domestic  market  for  certain  types  of  footwear.  We  have  asked  the 
Government  to  impose  a tariff  surcharge  (which  would  be  permissible  under  the  GATT) 
on  all  leather  footwear  imports  coming  in  from  Brazil.  It  is  vital  that  this  should  be  acted 
on,  not  only  as  a case  in  itself  but  also  as  evidence  of  Government  determination  to  act 
against  any  country  that  distorts  trade  by  banning  exports  of  materials  to  the  advantage 
of  its  downstream  manufacturing  industries. 

Far  Eastern  countries 

A number  of  countries  in  the  Far  East  have  made  major  inroads  into  the  United 
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Kingdom  and  other  Western  markets  in  a remarkably  short  time,  though  principally  in 
the  UK  because  of  its  affinity  to  the  United  States  market  and  for  historical  reasons,  f8 
a technical  sense  exporters  from  these  countries  neither  dump  nor  subsidise,  but  rely  [or 
their  success  on  minimal  wages,  long  hours  and  the  total  protection  from  imports  of  their 
own  market. 

While  not  proposing  the  exclusion  of  these  imports,  wc  feel  that  the  huge  increases  wt 
have  seen  cause  unacceptable  disruption  of  our  market.  Quotas  have  been  set  for  the 
United  Kingdom  on  exports  from  Taiwan  at  a Community  level,  and  an  agreement  has 
been  reached  with  Korea  at  industry  level  supported  by  pressure  from  Government  and 
Brussels.  We  look  for  support  for  the  continuance  of  these  arrangements  and  action  on 
new  cases  as  they  arise. 


Spain,  Portugal  and  Greece  . ... 

At  present  all  these  three  candidate  countries  for  Community  membership  have  easy 
access  to  EEC  markets,  while  it  is  effectively  impossible  for  us  to  export  in  return  because 
of  high  tariffs,  surcharges  or  non-tariff  barriers.  We  have  urged  the  Government  with  its 
EEC  partners  to  negotiate  the  elimination  of  these  imbalances  in  trading  arrangements  at 
the  earliest  possible  opportunity. 


Despite  continual  pressure  from  her  trading  partners  for  its  removal,  Japan  maintains 
a very  restrictive  quota  on  imports  of  leather  footwear  for  the  thinnest  possible  reason. 
Strong  action  should  be  taken  to  persuade  Japan  to  eliminate  this,  as  it  should  offernsa 
good  market. 


Generalised  System  of  Preferences  (GSP) 

The  GSP  itself  has  not  greatly  affected  the  industry  since  we  joined  the  EEC:  imports 
from  developing  countries  are  some  twenty  times  the  tariff  quota,  which  implies  that  the 
latter  does  not  materially  affect  the  level  of  imports. 

Under  the  present  system  tariffs  are  automatically  restored  for  footwear  when  the  quota 
is  used  up.  U is  essential  that  this  automatic  reimposition  should  be  retained.  (Fuller 
details  are  available  in  a separate  note.) 
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APPENDIX 

Footwear:  trade,  tariffs  and  non-tariff  barriers,  January  1980 


Trade  1978 

Tariffs 

Other  opposing 
surcharges  and  restrictions 

niry/Bloc 

UK  exports  UK  imports 
£’000  £’000 

Balance 

£'000 

Men’s  leather 
UK  Opposing 

Women’s  plastic 
UK  Opposing 

ad 

crEEC 

ad 

aril 

erEFTA 

in 

ta 

Hu 

25,558 

19,225 

729 

55 

11,024 

160 

226 

3 

3 

8,569 

117,499 

4 

7,401 

9,915 

22,941 

1,925 

3 

640 

+ 16,989 
-98,274 
+725 
-7,401 
+ 1,109 
-22,781 

-1,699 

-637 

Free 

Free 

Free 

Free 

Free 

4.8% 

Free 

Free 

8% 

Free 

Free 

20% 

Free 

Free 

17.7%- 

27% 

c.40% 

(84%) 

22% 

Free 

Free 

Free 

Free 

Free 

8% 

Free 

Free 

20% 

Free 

Free 

20% 

c.15% 

Free 

20.9% 

c.40% 

"S 

Surveillance  licensing 

10%  Import  surcharge,  licences 

10%  Home  compensation  tax. 

Import  declaration  required 
75%  Import  deposit,  credit 
restrictions.  Price  control  of  imports 
Footwear  imports  virtually  prohibited. 
Additional  charges  17%  = Special 
Equalisation  Tax  6%:  Customs 
Clearance  1%:  Surcharge 
10%.  F/X  quotas  for  imports 

X trading  countries 
necon  and  China 

2,294 

20,382 

-18,088 

8% 

- 

20% 

- 

Imports  state  controlled 

n Europe  developed 

8,902 

1,202 

+7,700 

8% 

5%-8J% 

20% 

20% 

4,176 

205 

+3,971 

8% 

18% 

20% 

18% 

plastic  footwear 

2,837 

10 

+2,827 

8% 

34/46.5% 

20% 

46.5% 

December  1977 

Quotas  and  12)%  duty  surcharge 

834 

10 

+824 

45% 

20% 

45% 

Quotas 

360 

553 

-193 

8% 

27% 

20% 

10% 

Quotas  for  leather  footwear 

alb  Africa 

287 

495 

-208 

8% 

30% 

20% 

30% 

except  for  sports  footwear 
Quotas 

ydopint 

982 

-982 

8% 

55% 

20% 

55% 

Licences 

W 

801 

3 

+798 

8% 

10% 

20% 

19% 

1 

8,633 

-8,632 

8% 

170% 

20% 

170% 

Licences  and  100%  import 

69 

_ 

+69 

8% 

10% 

20% 

10% 

deposit  scheme 

Central  bank  approval  required 

120 

246 

-126 

Free 

5S%/58% 

Free 

25/55% 

Licences  required  for 

42 

+42 

Free 

100% 

Free 

100% 

plastic  footwear 
Licences  required  for 

Jysna* 

421 

_ 

+421 

Free 

25% 

Free 

25% 

consignments  over  £5,000 
Licences  required 

»g  Kong' 
ifia" 

1.184 

9,968 

-8,784 

8% 

20% 

Free 

5 

2,759 

-2,754 

8% 

(100%) 

20% 

(100%) 

20%  surcharge  and 

p 

58 

47 

262 

1,274 

-204 

-1,227 

8% 

Free 

l3S 

20% 

Free 

(3S 

restrictive  licensing — no 
allocation  at  present 
All  footwear  imports  prohibited 
15%  defence  levy  surcharge 
Standards  approval  required 
Licences:  minimal  issue  at 

inaica* 

70 

_ 

+70 

Free 

25% 

Free 

25% 

WI* 

1,462 

32 

+1,430 

Free 

40% 

Free 

40% 

present 

Licences  and  F/X  control  10% 

685 

+685 

8% 

4% 

20% 

4% 

sales  tax  on  imported  footwear 

fbanon" 

55 

21 

+34 

Free 

36% 

Free 

36% 

t>ya' 

557 

10% 

20% 

10% 

Ban  on  UK  exports  except  for 

286 

20 

+266 

30% 

Free 

15% 

Government  orders,  5%  Charity 
Tax,  5%  Municipal  Tax  (of  the 
Duty) 

alavsia  * 

112 

3,407 

40% 

20% 

40% 

6,405 

+6,405 

50% 

Free 

50% 

Imports  banned  from  April  1978 

Uisian* 

2 

944 

-942 

8% 

102.5% 

20% 

102.5% 

Licences  required;  No 

168 

-168 

100% 

20% 

100% 

allocation  at  present 

|Wi  Arabia" 

1,021 

1 

+ 1,020 

8% 

3% 

20% 

3% 

777 

192 

20% 

Free 

^Public  of  Korea" 
fcuih  Korea  +) 

1 

21,380 

-21,379 

8% 

60% 

20% 

60% 

Plus  2.5%  Defence  levy 

8,545 

-8,545 

8% 

91% 

20% 

59% 

Licences  required 

rinidad" 

947 

25% 

Free 

25% 

Licences  required 

nmbia* 

280 

- 

+280 

Free 

20%/30% 

Free 

30% 

Licences  required 

'pSP  beneficiary. 


jfarch,  1980. 
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Mr  P Morland,  Mr  M O Feilden  and  Mr  W N S Calvert 


Examination  of  witnesses 

Mr  Richard  Jones,  President  (Crockett  and  Jones),  Mr  Anthony  Clothier  (Clarks) 
Mr  P Morland  (Morlands),  Mr  M O Feilden,  Director-General  and  Mr  W N S Calvert  \ 
Director-Trade,  of  the  British  Footwear  Manufacturers  Federation,  called  in  and 
examined. 


Chairman 

1180.  Good  morning  gentlemen;  may 
I welcome  you  to  this  meeting  and  thank 
you  for  coming.  For  the  purposes  of  the 
record  it  will  be  helpful  to  begin  with  if  we 
were  to  enquire  about  precisely  what  the 
British  Footwear  Manufacturers  Federa- 
tion is,  how  many  companies  in  this  country 
it  represents  and  the  percentage  of  all  those 
engaged  in  footwear  manufacture  it 
represents. 

(Mr  Feilden.)  We  have  some  52,000 
members,  and  as  we  have  crossed  member- 
ship with  Lancashire,  I suppose  we  repre- 
sent over  70  per  cent  of  the  industry;  the 
others  in  Lancashire  belong  to  the  Rubber 
and  Plastics  Group,  which  is  a relatively 
small  group,  basically  companies  like  Dun- 
lop and  people  like  that. 

1181.  Are  you  representing  all  of  the 
industry  in  this  country?  Do  you  cover  100 
per  cent  or  what? 

(Mr  Feilden.)  80  per  cent  would  be  a 
good  indication. 

Mr  Maxwell-Hyslop 

1182.  Are  any  of  your  members  owned 
by  foreign  companies?  In  other  words,  are 
any  of  your  members  trans-national? 

(Mr  Feilden.)  No. 

(Mr  Calvert.)  Two. 

(Mr  Feilden.)  I am  corrected.  Bally  is 
and  Bata  in  a way,  yes,  one  must  say  is  a 
foreign  company  although  it  has  been  UK 
based.  Those  are  the  only  two.  We  make  it 
a principle  that  we  represent  the  domestic 
manufacturing  industry  interests  of  our 
members,  not  the  financial  interests  of  the 
company  as  a whole. 

Chairman 


1185.  150  principal  firms? 

(Mr  Calvert.)  Yes.  '} 


1186.  Do  they  range  from  the  large 
publicly-owned  company  down  to  the  very 
small  operation,  the  essentially  small  ! 
establishment? 


(Mr  Jones.)  Yes,  they  do  — in  fact,  any 
company  employing  more  than  ten  people. 


1187.  Could  you  tell  us  what  the  rela-  ; 
tionships  are  between  the  UK  manufactur- 
ers and  the  distributors  of  footwear  in  this  \ 
country? 

(Mr  Jones.)  The  footwear  distributors, as  | 
you  probably  know,  have  a federation 
called  the  Footwear  Distributors’  Federa- 
tion, which  embraces  MSRA  (which  is  the 
Multiple  Shoe  Retailers’  Association).  It  J 
has  large  companies,  companies  with  more 
than  10  shops.  It  encompasses  the  NSRC 
(which  is  the  National  Shoe  Retailers’  j 
Council  and  they  are  the  small  private 
retailers.  It  also  embraces  a new  organisa- 
tion which  was  the  wholesalers  — lam  not  1 
sure  of  their  present  title. 

(Mr  Morland.)  In-Stock  Footwear 
Distributors. 


(Mr  Jones.)  The  FDF  are  a federation  in 
their  own  right  and  they  represent  the  foot- 
wear retail  interests  of  this  country.  From 
time  to  time  we  do  have  meetings  with 
them.  We  do  not  have  a regular  calendar 
basis  for  meetings  because  we  firmly  believe 
that  we  should  onlv  have  meetings  when 
there  are  matters  of  importance  to  discuss. 
They  are  also  represented,  as  you  probably 
know,  on  the  footwear  Neddy,  or  Economic 
Development  Council,  and  it  is  the  only 
development  council  in  this  country  that 
has  retailers  on  it,  so  we  do  meet  them  at 
those  meetings. 


1183.  Could  I just  clarify  one  point? 

When  you  told  me  there  were  52,000  mem-  1188.  May  I ask  you  a rather  general 
bers  inyour  organisation,  you  do  not  mean  question  arising  from  that?  Is  it  in  fact  a 
52,000  firms  do  you?  good  thing  for  either  the  consumer  in  this 

( Mr  Jones.)  Operatives.  country  or  for  the  British  footwear  industry 

as  a whole  that  the  major  UK  retailer  seems 

1184.  Then  how  many  firms  are  there  to  import  about  50  per  cent  of  the  shoes 

in  your  organisation?  that  it  sells? 

(Mr  Calvert.)  There  are  about  200  names  (Mr  Jones.)  Britain  is  unique,  certainly 
in  the  book,  and  I should  think  of  those  within  the  Common  Market  context  and 
therePaf Sealbout T50 1 printipafc ftnft&s 1 1 > orsoiiihpivpbablyHwoiMnVvide^imiithat  the  multiple 
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(Chairman  Contd.] 

shoe  retailers  or  very  few  of  them  control 
a very  high  percentage  of  the  retail  sales  in 
this  country.  It  therefore  means  that  if  you 
are  an  overseas  manufacturer  you  can  get 
national  distribution  by  dealing  with  one  or 
more  of  those  companies.  It  is  very  easy  to 
get  on  a ’plane  from  a European  source, 
come  over  and  go  back  within  a day  and 
you  will  have  seen  the  buyers  who  are  inter- 
ested in  your  line  of  merchandise.  Con- 
versely, it  is  very  difficult  to  sell  to  countries 
like  France,  where  in  fact  there  is  no  such 
distribution  pattern. 

(Mr  Feilden.)  The  other  element  of  it,  of 
course,  is  that  no  individual  United  King- 
dom manufacturer  is  irreplaceable  to  the 
retailer  whereas  the  customer  is  often 
totally  irreplaceable  to  the  manufacturer. 
Now  to  get  the  best  product  it  is  often 
thought  that  a certain  mutual  dependence 
makes  for  a more  healthy  relationship, 
otherwise  when  one  partner  is  twenty  or  a 
hundred  times  bigger  than  the  man  he  is 
buying  from,  his  position  is  rather 
dominant. 

1189.  No  Member  of  this  Committee 
has  been  left  in  any  doubt  nor  has  any 
Member  of  the  House  of  Commons  been 
left  in  any  doubt  about  the  decline  in 
employment  in  your  industry,  with  one  firm 
after  another  closing  down.  But  is  the 
decline  in  total  employment  in  your  indus- 
try wholly  due  to  increased  imports  into  the 
country?  Has  there  been  no  increase  in 
productivity  in  your  companies? 

(Mr  Feilden.)  There  has  obviously  been 
an  increase  in  productivity. 

1190.  Why  do  you  say  “obviously”? 
Why  then  do  we  get  to  hear  all  these  tales 
of  woe? 

(Mr  Feilden.)  I think  where  you  have  an 
industry  which  has  a very  clean  relationship 
with  its  union  and  where  it  is  written  into 
our  agreements  that  we  welcome  new  prac- 
tices and  the  introduction  of  new  methods 
and  we  honour  that  agreement,  you  would 
expect  productivity  to  follow,  and  follow  it 
does;  and  I believe  it  will  continue  to  do  so. 
But  it  is  of  course  extraordinarily  hard  to 
measure  in  footwear,  because  one  shoe  is 
not  comparable  with  another  and  this  is 
changing  all  the  time.  It  is  not  making  a 
consistent  product.  But  I think  we  would 
approach  that  by  talking  about  the  job 
potential  of  imports.  I think  in  that  way  you 
can  arrive  at  a crude  — and  it  is  a crude 
— estimate  of  the  result.  In  1971  the  value 
of  imports  expressfed  itTf  jjebsiti  the1 
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United  Kingdom  was  17,000  jobs;  in  1979 
the  corresponding  figure  was  34,700.  Now 
I must  be  quite  clear  with  you  that  those  are 
not  precise  figures,  but  they  are  consistent 
in  that  they  are  using  the  same  yardstick  for 
measuring  it,  and  if  the  product  has  been 
upgraded,  they  would  represent  more  and 
if  it  has  been  downgraded  they  would  rep- 
resent less. 

Mr  Carlisle 

1191.  How  much  genuine  scope  is  there 
for  increased  productivity  helping  you  to 
stem  the  competition  of  imports?  The 
papers  we  have  had  to  suggest  that  the  most 
important  item  in  production  is  the  level  of 
wages,  and  however  much  extra  productiv- 
ity you  get  you  will  never  compete  with 
low-cost  countries. 

(Mr  Feilden.)  I think  there  is  absolutely 
no  scope  for  competing  with  low  cost 
imports  on  productivity,  for  the  very  simple 
reason  that  any  productivity  that  you  can 
obtain  in  the  United  Kingdom  you  can 
equally  obtain  elsewhere,  and  in  the  partic- 
ular work  environment  of,  say,  Taiwan,  it 
is  actually  not  a problem.  It  is  very  notice- 
able that  most  capital  intensive  parts  of  the 
industry  — things  like  plastic  tennis  shoes 
and  this  sort  of  thing  — were  the  very  first 
part  to  move  out  — where  it  is  essential  to 
work,  say  four  shifts,  continental  shifts, 
seven  days  a week,  that  sort  of  thing  — 
where  in  tact  the  particular  labour  environ- 
ment made  those  firms  with  low  labour 
costs  very  much  more  profitable  to  operate 
there.  Now  that  is  another  twist  to  it.  T do 
not  think  there  is  any  question  that  we  will 
have  more  effective  machinery'  or  anything 
else  than  our  competitors.  I would  say  that 
we  will  certainly  not  lag  behind  it. 

(Mr  Clothier.)  If  I could  add  a bit  to  that? 
Productivity  for  the  British,  and  indeed  I 
think  for  the  European  shoe  industry,  is  a 
matter  of  achieving  technical  improvements 
whilst  maintaining  flexibility — because  one 
thing  that  is  really  certain  is  that  the  pieces 
of  the  shoe  trade  which  are  certain  to 
remain  in  the  developed,  high  labour  cost 
countries,  are  the  ones  on  which  there  is  a 
high  degree  of  style  change  and  one  which 
there  is  a need  for  service,  in  terms  of,  for 
example,  fitting  shoes  for  children  and  that 
sort  of  thing.  Now  these  kinds  of  products 
are,  we  believe,  the  most  totally  viable  in 
developed  high  cost  countries  and  by  their 
very  nature  they  are  not  suited  to  the  kind 
of  automation  — early  automation  — that 
existed,  say,  15  or  20  years  ago,  and  these 
ii>au6^feeiksnd©f  iridmtifiesKvhiGh  haw  devel- 
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oped  so  successfully  in  the  Far  East.  They 
are,  as  the  Director-General  says,  equally 
capable  of  doing  that  kind  of  thing.  Now 
the  real  issue  for  us  is  whether  we  can 
develop  technologies  which  are  highly  flex- 
ible and  highly  responsive  to  these  condi- 
tions, to  make  sure  that  the  shoes  for  which 
there  are  some  natural  advantages  for  us  to 
produce  in  high  cost  countries  can  continue 
to  be  produced.  This  is  where  I think  that 
quite  a lot  of  the  things  that  are  happening 
at  present  are  quite  promising. 

(Mr  Feilden .)  An  example  is  computer- 
assisted  design. 

Mr  Maxwell-Hyslop 

1192.  On  page  31  of  your  written  evi- 
dence you  refer  to  the  industry’s  “uniquely 
difficult  overseas  trading  environment*’.  In 
what  way  are  your  problems  unique  and 
not  shared  by  other  industries,  for  instance 
the  textile  industry? 

(Mr  Calvert.)  I have  discussed  this  with 
other  people.  Our  problems  are  not  unique 
in  themselves,  in  any  sense,  and  they  are 
problems  which  are  shared  by  many  other 
industries  also.  What  we  do  believe  is  that 
the  extent  and  scale  of  the  problems  in  our 
industry  are  actually  worse  than  in  any 
other  industry.  I believe  in  no  other  indus- 
try at  all  will  you  find  quite  the  size  and 
scale  and  extent  of  barriers  against  exports 
in  relation  to  the  freedom  of  access  which 
is  given  to  imports. 

1193.  Are  those  tariff  barriers  or  non- 
tariff barriers?  Are  they  quotas,  or  what? 

(Mr  Feilden.)  Let  me  give  you  an  exam- 
ple. Brazil  has  either  partly-free  under  the 
GSP  or  8 per  cent  duty  on  non-leather 
footwear  for  its  exports  to  the  EEC;  we  pay 
170  per  cent  duty  on  exports.  So  that  not 
surprisingly  we  do  not  actually  export  to 
Brazil.  That  is  an  extreme  example,  but  any 
tariff  of  over  50  per  cent  is  effectively  an 
exclusion,  and  you  will  find,  if  you  look  at 
that  table  which  we  have  given  you,  that  50 
per  cent  is  a figure  that  is  more  normally 
exceeded  in  those  countries  that  actually 
export  shoes  to  us.  Take  Portugal  — we 
have  a case  at  the  moment  of  a manufac- 
turers having  an  order  for  shoes  for  Portu- 
gal which  has  been  totally  stopped  because 
they  say  the  Government  says  “We  can 
make  these  shoes,  so  why  do  you  want  a 
quota  — why  do  you  want  a licence?”  In 
theory  that  licence  is  freely  granted;  in  prac- 
tice if  you  want  to  export,  say,  slippers  to 
Portugal,  the  licence  is  delayed  until  after 


Christmas  when  you  do  not  sell  slippers 
Mr  Thompson 

1194.  Before  we  go  on  to  exports,  l«  f 

me  say  that  it  is  the  general  feeling  amongst 
the  general  public  that  most  British  High 
Street  shoe  firms  are  owned  by  the  manii- 
facturers,  and  the  manufacturers  some  ■ 
years  ago  deliberately  went  to  the  Far  East 
themselves  to  get  their  own  brand  names 
made  there  because  they  could  get  them 
cheaper  there  than  in  this  country.  Is  that  ■ 
true?  f 

(Mr  Feilden.)  No,  that  is  totally  untrue 
First  of  all,  I believe  you  said  “most  High 
Street  shoe  firms" — do  you  mean  retailed  j 

1195.  Let  us  say  shoe  shops. 

(Mr  Feilden.)  No,  it  is  the  other  way  - 
round.  BSC,  if  you  are  meaning  BSC  when  ! 
you  say  that,  has  not  — and  other  people  t 
like  B arratts — Stylo  have  closed  their  man-  * 
ufacture  — BSC  certainly  has  not  closed 
their  manufacture.  The  emphasis  for  that  ■ 
sort  of  retail  chain  is  that  their  UK  manu- 
facture is  more  of  a service  directly  to  their 
shops  rather  than  trading  with  everybody  in 
general.  The  exception  to  that  are  the 
national  brands  which  are,  for  the  sake  of  1 
High  Street  retailing.  Church’s,  Clarks  and  j 
K,  who  follow  a totally  different  policy  and  j 
only  import  in  shoes  that  they  cannot  make  ■ 
in  the  UK.  In  any  case  they  would  net  gel 
away  with  doing  anything  else,  but  in  fact  - 
that  is  their  policy.  On  a European  scale 
the  footwear  industry  in  the  UK,  whether 
wisely  or  not,  has  made  very  much  less 
investment  of  that  sort  than  any  other 
European  footwear  industry. 

Chairman 

1196.  In  your  submission  you  say  that 
some  75  per  cent  of  the  world's  shoe-mak- 
ing capacity  is  effectively  protected  against 
imports.  Could  you  tell  us  how  this  per- 
centage has  altered  during  the  last  10  years? 

(Mr  Feilden.)  Yes  — quite  simply  it  has 
got  worse.  We  studied  with  interest  the 
note.  The  Department  of  Trade  docs  make 
active  representations  on  our  part  on  a 
number  of  issues,  but  we  know  that  in  prac- 
tice what  happens  is  that  the  situation  dete- 
riorates, that  no  market  is  opened  and 
markets  constantly  close  against  us,  and 
even  markets  that  are  apparently  open  jo 
us — as  1 have  just  cited,  Portugal  — are  in 
practice  not  open  to  us.  We  take  13i  million 
a year  from  Portugal  so  it  really  hurts. 


1197.  If  that  be  so  what  have  you  done 

'See  p 33$.nnted  ““*•  dl8ltlsed  by  the  University  representations 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


347 


11  June  1980\  Mr  R J Jones,  Mr  A Clothier,  [Continued 

Mr  P Morland,  Mr  M O Feilden  and  MrWNS  Calvert 

|Chairman  Conld.] 

to  the  Department  of  Trade  and  what  effect  Portugal.  As  the  Chairman  says,  the  figure 
have  they  had?  for  the  three  countries  — 

(Mr  Feilden.)  As  we  sit  round  this  table  (Mr  Feilden.)  10  million  all  delivered,  I 
now  there  are  two  submissions  in  Govern-  am  sorry. 

ment  hands.  (Chairman.)  It  is  as  you  specified  in  your 

memorandum,  then. 

1198.  Presumably  this  is  not  something 

which  happened  three  months  ago.  It  has  Mr  Emery 

been  going  on  for  years?  1201.  Can  I just  compare  another  fig- 

(Mr  Calvert.)  We  have  made  repeated  ure,  because  in  that  memorandum  the  num- 
representations  over  the  years  and  the  feed-  ber  of  pairs  from  the  EEC  is  40.3  million 
back  we  get  is  the  Department  of  Industry’s  and  yet  you  have  said  that  75  per  cent  of 
helplessness.  There  is  nothing  we  can  do,  the  world’s  shoe-making  capacity  is  now 
they  say,  to  get  these  barriers  down.  effectively  protected  against  imports  from 

(Mr  Feilden.)  That  I accept  is  probably  us.  So  that  is  40  million  out  of  110  million 
the  reality,  if  you  go  about  it  by  asking  to  — which  is  30  per  cent,  let  us  say.  Let  us  be 
do  so.  Now  the  classic  example  is  Japan,  a quite  clear  that  there  are  restrictions  being 
developed  country,  which  has  quotas  and,  put  on  with  the  Community  as  great  as  the 
for  some  reason,  a class  which  is  only  sup-  rest  of  the  world,  which  preclude  you  from 
posed  to  make  shoes  — which  is  a load  of  doing  business  within  the  EEC  — is  that 
nonsense,  as  it  happens  and  quite  clearly  correct? 

proved  to  be  so.  Years  of  representations  (Mr  Feilden.)  No.  The  statement  is  75 
have  done  nothing  to  change  this.  Now  if  per  cent  of  the  world's  manufacturing 
you  take  action  yourself,  something  will  capacity.  It  has  nothing  to  do  with  the  level 
happen.  Take  Portugal  — of  imports  that  we  actually  get.  It  is  talking 

about  the  major  producers  like  Taiwan, 

1199.  We,  you  mean,  in  the  UK?  Korea,  India  and  so  on.  It  is  not  referring 

(Mr  Feilden.)  The  UK.  You  cannot  per-  specifically  to  the  Common  Market,  which 

suade  other  people  to  give  up  “goodies”  does  not  represent  a huge  proportion  of 
while  it  pays  them  to  hold  them  off.  You  world  manufacture, 
have  to  make  them  pay  a price  for  what 

they  are  doing.  Take  the  negotiations  in  the  1202.  Therefore  I am  right  in  suggesting 
Common  Market  — at  the  moment  the  that  you  are  not  faced  with  barriers  in  sell- 
Common  Market  is  now  looking  at  the  ing  your  products  within  the  EEC? 
Common  Agricultural  Policy,  because  they  (Mr  Feilden.)  No,  not  at  all. 
are  paying  a bit  more  for  it;  they  would  not 

have  done  otherwise.  Go  a little  further  — Mr  Crowther 

if  we  put  a charge  on  Brazil,  because  they  1203.  My  question  follows  immediately 
are  breaking  all  sorts  of  rules  and  they  are  from  the  last  one  you  have  just  answered. 
— It  is  a long  story  and  I will  not  bore  you  The  figures  do  tend  to  show  that  imports 
with  it.  They  are  effectively  subsidising  from  the  EEC  countries  have  very  consid- 
their  shoes  20  per  cent,  but  it  is  within  the  erably  increased  since  British  accession. 
rulesofGATT — God  bless  it!  If  we  put  20  But  while  there  has  been  an  increase  in 
per  cent  countervailing  duty  on  Brazil,  they  exports  to  the  EEC  countries,  even  now,  at 
would  stop  playing  the  fool  in  this  way  least  in  1979,  your  industry  was  exporting 
because  it  would  cease  to  pay  them.  But  only  11  million  pairs  to  EEC  countries, 
ask  them  to  do  it  and  nothing  happens , and  which  even  then  was  lower  than  the  imports 
that,  I think,  is  clearly  proved  by  the  last  10  from  the  EEC  countries  before  we  were 
years  of  negotiations  — nothing  happens.  members,  and  now  the  imports  are  up  to 
(Chairman.)  Could  I just  check  up  on  40.3  million.  Why  has  there  been  such  a 
one  figure  you  gave  us?  I think  you  referred  great  advantage  apparently  to  European 
to  the  imports  from  Spain,  Greece  and  Por-  manufacturers  which  has  not  been  matched 
tugal  for  1979  as  of  the  order  of  about  13  by  benefits  to  the  British  manufacturers? 
million  pairs.  In  your  submission  to  us  you  (Mr  Jones.)  We  were  latecomers  in  join- 
put  it  down  as  10.7  million.  I do  not  know  ing  the  Common  Market,  The  imports  from 
whether  13  million  was  just  an  off-the-cuff  the  Common  Market  are  essentially  Italian 
remark  or  not.  shoes,  as  you  well  know.  The  Italians  were 

already  firmly  entrenched  in  Germany  and 
Mr  Carlisle  France  and  other  EEC  countries,  and  in 

1200.  Actually  you  said  13  million  from  cfaetitfaeshioe  industries  of  'Holland  and  Bel- 
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gium  had  just  about  disintegrated  before 
we  joined  the  Common  Market.  The  posi- 
tion of  imports  from  Italy  would  probably 
have  shown  a growth  in  any  event  because 
of  the  interest  on  the  part  of  the  British 
public  in  the  leisure  type  shoes  they  are 
making  at  the  present  time.  The  fact  that 
we  have  joined  the  Common  Market  I 
doubt  has  made  a great  deal  of  difference. 
What  it  has  done  is  to  enable  us  to  increase 
our  base  in  Europe  — but  that  takes  time; 
it  takes  investment  and  it  also  takes  time. 
You  cannot  just  enter  nine  countries,  or 
indeed  one  country  without  a great  deal  of 
preparatory  work,  and  the  British  shoe 
industry  has  shown  a much  greater  inten- 
tion of  selling  in  Europe,  not  because  it  is 
the  only  market  available  to  us  but  it  is  now 
a subsidiary  part  of  the  UK  market,  and 
many  companies  are  looking  at  it  that  way. 
It  will  be  a long  time  before  we  have  dis- 
placed the  Italian  position  because  it  was 
pre-eminent  before  we  started,  in  a sense. 

(Mr  Feilden.)  It  is  interesting  to  know 
that  in  the  first  three  months  of  this  year  we 
have  increased  our  exports  to  Europe  by  40 
per  cent  in  volume.  There  is  no  inflation  in 
that  — in  pairs.  We  would  reckon  our 
exports  to  Europe  are  under  the  greatest 
pressure  on  price,  which  we  attribute  to  the 
value  of  the  pound.  By  the  same  token,  in 
the  last  couple  of  years  certainly  the  relative 
inflation  and  the  exchange  rates  between 
the  pound  and  the  lire  have  undoubtedly 
made  Italian  imports  relatively  cheaper  and 
have  encouraged  their  penetration  of  this 
market. 

(Mr  Crowther.)  You  do  not  know  of 
unfair  practice  by  the  Italian  manufacturers 
at  all  do  you?  We  have  come  across  this  in 
other  industries. 

Chairman 

1204.  We  shall  be  coming  in  detail  later 
to  the  question  of  the  Italian  competition. 

(Mr  Feilden.)  I would  just  say  that  for 
instance  in  the  first  three  months  we  have 
exported  38  per  cent  more  pairs  to  Italy. 

Mr  Maxwell-Hyslop 

1205.  The  footwear  EDC  was  critical  of 
the  marketing  in  your  industry.  Would  you 
say  that  you  have  taken  that  criticism  to 
heart  and  have  improved?  It  would  be  nice 
to  think  the  statistic  you  have  just  quoted 
of  the  increase  in  exports  was  a result  of 
what  you  had  done. 

(Mr  Jones.)  You  have  to  remember  that 
the  Federation  is  built  up  first  of  all  13 
associations  and  then  it  is  built  up  of  a 


number  of  companies.  The  Federation  can 
only  give  a lead.  This  is  a very  difficult  ' 
point.  The  EDC  may  well  be  right  in  their  \ 
criticisms,  but  to  get  it  over  to  individual 
manufacturers  is  very  difficult.  All  you  can  I 
do  is  advise  them  and  make  them  aware  of 
the  position  and  the  ball  is  then  in  their 
court.  * 

1206.  Do  you  think  your  industry  has 
responded?  It  is  a simple  question.  Your 
industry  was  criticised  by  your  own  EDC 
Do  you  think  your  industry  has  responded  * 
to  that  criticism? 

(Mr  Jones.)  There  has  been  more  profes- 
sional marketing  overseas  in  recent  months  j 
and  years,  yes.  The  total  concept  of  mar- 
keting,  I could  not  possibly  answer  on— I 
do  not  know  — but  certainly  there  is  a 
greater  awareness  of  correct  marketing  Y 
overseas  as  opposed  to  selling  overseas.  It  i 
is  a very  different  aspect. 

Mr  Crowther 

1207.  Before  we  leave  the  relationship  f 

with  EEC  countries,  let  me  ask  you  this, 
How  does  the  level  of  investment  in  new 
technology  in  Britain  compare  with  that  in 
other  EEC  countries  or  indeed  in  any  other 
countries?  « 

(Mr  Clothier.)  Perhaps  I should  declare  \ 
a side  interest  before  I reply . I have  another  I 
function.  I am  President  of  the  European 
Confederation  of  the  Footwear  Industry  as 
well.  I think  I can  say  without  any  fear  of  ! 
contradiction  that  the  level  of  investment  in  \ 
this  country  has  been  good.  I think  that 
comment  has  already  been  made.  There 
has  been  no  obstacle  to  the  introduction  of 
new  technology  and  the  level  of  investment 
has  been  good.  It  has  probably  been  patchy 
— by  sections  in  factories.  One  of  the  things 
the  footwear  EDC  did  was  to  make  sure 
that  Government  money  was  used  to  repair 
the  worst  patch  of  investment  in  the  indus- 
try (the  stitching  departments). 

I think  there  is  no  doubt  that  the  oppor- 
tunities for  investment  in  the  future  are 
going  to  be  very  great  — but  1 think  it  is 
going  to  be  more  expensive.  In  this  country 
we  may  have  difficulties  as  we  move  onto 
microprocessor  technology,  which  is 
already  being  much  used  in  the  industry. 

(Mr  Morland.)  Could  I briefly  go  back  to 
Mr  Crowther’s  question  about  the  Italian 
success?  It  is,  of  course,  related  partly  to 
the  earlier  point  about  the  structure  of  the 
distribution  industry  in  this  country.  It  is 
possible  for  them  to  make  a relatively  quick 
“killing"  whereas  as  far  as  we  are  concerned 
it  is  a long  haul  selling  abroad. 
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1208.  Is  the  structure  in  other  EEC 
countries  notably  different  from  here? 

(Mr  Jones  ) It  is  entirely  different. 

1209.  It  operates  to  the  disadvantage  of 
British  exporters  — is  that  the  position? 

(Mr  Feilden)  Yes. 

1210.  If  you  could  perhaps  briefly  say 
what  the  basic  difference  is? 

(Mr  Jones.)  Let  us  take  Germany,  which 
is  the  largest  country.  They  have  three 
major  buying  groups  which  act  on  behalf  of 
a great  number  of  retailers.  So  in  certain 
sections,  particularly  the  lower  priced  foot- 
wear section  of  the  market,  they  do  create 
a big  buying  power.  But  when  you  talk 
about  ownership  of  shops,  I think  probably 
the  largest  company  only  owns  about  180 
to  200  shops  and  there  are  probably  only 
two  or  three  in  the  hundreds  to  fifties.  So 
the  rest  of  the  German  footwear  is  distrib- 
uted through  private  retailers,  through 
departmental  stores  and  sports  goods 
shops.  They  are  very  professional  in  a pri- 
vate ownership  sense  of  dominating  a town. 
You  have  one  who  dominates  Essen  and 
another  who  dominates  Stuttgart. 
Although  they  have  large  buying  power 
they  are  just  in  that  one  area.  Even  from 
Hamburg  to  Dusseldorf  is  a long  way  for  a 
retailer.  Also  they  are  very  much  more 
aware  of  quality  footwear,  for  instance,  in 
Germany.  People  just  do  not  wear  plastic 
shoes  and  do  not  wish  to  buy  them.  We 
have  a standard  of  living  in  this  country, 
particularly  for  the  footwear  industry,  in 
which  our  shoes  arc  cheap.  I am  not  saying 
they  are  not  durable,  but  they  are  not  good 
for  foot  health.  It  is  not  the  correct  footwear 
and  they  are  not  necessarily  correctly  fitted 
for  the  most  part.  In  Germany  they  are  far 
more  professional.  In  Holland  and  in  Bel- 
gium and  in  France  there  is  probably  only 
one  company  with  100  to  150  shops  and  the 
others  are  private  retailers  — the  rest  are 
department  stores. 

Mr  Thompson 

1211.  What  about  the  giant  super- 
stores you  see  outside  every  town  in 
France? 

(Mr  Jones.)  Do  you  mean  Prisunic? 

1212.  The  huge  hyper-markets. 

(Mr  Jones.)  What  footwear  they  do  is 
very  cheap  footwear  and  it  is  almost  not 
worthwhile  commenting  on,  I think,  as  far 


as  footwear  distribution  is  concerned. 

Mr  Crowther 

1213.  Pursuing  that  point  about  quality, 
are  you  saying  that  one  of  the  difficulties 
about  British  manufacturers  penetrating 
the  European  market  is  that  they  demand 
a higher  quality  on  average  than  the  British 
consumer  demands  and  that  you  are  not 
really  geared  to  making  shoes  of  the  quality 
which  will  meet  their  requirements?  Is  that 
what  you  are  saying? 

(Mr  Jones.)  I am  not  actually  saying  that. 

1214.  It  sounded  like  that. 

(Mr  Jones.)  First  of  all,  if  you  are  dealing 
virtually  in  all-leather  footwear  and  good 
quality  footwear  bought  for  particular 
requirements  of  wide  fitting  and  narrow 
fitting  and  so  on,  you  therefore  do  not  need 
the  resources  of  Taiwan  and  Korea  to  the 
extent  you  do  in  this  country.  The  German 
industry  as  far  as  women’s  shoes  is  con- 
cerned is  almost  entirely  reliant  on  Italy, 
although  they  do  buy  some  shoes  from 
Spain.  They  are  very  professional.  The 
British  shoe  industry  should  be  able  to  and 
certainly  is  catering  — and  it  is  very  helpful 
to  the  British  shoe  industry  — for  these 
German  companies;  but  the  cost  of  selling 
and  settingup  the  distribution  is  far  greater, 
because  you  have  many  miles  to  travel  and 
it  is  a very  extensive  country,  and  to  get  a 
national  brand  over  is  extremely  expensive 
over  there  — and  a lot  of  them  will  not  buy 
branded  footwear  unless  it  is  a premium 
brand . 

1215.  But  the  Italians  have  managed  to 
penetrate  the  German  market? 

(Mr  Calvert.)  That  is  true,  but  — 

Mr  Cockeram 

1216.  May  I put  the  spotlight  on  this  for 
one  moment?  We  know  that  we  have  to  live 
with  Italian  competition.  They  are  part  of 
our  home  market  now  that  we  are  in  the 
EEC,  so  to  speak,  and  80  per  cent  of  EEC 
imports,  1 think  you  said,  come  from  them. 
You  then  go  on  to  criticise  Italian  social 
conditions  and  policies,  implying  unfair 
competition.  If  that  be  so,  what  have  you 
done  about  it  by  making  representations 
either  to  HM  Government  or  to  Brussels? 

(Mr  Jones.)  I personally  have  been  very 
careful  in  any  public  utterances  I have  made 
on  that  particular  point. 

1217.  But  that  is  the  reality. 

(Mr  Jones.)  The  fact  that  you  know 
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something  happens  — and  you  are  quite 
entitled  to  mention  it  — the  fact  that  you 
are  convinced  it  happens  is  one  thing,  but 
to  prove  it  is  a very  different  matter.  We 
have  put  it  in  black  and  white  but  if  you 
people  tliink  it  is  a major  point  we  are 
making,  1 must  just  discredit  that  and  say 
that  it  is  not  a major  point;  it  is  just  some- 
thing we  felt  worth  mentioning. 

(Mr  Clothier.)  Can  1 take  up  the  point 
which  was  made  about  why  the  Italians 
were  so  successful  in  selling  into  Germany? 
That  is  an  interesting  point.  The  Germans, 
as  we  have  said,  buy  high  grade  shoes  in 
Italy.  The  Germans  like  going  to  Italy.  This 
is  really  a very  interesting  “non-trade 
advantage”  you  might  call  it.  But  there  is 
a tremendous  movement  by  these  fairly  big 
German  private  retailers  down  particularly 
to  Northern  Italy  and  expensive  shoe-mak- 
ing areas,  where  they  buy  shoes  from  peo- 
ple, taking  orders  for  150  pairs  of  an  item 
at  a time.  There  is  a very  close  link  with 
Southern  Germany  in  Italy.  This  is  how  the 
trade  has  built  up.  It  is  a very  personal 
relationship  and  this  is  where  it  comes  from. 

1218.  Let  me  remind  you  that  in  your 
evidence,  commenting  on  EEC  competi- 
tion and  social  conditions,  you  say,  “This 
is  the  non-observance  by  the  Italians  of 
social  standards  for  employing  labour  that 
are  strictly  enforced  elsewhere  in  the  Com- 
munity" and  then  two  sentences  later  at  the 
end  of  that  paragraph  you,  “This  is  the  key 
to  success  of  the  Italian  industry...”  Do 
you  now  withdraw  that  evidence? 

(Mr  Jones.)  In  that  context,  yes.  It  is 
certainly  not  the  key  to  success  of  the  Italian 
industry. 

Mr  Carlisle 

1219.  As  I understand  it  the  whole  basis 
of  the  Italian  success  was  their  low  labour 
cost  per  unit  of  output. 

(Mr  Clothier.)  The  labour  in  Northern 
Italy  is  not  cheap.  The  people  actually 
employed  in  factories  are  not  paid  low 
wages.  But  the  point  is  that  is  sub-contract- 
ing, which  is  very  widespread  in  Italy. 

Chairman 

1220.  If  you  would  like  to  qualify  that 
evidence  in  another  short  paper,  would  you 
be  good  enough  to  do  so  and  let  us  have  a 
clear  explanation  of  your  point  of  view,  so 
that  we  do  not  have  to  spend  a lot  of  time 
arguing  about  what  you  do  mean? 

(Mr  Jones.)  Certainly1. 


Mr  Carlisle 

1221.  You  say  that  the  newly  industri- 
alised countries  and  developing  countries 
as  they  become  more  sophisticated,  wilj 
compete  even  more  with  higher  quality 
products  from  this  country.  Do  you  think 
they  will  displace  Common  Market  expons 
to  this  country  or  will  they  further  destroy 
the  market  that  our  own  producers  have  in 
this  country.  What  is  going  to  be  the  effect 
of  greater  sophistication? 

(Mr  Jones.)  I think  it  will  do  both.  The 
area  of  imports  from  Italy  where  a great 
deal  of  flexibility  is  required  and  small 
orders  will  not  be  affected,  but  in  the  longer 
run  product  — and  the  Italians  do  make  a 
lot  of  cheaper  footwear,  one  must  not  think 
they  only  make  top  quality  leather  footwear 
— yes,  it  will  affect  them.  They  are  vety 
worried  about  it,  I assure  you.  As  far  as  we 
are  concerned,  we  see  the  modem  machin- 
ery going  into  the  NICs  — and  footwear,  as 
you  know,  is  an  obvious  industry  by  which 
to  support  the  economy  of  any  such  coun- 
try. Though  the  technology  can  be  reason- 
ably easily  taught , there  are  a lot  of  services 
behind  the  teaching  of  it,  and  footwear 
manufacture  is  not  a high  technology  indus- 
try and  it  does  employ  people.  Those  wages 
will  be  low,  definitely,  and  therefore  we  are 
quite  right  to  put  it  in  as  a warning  or  an 
impending  worry  that  we  will  have  in  a year 
or  so. 

1222.  Are  there  any  indications  or  spe- 
cific areas  that  will  have  an  effect  on  Italian 
imports  or  on  our  own  exports  — or  is  that 
too  nebulous  a question  to  answer? 

(Mr  Feilden.)  There  is  a huge  export 
from  the  Philippines  at  the  moment.  The 
basic  reason  is  that  the  Americans  have 
developed  the  footwear  industry  in  the  Phil- 
ippines, and  it  is  a country  which  has  a 
considerable  price  advantage  over  some 
other  countries  and  ourselves  at  the 
moment.  Now  the  shoes  that  come  in  from 
the  Philippines  would  almost  be  split 
between  the  Italian  sandals  and  the  UK 
sandals,  right  across  the  board.  By  and  large 
you  could  say  too  that  the  British  market  is 
a remarkably  static  market. 

Mr  Crowther 

1223.  What  other  countries  are  putting 
substantial  investments  into  the  NICs  — 
other  than  the  ones  you  have  mentioned 
and  American  companies  in  the 
Philippines? 

(Mr  Calvert.)  Japan  especially  — Japan 
international  trading  companies  in  the  rat 


'See  p 362. 
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East. 

(Mr  Feilden.)  Pacific-based. 

(Mr  Jones.)  France  and  Germany  are 
also  investing. 

Mr  Thompson 

1224.  Are  we? 

(Mr  Jones.)  Not  in  any  great  measure. 

Mr  Foster 

1225.  You  talked  earlier  about  the  rep- 
resentations you  had  been  making  to  the 
Department  of  Trade  and  the  Commission. 
We  will  not  go  over  that  again,  but  on  page 
4 of  your  evidence1,  you  say  “In  reality, 
there  is  not  the  slightest  chance  that  our 
export  markets  will  become  any  less 
restricted.  In  most  cases  there  are  good 
reasons  why  they  have  had  to  close  and  to 
stay  closed”.  Now  if  this  is  your  view  of  the 
world,  what  is  the  future  for  footwear  man- 
ufacture in  the  United  Kingdom? 

(Mr  Feilden.)  I think  that  is  a slightly 
broad  view  — if  you  take  a country  like 
Nigeria  which  we  had  worked  up,  in  spite 
of  the  100  per  cent  duty,  to  be  our  second 
largest  export  market.  I would  qualify  that 
comment  by  saying  under  the  present  rules 
of  GATT  that  will  happen,  because  the 
curious  thing  about  GATT  is  that  the  devel- 
oped countries  have  mutual  obligations  and 
if  there  is  negotiation  one  person  concedes 
something  in  respect  of  something  else;  but 
the  so-called  developing  countries  auto- 
matically, without  conceding  anything, 
draw  the  benefit  of  those  negotiations.  In 
other  words,  they  make  no  concession 
whatsoever.  They  make  no  concessions 
whatsoever  and  you  canget  a position 
where  die  rules  of  GATT  apply  in  an 
extending  sense  to  the  developing  coun- 
tries. The  reality  is  that  they  are  going  to 
use  GATT  all  the  time  to  close  those  mar- 
kets to  us.  We  would  say  the  only  defence 
against  them  is  a much  more  aggressive 
policy  by  the  United  Kingdom  Govern- 
ment, persuading  the  Commission  likewise 
that  you  have  to  make  them  pay  for  that 
sort  of  action,  and  in  fact  at  GATT  has  got 
to  be  on  a reciprocal  and  not  a one-enaed 
basis. 

1226.  Is  it  true  to  say  that  most  of  the 
opportunities  for  expansion  seem  to  be 
within  Europe  at  the  moment  but  that  that 
would  impose  on  you  different  manufactur- 
ing patterns,  or  at  least  a different  range  of 
products?  Is  that  what  you  are  really  say- 
ing? Are  you  saying  that  really  the  most 


attractive  thing,  or  the  most  tempting  thing 
for  your  industry  at  the  moment  is  to  per- 
suade central  Government  to  open  up  the 
rest  of  the  world  rather  than  for  you  to 
change  the  range  of  products  which  is 
available? 

(Mr  Jones.)  We  might  even  go  so  far  as 
to  say  "to  prevent  further  markets  being 
closed  to  us”.  We  would  prefer  the  former, 
but  in  fact  what  has  been  happening  is  this: 
we  see  Canada  virtually  closed,  or  much 
more  difficult,  the  drop  is  about  39  per  cent 
— and  we  see  the  situation  in  Australia. 
These  are  developed  countries.  You  have 
had  Nigeria  quoted  to  you.  It  becomes  very 
disheartening,  because  these  markets  have 
been  established,  some  over  recent  years, 
some  for  a very  long  time,  and  you  see  a 
protection  mechanism  coming  — certainly 
with  the  intention  of  GATT  being 
forgotten. 

Mr  Thompson 

1227.  Are  you  and  Mr  Feilden  saying 
together  then  that  the  developed  countries 
forget  GATT  and  the  developing  countries 
use  GATT  against  you? 

(Mr  Feilden.)  No,  I am  saying  that  the 
GATT  works  with  the  developed  countries 
by  and  large  but  there  is  a technical  exclu- 
sion for  the  GATT  for  Australia  it  has,  so 
slightly  different  rules  to  apply.  If  you  take 
the  case  of  Australia,  where  if  you  look  at 
the  amount  of  opportunity  they  have  lost 
with  the  UK  in  agricultural  products,  and 
you  see  why  they  should  be  in  a position  to 
make  further  concessions  on  shoes,  you  can 
see  that  you  have  a difficult  political  prob- 
lem on  your  hands. 

Mr  Crowther 

1228.  I cannot  understand  your  state- 
ment that  there  are  good  reasons  why  these 
export  markets  have  been  closed,  what  rea- 
sons are  there? 

(Mr  Feilden.)  That  is  one  I gave  you.  Not 
good  reasons  from  our  point  of  view — they 
are  rotten  reasons  from  our  point  of  view. 

I forgot  to  say  that  Nigeria  overnight 
blocked  our  exports  to  them,  having  built 
it  up  to  our  second  largest  market.  I do  not 
think  it  was  a good  reason,  just  that  they 
had  bought  so  much  and  had  such  a spend- 
ing spree  that  they  either  went  bust  or  did 
something.  That  is  not  a good  reason,  but 
a necessary  reason. 

(Mr  Calvert.)  To  expand  on  the  good 
reasons,  they  do  vary  from  country  to  coun- 
try. Take  countries  like  Canada  and  Aus- 
tralia, if  they  did  not  protect  their  industries 


'See  p 339. 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


352 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


11  June  1980\  Mr  R J Jones,  Mr  A Clothier,  [Continued 

Mr  P Morland,  Mr  M O Feilden  and  Mr  W N S Calvert 

[Mr  Crowther  Contd.] 


they  would  simply  cease  to  exist,  so  they 
put  up  barriers  to  keep  in  being  the  survival 
of  their  industry.  Take  countries  like  Bot- 
swana, and  possibly  the  Central  American 
Republics  and  so  on,  they  have  to  have 
barriers  on  imports  of  consumer  goods 
because  they  cannot  afford  to  pay  for  them. 
If  we  sold  them  there  we  would  not  get  any 
money  for  them,  and  that  is  that.  Take 
countries  like  India  and  Pakistan  who  are 
building  up  infant  industries.  They  are 
keeping  barriers  so  they  can  build  up  their 
industries  behind  strong  walls.  They  are  not 
good  reasons  from  our  point  of  view,  but 
good  reasons  from  their  point  of  view.  One 
of  the  few  countries  who  maintain  a totally 
unjustified  barrier,  I would  have  said,  was 
Japan. 

Mr  Foster 

1229.  Can  I pursue  it  further?  Presum- 
ably the  rest  of  the  manufacturers  in  Europe 
are  faced  with  the  same  position  as  we  are. 
With  respect  to  the  Italians,  is  it  that  there 
is  so  much  growth  within  Europe  that  it 
does  not  really  matter  for  them  or  are  they 
complaining  too?  Are  we  getting  together 
with  the  European  manufacturers  to  press 
our  point? 

(Mr  Feilden.)  The  Italian  manufacturers 
place  on  top  of  their  priorities  the  opening 
of  export  markets,  so  they  very  definitely 
feel  concerned.  The  Italians  have,  on  the 
other  hand,  made  Europe  their  domestic 
market  in  a way  that  we  have  not  in  a 
specialised  area.  And  they  have  had  a phe- 
nomenal success  recently  in  the  United 
States  and  indeed  in  Canada. 

(Mr  Jones.)  And  in  Canada  there  is  an 
additional  duty  on  Italian  footwear  of  8i 
per  cent  over  and  above  the  24.7  per  cent 
at  present  existing.  So  they  are  worried.  As 
they  increase  their  exports  there  is  further 
protection,  so  indeed  they  are  worried. 

(Mr  Chillier.)  Our  interests  are  the  same 
as  those  in  Europe.  Take  the  example  of 
the  German  industry  which  was  very  much 
squeezed  by  imports,  but  by  now  there  are 
a number  of  very  viable  German  compa- 
nies. In  order  to  remain  viable  they  are 
having  to  expand  on  a European  basis. 
Everyone  has  the  same  interest  of  exporting 
and  wants  to  have  freedom  to  get  into  the 
developed  markets  where  there  is  basically 
a fairly  strong  middle-class  which  is  capable 
of  taking  European  products. 


(Mr  Jones.)  Footwear  made  in  canvas 
essentially,  jogging  shoes. 

1231 . Then  you  say  that  the  MFA  pen.  j 
alises  the  textile  footwear  manufacturer 
How  does  it  do  that?  In  the  case  of  textile 
MFAs  it  appears  that  not  only  is  textile 
footwear  the  only  form  of  apparel  not  cov- 
ered by  such  arrangements  but  the  MFAs 
impose  a cost  handicap  on  textile  footwear 
makers. 

(Mr  Feilden.)  Yes,  for  the  simple  reason 
that  raw  material,  in  this  case  canvas  is 
enormously  or  substantially  more  expen- 
sive in  the  UK  because  the  Multi-Fibre 
Agreement  than  it  is  in  Hong  Kong  or 
Korea. 

1232.  And  we  cannot  import  it  front 
Hong  Kong  and  Korea? 

(Mr  Feuden.)  Not  without  the  extra 
charge. 

(Mr  Calvert.)  The  mere  existence  of  the 
Multi-Fibre  Arrangement  prevents  our 
buyers  from  buying  at  the  cheapest  possible 
source. 

1233.  At  the  bottom  of  page  41  you  say 
that  you  think  that  the  footwear  industry 
would  be  better  with  a Multi-Fibre 
Arrangement,  and  yet  the  MFA  seems  to 
be  destroying  the  textile  industry.  How  do 
you  justify  wanting  the  MFA  when  you  see 
what  damage  it  has  ultimately  done  to  the 
textile  industry? 

(Mr  Calvert.)  My  understanding  — and 
I am  not  expert  on  the  MFA  and  the  textile 
industry — is  that  the  situation  in  the  textile 
industry  would  be  much  worse  without  the 
MFA  than  it  is  with  the  MFA.  The  mistake 
with  the  MFA,  as  I understand  it,  is  notthe 
principle  of  an  MFA  itself  but  the  precise 
way  it  has  been  drawn  up  and  regulated. 

(Mr  Feilden.)  And  its  inflexibility  — it 
does  not  take  into  account  new  entrants 
into  the  market  and  that  sort  of  thing.  What 
we  actually  want  is  to  deal  with  unfair  trad- 
ing situations  as  they  arise  in  a flexible 
manner,  which  in  the  end  amounts  to  a web 
of  agreements  that  govern  the  operation  of 
the  industry.  Wc  have  some.  They  are  all 
justified  on  the  basis  of  some  unfair  trading 
advantage,  lack  of  reciprocity,  something 
definitive,  but  it  comes  so  many  different 
ways  that  anything  which  is  rigid  in  its  con- 
cept you  can  drive  a coach  and  horses 
through  — and  that  is  the  trouble  with  the 
MFA. 


Mr  Thompson 

1230.  As  regards  MFAs,  can  I ask  you 
first  for  the  record  what  is  textile  footwear? 


1234.  I was  perhaps  being  the  Devil's 
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advocate  when  I said  that.  I know  we  are 
trying  to  renegotiate  a strong  MFA,  but 
you  yourself  are  something  of  an  expert, 
famous  for  industrial  agreements  through- 
out the  world.  Would  your  industry  not  be 
better  with  industry/industry  agreements 
rather  than  with  government/industry 
agreements? 

(Mr  Feilden.)  I am  not  feeling  very  fam- 
ous about  industry/industry  agreements  at 
the  moment,  and  simply  because  the 
Korean  agreement  is  not  being  kept  in  the 
precise  areas  that  are  most  sensitive  to  our 
industry.  I am  well  aware  that  it  was  a 
Government  agreement,  if  they  exceeded 
the  quota  that  shoes  would  cease  to  come 
in. 

1235.  But  there  are  not  global  quotas  in 
textile  and  the  quotas  that  arc  imposed  are 
always  retrospective.  When  something  else 
bobs  up,  we  chop  its  head  off — would  you 
find  that  satisfactory? 

(Mr  Feilden.)  I think  it  has  to  be  flexible, 
because  I think  the  problems  crop  up  in  so 
many  unexpected  ways.  I must  tell  you,  for 
instance,  that  Brazil  thought  of  a wonderful 
way  that  suits  them,  never  thought  of  by 
GATT  or  anybody  else.  They  have  a huge 
domestic  supply  of  bovine  hides,  so  they 
ban  their  export,  and  the  price  of  bovine 
hides,  which  is  70  per  cent  of  the  cost  of  the 
tanned  leather,  so  that  the  market  col- 
lapses. So  they  put  an  export  tax  on  the 
finished  leather,  so  that  no-one  else  gets  the 
advantage  — it  diminishes  the  advantage. 
There  is  nothing  in  GATT  that  says  you 
cannot  do  that,  and  as  a result  their  shoes 
are  competing,  in  our  view,  by  a trade 
distortion.  You  are  going  to  get  tricks  or 
actions  of  that  sort  cropping  up  in  all  sorts 
of  different  ways,  and  your  whole  approach 
to  this  problem,  1 think,  cannot  be  governed 
by  some  overall  statement.  It  has  to  be 
empirical  to  the  problems  that  crop  up, 
otherwise  they  will  make  fools  of  you. 

1236.  Would  you  like  to  join  in  the  next 
round  of  textile  MFA  or  to  negotiate  your 
own? 

(Mr  Feilden.)  We  would  like  to  negotiate 
our  own  because  the  countries  concerned 
and  the  precise  problems  appear  very 
different. 

Mr  Emery 

1237.  Returning  for  a moment  to  the 
enlargement  of  the  Community,  could  you 
tell  the  Committee  what  in  your  view  will 
be  the  effect  on  the  shoe  trade  of  the  acces- 
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sion  of  Spain,  of  Portugal  and  of  Greece  to 
the  EEC? 

(Mr  Clothier.)  Perhaps  I could  answer 
this,  because  it  is  obvious  there  has  been 
considerable  concern  to  the  whole  of  the 
European  shoe  industry.  You  are  no  doubt 
aware  of  the  strong  aversion  of  the  French 
in  a number  of  areas,  for  example,  to  the 
Spanish  threat  from  Spain.  Spain  has  a large 
shoe  industry.  It  has  a well  organised  shoe 
industry.  Greece  has  a medium  sized  one, 
which  I do  not  think  is  capable  of  great 
expansion.  It  has  limited  exports  to  the 
United  States  and  various  members  of  the 
European  Community.  Portugal  has  quite 
a low  cost  industry  and  it  is  a substantial 
exporter  to  the  Scandinavian  countries  and 
to  Britain . Spain  and  Greece  provide  export 
subsidies  in  one  form  or  another.  One  of 
the  things  one  can  say  is  that  export  subsi- 
dies will  disappear  under  the  EEC  rules. 
Portugal  is  simply  low  cost.  We  do  not  think 
there  is  too  much  in  the  way  of  export 
subsidy  there.  Therefore  on  the  current 
position  Portugal  represents  a greater 
threat  in  cost  terms  tnan  the  other  two. 
Spain  I do  not  regard  as  a serious  threat. 
Spain  will  do  some  things  right  — it  is  a 
slightly  less  successful  Italy  — out  they  have 
some  pretty  big  problems  in  industry.  Every 
time  they  seem  to  start  to  sell  more  shoes, 
for  some  reason  they  stop.  So  things  natu- 
rally do  not  go  in  their  favour.  I do  not 
regard  that  as  a particularly  great  threat.  I 
do  not  regard  Greece  as  a great  extra  sup- 
plier to  the  Community,  but  Portugal,  I 
think,  represents  a serious  problem. 


Chairman 

1238.  Which  end  of  the  market  does 
Portugal  represent,  the  low  end  or  the  bet- 
ter— class  end? 

(Mr  Clothier.)  The  middle.  It  is  not  very 
cheap  and  it  is  not  as  expensive  as  the  best 
Spanish  shoes,  for  example. 

(Mr  Feilden.)  There  is  a lot  of  domestic 
trade  with  a lot  of  domestic  manufacture. 

(Mr  Clothier.)  What  you  can  say  about 
these  three  countries  is  this.  Portugal  and 
Greece  have  a standard  of  living  about  the 
same,  but  they  do  have  considerable  wealth 
and  they  have  a class  of  consumer  which 
has  been  deprived  of  choice.  Undoubtedly 
for  the  European  Community  there  are 
very  considerable  market  advantages  in 
these  countries.  I think  the  balance  is  ter- 
rible even  for  most  of  the  countries  in  the 
European  Community.  If  they  would  open 
their  markets  everybody  would  be  happy 
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and  accept  them.  If  they  drop  their  subsi- 
dies, okay  — we  will  compete. 

Mr  Emery 

1239.  So  as  with  the  example  you  gave 
of  Portugal  and  the  hidden  blockage  with 
the  slippers  at  Christmas,  that  sort  of  dis- 
tinction would  fall.  Are  you  not  therefore 
saying  that  the  opportunities  for  export  into 
these  countries  are  probably  as  great  as  any 
further  import  penetration  here? 

(Mr  Clothier.)  Certainly  I would  say  on 
a European  basis  that  is  absolutely  so.  The 
only  thing  one  has  to  say  is  that  Portugal 
has  slightly  stronger  trade  connections  with 
this  country  and  it  might  push  rather  more 
in  here.  After  all,  they  have  no  other  advan- 
tages to  come  to  them  — they  are  already 
trading  free. 

1240.  That  is  right,  so  they  ought  to  be 
maximising  their  exports.  But  you  are  say- 
ing that  we  have  disadvantages,  so  if  those 
greater  disadvantages  were  to  go  it  would 
look  as  though  the  balance  ought  to  be 
more  in  our  favour? 

(Mr  Feilden.)  The  only  caution  is  that 
Portugal  is  an  EFTA  country  and  there  is 
no  possibility  those  obstructions  should 
exist  now.  Indeed,  the  Portuguese  compa- 
nies would  deny  categorically  their  exist- 
ence. They  do  not  normally  do  what  they 
have  done  in  this  case  and  make  the  mistake 
of  actually  putting  something  in  writing  by 
mistake.  I am  very  suspicious  indeed  that 
in  the  nature  of  those  governments  they 
would  be  capable  of  putting  up  considerable 
obstructions.  If  you  have  somebody  from 
the  Department  of  Trade  talking  about 
what  would  happen  if  we  persuaded  our 
customers  to  behave  in  the  same  way,  they 
would  say  they  would  be  thrown  out  by  the 
rest.  It  would  not  happen  here. 

1241 . Is  it  not  a fact  that  the  Secretariat 
of  the  EEC,  the  Commission,  is  opposed  to 
the  Secretariat  of  EFTA  in  actually  dealing 
with  any  of  these  problems?  Would  you  not 
say  there  is  a greater  chance  that  the  Com- 
mission would  act  than  anything  that  the 
EFTA  Secretariat  had  been  able  to  do? 

(Mr  Feilden.)  It  would  be  better. 

1242.  There  is  a lot  of  nodding  from 
your  other  companions.  Can  I turn  to  the 
German  factor?  I have  been  surprised  when 
you  have  stressed  the  high  quality  aspect  of 
the  German  market.  I was  always  under  the 
impression  that  the  problem  for  the  British 
shoe  manufacturers  was  that  of  the  cheap 


competition  and  that  on  the  whole  we  hail 
the  best  expertise  in  the  top  end  of  Z 
market,  particularly  of  the  men’s  side  of  the 
market,  though  of  the  market  generally If 
that  is  the  case,  why  it  is  that  we  have  no 
been  able  to  maximise  our  exports  to  Ger 
many  when  you  tell  us  their  demand  1 
appears  to  be  for  the  sort  of  product  ive  are  < 
producing? 

(Mr  Feilden.)  Let  me  give  you  an  exam,  i 
pie.  Until  very  recently  there  was  no  British 
manufacturer  of  women’s  shoes  who  made  I 
a pair  of  shoes  with  leather  soles.  ' 

Chairman 

1243.  Mr  Clothier,  as  President  of  the 

Euro-footwear  department,  would  you  like 
to  answer  that  question? 

(Mr  Clothier.)  I think  it  is  a very  inter- 
esting point  because  what  you  say  is  per- 
fectly correct.  The  British  shoe  industry 
and  particularly  the  Northampton  industry' 
has  a very  high  reputation  for  men’s  high 
grade  shoes.  There  is  no  doubt  that  that  has  f 
stood  in  good  stead  a number  of  manufac-  ■ 
turers  who  have  exported  extensively  to  a ! 
lot  of  countries  without  significant  adapta- 
tion of  product.  But  I think  what  we  have  ; 
to  say  is  that  that  is  a relatively  small  pan  1 
of  the  market.  The  men’s  dress  shoe  busi-  ' 
ness  is  a smaller  part  of  the  market  than  it  ' 
used  to  be.  The  German  dress  shoe  makers 
are  not  very  big  any  more  either.  There  is 
a market  for  very  high  grade  men's  casuals 
in  Germany  and  high-grade  women's  cas- 
uals and  this  kind  of  thing.  I think  the 
British  industry  has  been  under  particular 
pressure.  I will  give  you  an  example  of  my 
own  company.  We  make  women’s  dress 
shoes  in  large  quantities  — apart  from  chil- 
dren's shoes  and  various  other  things— but 
we  make  them  in  very  large  quantities  in  a 
very  highly  efficient  plant.  Trsey  are  made 
largely  of  synthetic  materials.  We  arc  not 
the  bottom  end  of  the  market  by  any  means. 
But  our  nearest  competitor  in  Germany,  a 
big  company  called  Gabor,  specialises  in 
this  trade  and  make  the  same  kind  of  quan- 
tity as  we  do  per  week  but  with  kid  leather 
uppers  and  leather  linings  and  mainly 
leather  soles.  Now  that  is  the  measure  ol 
the  market  difference.  Now  it  is  quite  clear 
that  you  can  adapt  your  product  to  the 
market  but  it  does  take  time  and  it  takes  a 
great  deal  of  care.  It  is  all  part  of  the  thing 
we  have  been  talking  about,  to  adapt  youi- 
self  in  a market  and  build  the  products 
which  will  sell  takes  a deal  of  time.  To  make 
high  grade  men’s  casuals  means  adapting 
one’s  production  and  organisation  to  do  it. 
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Mr  Emery 

1244.  Is  that  not  what  competition  is  all 
about  and  are  we  not  better  off  at  the  start 
if  we  are  in  the  high  quality  end  of  the 
market?  How  the  devil  have  we  let  someone 
steal  this  new  area  away  from  us? 

(Mr  Jones.)  I do  not  think  we  have.  We 
do  not  have  a lot  of  time  and  it  is  difficult 
for  me  to  answer  this  question  in  depth. 

Chairman 

1245.  If  you  feel  you  would  like  to  give 
a much  longer  answer,  by  all  means  submit 
a further  paper  to  us  to  amplify  what  you 
wish  briefly  now  to  say  in  reply. 

(Mr  Jones.)  Yes,  I think  it  would  take 
too  long  to  answer  it. 

Mr  Emery 

1246.  You  will  see  that  it  is  a very  dam- 
aging criticism  to  be  levelled  at  you  that  you 
have  not  applied  yourself  to  areas  where 
you  ought  to  have  maximised  your  export 
potential. 

(Mr  Calvert.)  May  I make  one  short 
point?  Our  exports  to  Germany  in  the  first 
three  months  of  this  year  were  up  by  104 
per  cent  in  volume,  and  it  is  now  our  third 
biggest  export  market.  So  things  are 
moving. 

(Mr  Feilden.)  Let  me  make  a very  quick 
answer.  There  are  boutiques  in  London  — 
King’s  Road,  South  Moulton  Street,  per- 
haps a few  around  Covent  Garden;  com- 
parable boutiques  in  the  rest  of  the  country 
are  virtually  nil.  Look  at  an  Italian  town  of 
any  size  and  there  will  be  three  or  four.  It 
has  a different  style  and  quality  of  industry 
which  it  supports  on  its  nome  front.  That 
has  a lot  to  do  with  it. 

(Mr  Clothier.)  I have  to  make  this  point 
very  clearly  because  no  European  operator 
can  operate  alone  in  his  home  market,  we 
believe,  if  he  is  going  to  operate  in  a spe- 
cialised field.  If  the  home  market  is  differ- 
ent from  the  export  market  you  will  have 
problems.  What  you  have  to  do  is  to  do 
what  we  are  tTying  to  do,  which  is  to  alter 
our  home  market  at  the  same  time  as  we 
are  trying  to  export.  That  is  one  of  the 
problems  that  we  face,  because  to  operate 
on  sufficient  scale  to  be  efficient  and  eco- 
nomic you  have  to  be  doing  some  of  it  in 
your  home  market  as  well,  You  have  to 
have  enormous  world  distribution  to  do  it 
on  an  export  only  basis.  We  have  done  it  in 
some  products. 

Mr  Crowther 

1247.  Can  I just  pursue  this  point?  I 
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was  interested  to  hear  — lam  sure  we  all 
were  — about  exports  to  Germany  going 
up  by  104  per  cent  in  the  first  three  months 
of  this  year.  That  is  great.  What  has  sud- 
denly, in  1980,  led  to  this  amazing  increase 
in  exports  to  Germany  apparently  which 
has  not  been  achieved  in  such  great  measure 
in  the  previous  seven  years  or  more  that  we 
have  been  in  the  EEC? 

(Mr  Feilden.)  It  has  been  achieved  con- 
sistently as  a growth  year  on  year  for  a 
number  of  years. 

1248.  On  that  kind  of  scale? 

(Mr  Feilden.)  Not  on  that  kind  of  scale. 
From  memory  it  was  40  per  cent  last  year. 
Three-month  figures  are  not  actually  at  the 
end  of  the  year. 

(Mr  Calvert.)  To  be  fair,  they  were 
depressed  in  the  first  three  months  of  last 
year  because  of  transport  strikes  and  things. 
The  104  per  cent  possibly  exaggerates  the 
position  somewhat  but  the  increase  would 
still  be  very  considerable  on  trend. 

(Mr  Feilden.)  The  increase  last  year  was 
44  per  cent. 

Mr  Emery 

1249.  Can  we  then  turn  to  the  position 
of  sterling  and  the  way  that  sterling  has 
affected  your  industry?  Sterling  was  low  in 
its  value  for  very  much  the  larger  part  of 
the  last  decade.  Then  it  was  high,  but  none- 
theless, rather  than  put  words  into  your 
mouth,  how  do  you  see  the  effect  of  sterling 
on  you  at  this  moment?  In  parenthesis,  it 
cannot  be  all  that  bad  if  you  have  had  an 
increase  of  104  per  cent  in  the  last  three 
months. 

(Mr  Jones.)  The  dramatic  changes  in  the 
value  of  sterling  in  respect  of  the  dollar  is 
something  that  we  all  have  to  recognise, 
making  exports  to  America,  Canada  and 
other  dollar-based  currencies  extremely 
difficult.  Now,  I have  been  in  fact  to  most 
of  the  countries  that  have  that  currency, 
particularly  Canada  and  America.  It  has 
meant  a considerable  jump  in  prices, 
coupled  with,  certainly  in  the  last  autumn, 
something  like  a 40  per  cent  increase  in 
leather,  let  alone  an  increase  in  wages.  Let 
us  assume  that  you  were  selling  or  just 
managing  to  sell  as  we  were  at  $100  and 
immediately  you  have  got  to  go  up  to  $130 
or  $135.  That  is  unacceptable  and  a big 
proportion  of  that,  in  fact  is  the  dollar.  It 
can  be  argued  that  long  term  you  can  sell 
against  a high  pound  value.  It  is  extremely 
difficult  because  there  is  tremendous  world 
competition  in  footwear.  Even  if  you  have 
y of  Southampton  Library  Digitisation  Unit 
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got  a strong  brand  name  it  does  not  actually  Mr  Foster 

get  you  to  the  first  place  when  you  really  1251.  Has  there  been  any  compensating 

want  to  be  there.  You  lose  continuity.  It  is  effect  on  raw  material  costs? 

very  frustrating  to  find  that  in  fact  your  (Mr  Feilden.)  Balancing:  it  balances  out, 

value  on  the  market  has  been  affected  by  does  it  not?  It  is  a nil  transaction.  In  the 

what  is  an  over-valued  pound,  when  you  export  market  it  is  simply  a nil  transaction 

can  stay  in  New  York  at  70  per  cent  of  the  What  you  are  left  with  carrying  is  your  own 

cost  of  staying  in  London,  as  I am  sure  you  labour  costs  and  service  costs  incurred  in 

know.  There  are  many  other  examples.  As  the  United  Kingdom. 

far  as  European  currency  is  concerned,  you  Chairman 

will  know  that  the  value  of  the  pound  is  not  1252.  May  I now  turn  to  the  question 

distorted  and  that  it  is  therefore  to  those  0f  y0ur  views  on  import  controls.  From 

countries  that  we  have  to  look.  We  are  y0ur  paper  it  would  seem  that  you  favour 

more  competitive  in  a sense  with  the  Euro-  import  controls  for  two  reasons:  first,  to 

pean  market.  It  is  damaging  the  British  rectify  an  unfair  trade  balance  and,  second 
shoe  industry  particularly,  I would  have  t0  re-invigorate  United  Kingdom  industry, 
thought,  in  the  men’s  leather  sector  which  js  there  not  a danger  that  such  controls 
I am  personally  involved  in,  but  a lot  of  our  would  replace  imports  from  outside  the 
exports  to  these  other  countries  in  fact  came  Community  by  footwear  from  our  own 
from  that  sector  of  the  market.  There  has  EEC  partners  without  any  benefit  to  United 
been  long  term  continuity  for  10,  15,  20  or  Kingaom  industry?  Do  you  not  agree  that 
25  years  and  it  is  particularly  damaging  to  competitiveness  can  never  be  improved  by 
have  a hiatus  or  a gap  in  your  trading  pat-  removing  competition? 
tern.  It  is  therefore  damaging  in  that  area.  (Mr  Feilden.)  Yes,  in  the  end,  I think  so. 
We  have  not  been  making  a tremendous  Look  at  the  position  of  the  Canadian  foot- 
point  of  it,  except  to  say  that  the  pound  is  wear  industry  which  is  extremely  unpopular 
unrealistically  valued  and  it  is  as  simple  as  the  consumer.  It  is  subsidised  by  some 
that.  You  have  to  say  that  in  world  terms,  fabulous  figure  per  employee  — about 
as  far  as  the  banker  is  concerned,  it  is  $120,  I am  told.  It  is  not  a precise  figure 
realistically  valued  but  it  is  certainly  not  as  Over  their  new  broadcast  they  say:  “Wake 
far  as  the  foot  manufacturers  are  concerned  up  an(j  feel  happy.  You  have  paid  7 cents 
who  are  trying  to  sell  overseas.  We  are  to  a Canadian  footwear  employee  today,” 
determined  on  that  point  because  I have  We  do  not  think  that  we  want  to  isolate 
had  to  experience  the  problems.  ourselves  from  competition  and  have  never 

(Mr  Feilden.)  I think  that  the  pound/lira  said  that  we  do.  If  you  are  in  the  Common 
buying  power  or  equivalent  currency  move-  Market  you  never  will . 
ments  and  inflation  rates  have  left  us  again 

at  a very  substantial  disadvantage.  I would  1253.  You  say  on  page  6 of  your  paper 
attribute  a very  large  part  of  last  year’s  that  tt  will  be  difficult  at  present  to  make 
enormous  increase  in  Italian  footwear,  out  a case  for  such  action  that  would  not 
which  was  greater  here  than  their  success  blatantly  break  GATT  rules.  Do  you  mean 
in  other  countries  — they  had  a particularly  lhat  you  cannot  show  serious  injury  under 
special  success  with  the  States  which  was  Article  19  or  material  injury  under  the  anti- 
for  a special  reason — but  we  would  attrib-  dumping  Article  6? 
ute  our  pressure  of  Italian  imports  to  the  (Mr  Calvert.)  We  could  not  show  senous 
pound  very  much  at  the  moment.  injury  under  article  19  at  this  particular 

point  of  time  arising  from  the  increase  in 
Mr  Crowther  the  totality  of  imports  from  third  countries 

1250.  Were  you  able  to  do  much  in  the  which  is  what  we  would  have  to  do. 
way  of  increasing  exports  when  the  pound  Recently  the  bulk  of  the  increase  in  imports 
was  at  its  lowest  ebb,  some  few  years  ago?  has  been  from  EEC  countries  and 
(Mr  Feilden.)  We  have  had  a fundamen-  associates, 
tal  change  of  attitude  on  export.  In  our  Mr  Crowther 

Federation  we  have  a man  who  is  whole  1254.  I am  a little  puzzled  as  to  why  you 
time  working  on  this  and  has  introduced  a say  on  page  7l  of  your  paper  that  in  relation 
lot  of  clients  and  this  sort  of  industry  cam-  to  imports  from  the  Comecon  countries 
paign  to  move  into  Europe  has  home  some  these  imports  have  proved  most  damaging 
fruits.  There  are  special  schemes  and  so  on,  of  all  "as  they  tend  to  offer  similar  styles  of 

but  making  the  whole  industry  concentrate 

on  European  exports  has  had  some  results,  ’See  p 340. 
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leather  footwear  to  those  with  bulk  market 
in  the  United  Kingdom,  but  at  an  artificial 
price  level  . . Despite  this  advantage 
that  they  apparently  have  they  have  man- 
aged to  reduce  their  imports  since  1974  and 
in  fact  at  a total  of  7 million  out  of  110 
million  pairs  I am  puzzled  as  to  why  you  say 
this  is  the  most  damaging  of  all. 

(Mr  Feilden.)  It  is  most  damaging 
because  they  are,  actually,  to  put  it  quite 
bluntly,  copying  the  best  selling  bulk  fines 
in  the  United  Kingdom  directly.  They  are 
selling  them  on  price  so  that  when  they  sell 
the  pair  they  are  directly  competing 'with 
what  is  made  in  the  United  Kingdom.  We 
have  actually  a pair  of  boots  here  from 
Czechoslovakia  to  illustrate  that  point  quite 
precisely. 

(Chairman.)  1 think  exhibits  are  a little 
difficult  to  deal  with  in  the  Committee.  The 
shorthand  writer  is  unable  fully  to  describe 
them,  but  we  will  look  at  them  afterwards. 

I was  wondering  what  the  plastic  bag  was 
for  from  the  Duty  Free  shopping 
department. 

Mr  Emery 

1255.  It  did  not  look  like  Crockett  and 
Jones! 

(Mr  Calvert.)  Can  I add  to  Mr  Crowther's 
point?  When  I first  joined  the  industry  I 
was  as  surprised  as  he  that  this  seven  per 
cent  of  the  total  imports  seemed  to  be  caus- 
ing so  much  trouble  in  the  industry. 

Mr  Crowther 

1256.  Actually  it  is  seven  million  pairs 
out  of  111)  million  pairs,  so  at  this  stage  it  is 
a little  under  seven  per  cent. 

(Mr  Calvert.)  That  is  right,  but  having 
talked  to  the  industry  and  heard  it  directly 
from  manufacturers  f now  understand  very 
well  indeed  the  worry.  It  is  because  of  these 
imports  from  east  Europe.  OK,  I will  not 
actually  show  them,  but. there  are  two  iden- 
tical pairs  of  boots  here.  One  was  made  in 
this  country  and  is  being  offered  for  sale  at 
about  £9  and  the  other  is  coming  in  now 
from  Czechoslovakia,  being  the  identical 
boot  in  just  about  every  important  respect, 
and  is  offered  for  sale  to  the  trade  at  about 
£6. 

1257.  Is  it  the  view  of  your  organisation 
that  this  matter  can  best  be  dealt  with 
through  voluntary  restraint  agreements  or 

i would  you  rather  see  a price  fixing  arrange- 
ment which  wiped  out  what  appears  to  be 
difficult  competition  for  you  to  deal  with? 


dealing  with  through  an  anti-dumping  case. 
With  Comecon  imports  generally  the  diffi- 
culty with  anti-dumping  procedures  is  that 
basically  at  best  you  can  only  take  action, 
or  action  can  only  be  taken,  about  a year 
after  the  decision  to  buy  has  taken  place.  I 
think  really  we  would  prefer  one  of  two 
systems:  either  voluntary  restraint  agree- 
ments with  ceilings  much  lower  than  the 
present  level  and  made  more  flexible  in 
relation  to  the  state  of  the  United  Kingdom 
market;  either  that  or  possibly  — and  I 
think  some  thought  should  be  given  to  this 
one  — some  way  of  vetting  prices  of  pro- 
duce being  offered  by  their  countries  before 
they  arrive  on  the  market  in  bulk. 

Mr  Emery 

1258.  You  say  in  your  paper  that  the 
Far  Eastern  countries  “have  made  major 
inroads  into  the  United  Kingdom  . . .mar- 
ket ..  . because  of  its  affinity  to  the  United 
States  market  and  for  historical  reasons”. 
Why  is  an  affinity  between  the  United  King- 
dom and  the  United  States  market  a great 
benefit  to  the  Far  East  and  what  are  the 
historical  reasons  for  their  coming  in? 

(Mr  Feilden .)  Trading  companies  and  the 
English  language  is  the  way  it  starts.  If  you 
are  going  to  sell  in  France  you  have  to  speak 
French.  Most  people  in  the  Pacific  basin 
speak  English  and  that  is  their  other  lan- 
guage. It  is  a huge  inbuilt  encouragement. 
If  you  speak  English  and  you  want  to  sell 
shoes  in  Europe  what  country  do  you  go  to 
first?  It  is  as  simple  as  that. 

1259.  But  the  Italians  or  the  Swiss  or 
the  other  countries  selling  shoes  in  Britain 
always  have  someone  who  will  speak 
English. 

(Mr  Feilden.)  Yes,  but  this  is  not  really 
the  point.  If  you  are  someone  living  in 
Taiwan  what  is  the  first  language  you  are 
going  to  learn?  It  is  English  because  it  cov- 
ers primarily  the  United  States  but,  as  a 
spin-off,  it  takes  in  the  United  Kingdom  as 
well.  You  do  not  before  learning  English 
learn  French  to  sell  in  France. 


Mr  Cockeram 

1260.  Can  that  not  be  stood  on  its  head , 
though?  Are  you  not  as  exporters  therefore 
at  a great  advantage  because  you  speak  the 
language  which  most  other  people  speak, 
too? 

(Afr  Feilden.)  We  would  be  at  an  enor- 
mous advantage  if  we  were  allowed  to  sell 

in,  those  countries,  which  we  are  not. 
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1261 . If  you  are  exporting  abroad  Eng- 
lish is  most  people’s  second  language  so  are 
you  not  at  an  advantage? 

(Mr  Feilden.)  Without  doubt. 

Mr  Emery 

1262.  So  this  sentence  really  only 
applies  to  language  and  not  anything  else? 

(Mr  Calvert.)  Of  all  the  European  coun- 
tries this  is  culturally  the  most  similar  to  the 
United  States.  Therefore,  it  means  that 
styles  which  have  an  appeal  in  tire  United 
States,  all  things  being  equal,  of  all  the 
European  countries  are  most  likely  to 
appeal  to  this  one.  That,  and  also  the  con- 
centration of  buying  power  here,  which  we 
have  referred  to  before,  makes  this  country 
the  very  obvious  second  port  of  call  after 
the  United  States, 

(Mr  Feilden.)  And  the  existence  of  the 
old  trading  companies  that  do  the  exporting 
from  the  East. 


Mr  Crowther 

1263.  Are  you  including  Japan  amongst 
the  Far  Eastern  countries  when  you  say  that 
they  “rely  for  their  success  on  minimal 
wages,  long  hours  . . .”  and  so  on? 

(Mr  Feilden.)  No. 

Mr  Foster 

1264.  Are  you  saying  that  Brazil  pro- 
vides the  United  Kingdom  with  greater 
problems  than  Italy? 

(Mr  Feilden.)  No. 

1265.  But  it  is  growing  very  rabidly. 

(Mr  Feilden.)  Quite  simply,  in  broad 

terms,  although  there  are  comments  you 
could  make  about  Italian  labour  practices, 
their  own  government  is  probably  incapable 
of  dealing  with  it  more  than  anybody  else’s. 
In  broad  terms  we  are  attacking  Brazil 
because  it  is  a distortion  of  trade.  We  are 
not  attacking  Italy  on  those  grounds 
because  it  is  not  a distortion  of  trade.  We 
cannot  say  that  they  are  subsidising  exports. 
We  can  in  the  case  of  Brazil.  That  is  why 
we  attack  them. 

(Mr  Jones.)  We  also  have  to  acknowledge 
that  the  Brazilian  footwear  which  is  coming 
in  to  this  countiy  and  which  they  are  best 
capable  of  making  at  the  present  time  is 
leather  footwear  of  a fairly  formal  type  of 
shoe,  whether  it  be  a sandal  or  a complete 
shoe.  This  hits  very  hard  at  the  British 
manufacturer  who  already  is  catering  for 
the  market.  If  he  is  going  to  be  beaten  at 
£5  or  £7  a pair  at  retail  and  the  shoes  are  all 
leather  and  possibly  British  shoes  already 


have  got  a plastic  lining,  the  woman  who  is ' 
going  to  buy  the  shoes  savs  “I  am  getliiu 
an  all-leather  shoe  for  £15.  This  is  J I 
tic”.  May  be  they  are  not  all  that  good  am! 1 
she  does  not  buy  another.  The  accept’ann 
of  the  public  level  is  something  we  are  w 
sure  about.  What  we  do  know  is  this  that  > 
it  is  a particular  hurt  to  the  British’shoe 
industry.  The  point  I would  like  to  make  is 
that  once  you  amputate  an  area  of  mano- 
facture  in  footwear  it  is  rather  like  ampL- 
taring  an  arm.  It  never  regenerates  again  ' 
We  have  lost  areas,  complete  areas,  and 
you  never  start  them  up  again. 


1266.  What  has  been  the  reaction  of  tie 
Department  of  Trade  to  representation 
you  have  been  making? 

(Mr  Jones.)  So  far  it  has  been  disappoint- 
ing in  the  time  it  has  taken.  We  have  been 
dealing  with  Brazil  since  February,  really. 

(Mr  Feilden.)  In  fact,  it  is  fair  to  say  that 
the  Department  of  Industry,  certainly  sup 
ports  our  position  over  Brazil  and  the  posi- 
tion of  the  Department  of  Trade  is  that  it 
was  discussed  recently  in  Brazil  and  as  1 
would  predict  there  was  no  particular 
“give”  from  them.  What  happens  after  that 
we  have  to  see. 


1267.  You  were  saying  it  had  taker  [ 
much  longer  than  you  had  hoped. 

(Mr  Feilden.)  Yes.  The  format  submit-  f 
sion  not  been  in  for  very  long. 

(Mr  Jones.)  We  realise  that  negotiations 
do  take  time.  During  the  period  that  they  1 
go  on  further  damage  is  being  created.  A _ 
lot  of  buyers  are  over  in  Brazil  at  the  present 
time,  no  doubt  placing  further  orders,  If  = 
they  knew  there  was  going  to  be  a 20  pet 
cent  duty  tomorrow  it  would  make  a con-  ' 
siderable  difference  to  the  number  of  shoes 
that  they  would  actually  buy  when  they  are 
there  or  in  this  country. 

(Mr  Feilden.)  Or  even  if  something  really 
aggressive  like  that  was  hinted  at. 

(Mr  Jones.)  It  would  also  make  a differ- 
ence to  the  planning  of  British  manufactur- 
ers for  the  future.  Morale  is  low.  If  you 
have  morale  low  in  an  industry  you  do  not 
invest  in  it.  You  are  not  as  courageous  as 
you  should  be.  You  are  looking  for  reasons 
for  why  you  are  not  doing  well.  You  ate 
looking  introspectively  instead  of  out- 
wardly and  being  outward-going.  All  these 
cases  of  markets  dropping  away  from  us 
and  imports  coming  in  totally  unfairly 
costed  make  the  morale  in  this  industry 
very  difficult  to  maintain.  Of  course  com- 
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panies  have  done  well  in  the  past.  Some  are 
doing  quite  well  now,  but  look  at  the  shrink- 
age in  this  industry.  It  is  not  that  the  people 
running  shoe  factories  really  are  more 
incompetent  than  the  people  running  com- 
puter manufacturers.  It  is  the  trading  posi- 
tion. This  is  the  problem.  Come  and  try  and 
run  a successful  enterprise  in  this  situation. 

If  you  are  not  careful  the  successful  ones 
will  become  multinational.  The  successful 
people  will  invest  overseas  and  not  in  this 
country.  You  will  not  be  helping  the  posi- 
tion, then.  It  is  a very  damaging  future  that 
we  see,  if  we  are  not  careful.  I want  to  make 
the  point  that  the  shoe  industry  in  our  opin- 
ion is  viable  but  in  the  last  ten  years  it  has 
been  very  difficult  to  make  sure  that  we 
know  it  is  going  to  be  viable.  We  have  not 
received  government  support  as  we  think 
we  shouldhave  had.  We  have  put  case  after 
case  after  case.  We  have  asked  for  imports 
to  be  stopped  at  the  source  from  coming 
into  this  country,  as  price  levels  will  prove. 
We  say  we  do  not  want  any  men’s  shoes 
under  £8  because  they  must  be  dumped. 
Why  can  you  not  stop  and  let  us  have  a look 
at  them?  We  are  all  British  people.  All  we 
are  trying  to  do  is  to  make  sure  that  our 
industry  has  a chance.  A particular  section 
of  it  has  not  had  a fair  chance  for  a long 
time.  That  is  why  we  feel  strongly  that  we 
have  put  a lot  of  effort  in.  We  are  not 
stupid.  We  are  not  just  holding  on  to  a craft 
industry  or  whatever  for  many  years.  A lot 
of  development  has  taken  place  in  the  shoe 
industry  and  with  very  good  research  back- 
ground. We  have  done  a great  deal  but  it  is 
very  very  difficult  in  the  climate  we  have 
haa  to  trade  in  over  the  last  ten,  15  or  20 
years.  I acknowledge  that  you  must  help 
the  third  world.  I am  a firm  believer  in  it. 
I understand  that  policy,  but  you  have  to 
stop  somewhere.  What  is  happening?  I can 
give  an  example  of  my  own  company.  We 
can  no  longer  sell  in  Australia  or  New  Zea- 
land so  we  are  having  our  shoes  made  there. 
That  is  a loss  of  35  to  40  jobs  in  1980.  This 
is  what  is  happening.  I cannot  make  another 
decision  because  I know  that  this  market  is 
not  going  to  be  open  because,  unfortu- 
nately, I have  never  seen  these  markets 
reopened.  You  have  to  make  a concious 
decision.  This  makes  it  very  difficult  to 
maintain  the  labour  force  in  this  country.  I 
am  sorry  to  go  on  at  such  length,  Mr 
Chairman. 

Chairman 

1268.  Not  at  ail.  In  many  ways  that  has 


supplemented  many  of  the  things  that  you 
and  your  colleagues  have  said  and  much  of 
the  information  that  we  wish  to  have  from 
you.  Time  presses,  though  and  we  must 
draw  these  present  proceedings  to  a close. 
As  a final  question  I would  like  to  ask  you, 
has  the  footwear  industry  itself  collectively 
been  satisfied  with  its  relations  with  the 
Department  of  Industry  here,  as  it  were,  as 
the  sponsoring  department  and  with  the 
Department  of  Trade  as  the  guardian  of 
your  trading  interests?  The  answer  could 
be  either  “Yes”  or  “No”. 

(Mr  Jones.)  They  have  been  good  lis- 
teners. We  think  that  we  have  understand- 
ing and  support.  Unfortunately  for  the 
moment  we  do  not  really  feel  that  action 
has  been  taken  as  deliberately  and  in  our 
interests  because  of  the  problems  we  have 
as  firmly  and  as  concisely  as  we  would  have 
liked.  On  the  other  hana,  our  relations  with 
both  Departments  are  good.  The  commu- 
nications are  good,  but  you  know  you  can 
talk  to  people  and  you  think  you  have  con- 
vinced them  but  you  do  not  really  know  if 
ever  you  are  going  to  actually  get  some 
movement  in  the  direction  we  have  been 
talking  about.  That  would  help  the  morale 
tremendously. 

1269.  Perhaps  you  could  let  us  have  a 
further  paper  setting  out  in  detail  those 
areas  you  feel  where  you  are  slightly  bump- 
ing up  against  a rubber  wall,  and  if  we  can 
help  that  is  part  of  our  purpose  in  life  here. 

I hope  that  you  and  your  colleagues  will  be 
able  to  stay  and  listen  to  your  colleagues 
from  Lancashire  who  have  been  listening  to 
all  your  evidence  and  whether  they  have 
anything  to  add  to  it  or  perchance  to  detract 
from  it.  I think  I must  bring  these  proceed- 
ings to  a close  now  and  to  say  on  behalf  of 
all  my  colleagues  how  grateful  we  are  for 
your  attendance  this  morning  and  for  the 
informative  way  in  which  you  have  given 
your  evidence  and  answered  our  questions. 
Thank  you. 

(Mr  Jones.)  Thank  you  for  the  time  you 
have  given  us.  If  sometimes  you  have  read 
into  this  report  a stress  which  is  not  there 
or  that  we  did  not  really  intend  to  make, 
perhaps  we  can  have  a chance  of  correcting 
that  and  we  will  give  you  some  revised 
paragraphs. 

(Chairman.)  Thank  you.  We  shall  look 
at  the  exhibits  with  the  greatest  of  interest 
later  on. 
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THE  EFFECT  OF  THE  ENTRY  OF  SPAIN,  GREECE  AND  PORTUGAL 
INTO  THE  EEC  (M162) 

Note  by  the  British  Footwear  Manufacturers’  Federation 

1.  Trade  between  the  UK  and  Spain,  Greece  and  Portugal  last  year  as  follows: 

Spain 


UK  exports 

Pairs  000 
54 

Value  £000 
268 

UK  imports 

6,144 

32,573 

UK  exports 

Greece 

56 

278 

UK  imports 

441 

2,439 

UK  exports 

Portugal 

5 

29 

UK  imports 

4,078 

13,317 

2.  Tariffs  on  representative  headings  are  currently  as  follows: 


Men's  Leather 

Women’s 

Plastic 

Spain 

UK 

4.8% 

°& 

UK 

8% 

Opposing 

10.3% 

Greece 

Free 

cA0% 

Free 

c40% 

Portugal 

Free 

Free 

Free 

Free 

In  addition  to  the  above: 

Spain:  - restricts  the  export  of  hides 

- requires  an  import  declaration 

- imposes  a 10  per  cent  surcharge  on  imports  and  allows  a 10  per  cent  rebate 
on  exports  as  part  of  its  cascade  tax  system  which  distorts  trading  terms  in 
its  favour. 

Greece:  - controls  the  price  of  imports 

- is  currently  running  an  import  deposit  scheme 

- requires  import  licences. 

Portugal:  - has  a surcharge  of  10  per  cent  on  imports 

- requires  import  licences,  which  are  subject  to  delay. 

It  is  difficult  to  be  precise  about  the  effects  on  footwear  trade  of  the  entry  of  the  three 
countries.  Our  tariffs  are  already  non-existent  or  low  while  theirs  are  generally  very  high. 
The  single  exception  is  the  non-leather  tariff  vis-a-vis  Spain,  and  here  the  likely  sufferer 
from  the  reduction  of  our  10  per  cent  is  Italy,  and  to  some  extent  France.  Otherwise,  it 
is  clear  that  at  present  trade  with  all  three  countries  is  on  very  one  sided  terms. 

Our  estimation  would  be  that  the  psychological  effects  of  entry,  and  the  elimination  of 
remaining  tariffs,  may  lead  to  some  moderate  increase  in  imports  in  itself.  But  as  their 
type  of  competition  is  basically  South  European  in  idiom,  the  Italians  might  feel  the 
competition  on  our  market  at  least  as  much  as  ourselves. 

As  for  exports  it  would  be  unrealistic  to  expect  that  they  will  quickly  became  large 
markets.  However,  on  level  terms  there  is  no  reason  why  we  should  not  export  as  much 
to  the  three  countries  combined  as  we  do  to,  say,  Italy  now  (650,000  pairs  worth  £3.9 
million  last  year). 

In  the  longer  term,  if,  as  is  a declared  aim  of  the  Community,  there  is  a convergence  of 
living  standards,  there  is  no  reason  why  the  trade  imbalance  should  not  be  significantly 
reduced. 
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Bearing  these  points  in  mind  the  BFMF  has  made  a number  of  representations  direct 
to  the  Government,  through  the  CBI,  and  to  the  Commission  through  GEC  at  various 
times  on  aspects  of  the  entry  negotiations  with  the  three  countries.  The  principles  behind 
these  representations  have  been  as  follows: 

1.  Tariffs  on  both  sides  should  be  abolished  on  the  shortest  possible  time  scales  (on  the 
thinking  that  at  present  the  relative  rates  are  very  much  to  our  disadvantage). 

2.  Non-tariff  distortions  to  trade  should  be  removed  at  the  date  of  accession. 

3.  Safeguard  clauses  to  allow  defence  against  import  surges  should  be  retained  for  as 
long  as  possible  (in  practise  as  long  as  the  tariff  reduction  time  table). 

4.  No  aid  of  any  kind  should  be  given  to  the  three  countries  which  could  be  used  to 
strengthen  their  footwear  manufacturing. 

BFMF 
May  1980 


Letter  from  the  Director-Secretary,  Lancashire  Footwear  Manufacturers’  Association, 
to  the  Chairman,  of  the  Committee  dated  18  June  1980  (M173) 

There  was  one  further  document  you  sought,  namely  a comparison  of  prices  of  two 
half-pairs  of  shoes  purchased  at  a shop  owned  by  the  BSC,  one  of  which  was  imported 
from  Poland  and  one  from  Czechoslovakia.  I have  shown  in  this  document  a comparison 
of  the  material,  labour  and  other  costs.  You  will  see  that  the  firm  marked  (a)  has 
abnormally  low  labour  costs  as  compared  with  the  other  two  firms.  You  will  find  a cross 
reference  to  this  in  my  paper  where  the  costs  of  production  of  injection  moulded  footwear 
can  drastically  reduce  labour  costs.  This  is  a typical  illustration.  To  all  intents  and  purposes 
the  comparisons  of  the  other  two  firms  show  the  labour  cost  to  be  closely  identical  with 
each  other  as  well  as  the  material  costs  and  it  shows  clearly  that  the  landed  cost  of  the 
Polish  and  the  Czechoslovakian  shoes  is  fractionally  above  tne  cost  of  purchasing  the  raw 
materials  in  this  country. 

I hope  I have  made  this  point  reasonably  clear  both  in  the  evidence  submitted  on  behalf 
of  the  Association  and  in  the  oral  evidence  following  questions  by  yourself  and  a number 
of  Members. 

AH  LEWIS 

Director-Secretary 


I POLISH  1 CZECHOSLOVAKIA 
TRAINING  SHOE 


Retail  Price  1 @ £10.99  1 @ £11.99 

Estimated  landed  price  UK  £5.50  — £6.00 
UK  Quotes 

Materials  and  Components 
Direct  Labour 

Overheads,  Carriage,  Discount 

FIRM  A* 

4.15 

92 

2.25 

FIRM  B * 
4.37 
1.55 
3.24 

FIRM  C* 

4.08 

1.47 

2.77 

£7.32 

£9.16 

£8.32 

‘Price  quoted  by  this  company  is  based  on  injection  moulded  sole. 
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Revised  section  under  heading  "EEC  Competition"  on  page  339  above 

It  would  be  wrong  not  to  refer  to  European  imports  given  their  overall  importance  in 
the  total.  We  accept  that  we  have  to  live  with  these  and  that  they  are  generally  fair  except 
in  one  respect.  This  is  the  alleged  non-observance  by  the  Italians,  who  account  for  80  pej 
cent  of  our  imports  from  the  EEC,  of  social  standards  for  employing  a significant  partof 
their  labour  force.  As  The  Times  noted  in  its  first  leading  article  of  the  11th  June  1980 
“...people  have  begun  to  notice  that,  whatever  the  official  figures  say,  a lot  of  healthy 
economic  activity  is  going  on  behind  the  backs  of  taxman  and  statistician”. 

No  one  knows  precisely  the  real  scale  of  the  problem  in  the  footwear  industry.  Official 
statistics  put  the  number  employed  at  125,000  in  1978.  However,  representatives  of  the 
Italian  industry  have  referred  to  the  true  level  as  being  nearer  200,000,  and  our  own 
calculations  based  on  likely  levels  of  production  and  productivity  in  the  industry  confirm 
this.  It  seems  very  possible  that  social  security  charges  are  not  invariably  paid  in  respect 
of  the  unrecorded  75,000  and  that  official  minimum  wages  and  other  labour  standards  are 
not  invariably  enforced  on  their  behalf.  If  so,  this  may  be  a very  important  contributory 
factor  to  the  success  of  the  Italian  industry.  Although  we  believe  that  only  the  Italian 
authorities  themselves  can  be  responsible  for  enforcing  minimum  wages  and  social  security 
standards,  we  still  feel  it  right  to  draw  the  Committee’s  attention  to  this  problem. 

Relations  with  Government  Departments 

The  industry  has  for  several  years  at  least  enjoyed  close  relations  with  Department  oj 
Industry  officials.  We  have  felt  that  we  can  be  assured  of,  at  the  least,  a sympathetic 
hearing  and,  in  more  cases  than  not,  the  active  support  of  the  Department  in  our 
representations  to  Government.  At  the  same  time  we  have  been  impressed  with  the 
calibre  and  energy  of  individual  officials  there. 

We  find  it  more  difficult  to  comment  in  general  terms  about  our  relations  with  the 
Department  of  Trade.  We  have  contacts  — often  intermittent  — with  a large  number  ol 
different  sections  and  individuals,  some  of  which  we  find  satisfactory  and  some  less  so. 
The  Department  of  course  often  has  to  balance  our  interest  against  what  they  see  as  being 
the  interest  of  other  groups  and  we  feel  that  more  often  that  not  the  scales  come  down 
against  us.  This  makes  us  question  whether  Department  officials  are  tough  enough  in 
negotiations  with  other  countries  in  defending  this  country’s  interests,  and  are  not  over 
anxious  about  the  dangers  of  retaliation.  This  in  turn  we  feel  may  stem  from  a philosophy, 
still  held  in  some  parts  of  the  Department,  that  trade  with  other  countries  should  be 
increased  as  a desirable  end  in  itself.  Such  an  attitude  seems  particularly  marked  in 
dealings  with  East  European  countries  where  we  feel  far  too  little  attention  has  been  paid 
to  the  domestic  cost  of  allowing  access  to  imports  from  these  countries.  It  is  notable  that 
the  Department  of  Agriculture,  which  combines  sponsoring  responsibility  with  responsi- 
bility for  commercial  relations,  recently  acted  very  decisively  to  defend  domestic  interests 
in  banning  imports  of  subsidised  new  potatoes  from  Greece  and  Spain.  Maybe  there  is  a 
lesson  to  be  drawn  here. 

Memorandum  submitted  by  the  Lancashire  Footwear  Manufacturers'  Association 

(MI46) 

The  Lancashire  Footwear  Manufacturers'  Association  comprises  36  footwear  establish- 
ments, principally  in  North  East  Lancashire,  but  there  arc  also  members  in  Wigan, 
Stalyhridge,  Cumbria,  Richmond  (Yorkshire)  and  Burton-on-Trent.  By  employee 
strength,  LFMA  members  employ  8 ,500  persons  mainly  full-time,  60  per  cent  of  employees 
being  women. 

In  addition  to  the  registered  labour  force  mentioned  above  we  estimate  that  some 
2,500-3.000  persons  are  employed  in  the  footwear  industry,  but  in  firms  not  linked  to  the 
Association  or  Union  organised.  The  majority  of  these  firms  are  small  units  of  between 
5 to  50  employees,  although  there  are  notable  exceptions.  Taking  into  account  the  total 
UK  employment  strength  of  the  Industry  at  67,208*,  this  represents  17  per  cent  of  the 
labour  force  engaged  in  the  Industry. 


• Source : Footwear  Training  Board  1979. 
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It  is  recognised  that  some  2,000  employees  in  four  firms  are  directly  federated  to  the 
British  Footwear  Manufacturers’  Federation  which  body  has  already  presented  a paper. 
Nevertheless  those  four  firms  support  this  additional  paper,  which  hopefully  will  comple- 
ment and  not  conflict  with  BFMF  views. 

It  is  important  to  emphasise  that  the  LFMA  members  are  all  Made-to-Order  footwear 
producers.  This  is  the  situation  where  footwear  is  made  in  bulk  with  brand  names  inserted 
by  the  footwear  retailers  such  as  British  Shoe  Corporation,  K Shoemakers,  Norvic,  Lotus, 
David  Scott,  etc.  Being  Made-to-Order  houses  makes  it  easier  to  identify  and  develop  a 
common  policy  amongst  members,  and  we  are  confident  that  this  paper  fully  reflects  the 
views  of  major  footwear  manufacturing  interests  in  the  area  covered  by  the  Association. 

The  Association’s  membership  produced  an  estimated  28  million  pairs  of  footwear  in 
1979  and  attached  is  a table  showing  production  over  the  last  10  years  (Appendix  A).  We 
estimate  the  total  production  of  the  area  covered  by  the  Association  to  be  32  million 
pairs,  with  an  approximate  value  of  £74  million.  We  equalled  Italian  imports  in  pairage 
terms. 

What  may  be  interesting  to  notice  is  that  relatively  speaking,  the  LFMA  membership 
has  retained  a larger  part  of  UK  production  compared  to  the  overall  UK  production.  The 
Lancashire  area  appears  to  have  successfully  weathered  import  penetration.  It  is  import- 
ant, however,  to  emphasise  that  the  figures  of  production  and  total  employed  does  not 
take  into  account  changes  in  membership,  which  has  shown  a slight  increase.  However, 
in  spite  of  this,  both  production  and  operative  strength  appear  to  confirm  that  up  to  the 
time  of  presenting  this  paper,  there  appeared  to  be  a great  degree  of  resilience  in 
Lancashire  than  in  some  comparable  areas. 

The  Industry  covered  by  the  Association  is  referred  to  traditionally  as  “the  slipper 
trade”.  The  Industry  developed  in  the  19th  century  mainly  from  slipper  production  but  as 
the  attached  analysis  will  show,  slippers  and  house  footwear  now  form  a smaller  part  of 
the  total  production.  The  introduction  of  modern  technical  equipment  and  machinery  has 
drawn  the  Industry  into  more  sophisticated  shoemaking  wtiicn  attracts  a higher  grade 
accolade  from  those  well  known  retail  houses  with  a reputation  for  quality.  We  believe 
that  the  LFMA  manufacturers  will  continue  to  play  a decisive  role  in  footwear  manufac- 
turing in  the  UK  by  improved  technology  and  versatility  in  the  market  place.  There  are, 
however,  very  important  considerations  to  be  taken  into" account  if  this  broad  strategy  can 
be  continued  over  the  next  ten  years. 


Imports 

It  will  be  seen  from  page  9 table  1 of  the  Footwear  EDC  Progress  Report  1980  published 
by  the  NEDC,  that  the  UK  manufacturing  industiy  share  of  the  total  UK  market  has  been 
in  continuous  decline  since  1972.  The  table  contains  a forecast  of  expected  production  for 
1982,  which  it  is  not  relevant  to  dwell  on  at  this  time,  but  this  will  be  discussed  later. 
(Table  1 is  reproduced  on  Appendix  A.)  In  addition  to  loss  of  market  share  by  volume, 
there  is  also  a significant  fall  in  market  share  by  value. 

The  gap  between  UK  manufacturers’  market  share  and  total  consumption  is  imports. 
Total  penetration  of  import  penetration  is  shown  as  Appendix  B , ie  extract  of  page  8 of 
the  Footwear  EDC  Progress  Report  1980. 

Apart  from  1979  there  has  been  a clear  and  unequivocal  growth  in  imports.  By  the  end 
of  1979  it  was  estimated  that  import  penetration  had  reached  nearly  46  per  cent.  Trade  for 
the  first  quarter  1980  indicates  that  the  penetration  is  likely  to  continue  at  an  even  higher 
level. 

It  is  important  to  consider  the  geographical  areas  which  constitute  the  main  supply  areas 
of  UK  footwear  imports.  Latest  figures  available  — first  quarter  1980  — show  import 
penetration  at  53  per  cent.  This  could  jeopardise  an  additional  5 to  10,000  jobs. 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


364 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


[Continued 


11  June  1980) 


Italy  is  a major  European  supplier  to  UK  with  some  80  per  cent  of  total  European 
imports.  The  balance  of  total  EEC  imports  is  quantitavely  France  and  then  to  a lessei 
degree  Ireland,  and  the  rest  of  the  Community  make  up  the  balance.  From  the  Pacific 
Basin,  Hong  Kong,  South  Korea,  Taiwan  and  to  a lesser  degree  Malaysia  and  the 
Philippines  are  suppliers,  with  India  and  Sri  Lanka  playing  a more  active  part.  In  the  case 
of  South  Korea  there  is  in  existence  a voluntary  marketing  agreement  negotiated  between 
BFMF  and  the  Korean  manufacturers;  there  is  a Government  imposed  non-leather  quota 
on  Taiwan.  Leather  uppered  footwear  however  is  free  and  is  a serious  threat.  In  the  cast  ' 
of  the  Comecon  Group,  whilst,  imports  are  not  significantly  high  in  percentage  terms  as  I 
compared  with  the  total  import  quantity  and  total  sales  in  UK,  the  overall  impact  of  low 
priced  leather  from  Comecon  and  leather  uppered  footwear  on  the  UK  market  is  very  < 
serious.  The  Minister  of  State,  Mr  J Nott,  has  said  that  the  Industry  already  has  a (air  i 
degree  of  protection  (25  per  cent  protection  of  total  imports),  and  on  the  face  of  this  I 
evidence  this  appears  to  be  a reasonable  conclusion  to  draw,  but  whilst  we  believe  the 
Government’s  observations  appear  to  be  fair,  to  some  they  fail  to  take  into  account  a 
number  of  other  important  factors.  First  the  Government  excludes  Italy  because  that 
country  is  a member  of  the  EEC  and  that  free  trade  between  countries  is  crucial:  it  is 
assumed  that  this  trade  complies  with  the  standards  set  down  between  members  of  the 
EEC  to  avoid  distortion  of  trade,  etc.  Trade  from  Italy  is  dealt  with  under  a separate 
paper  — paragraph  below.  ) 

We  believe  that  in  spite  of  there  being  a degree  of  control  over  imports  from  Taiwan  I 
and  South  Korea  and  from  Comecon,  the  total  effect  of  these  imports  distorts  the  total 
market  scheme.  This  is  particularly  marked  by  these  factors.  ^ 

1.  The  goods  coming  in  from  South  Korea,  Taiwan  and  Comecon  are  cheaper  largely  | 
because  of  labour  costs. 

2.  The  goods  are  bought  in  large  quantities  by  bulk  distributing  houses,  which  sets  the  i 
pattern  for  internal  market  conditions  in  the  balance  of  the  market  available  for  i 
home  manufacturing. 

3.  The  effect  of  Value  Added  Tax  on  imports  is  lower  than  home  products  because  of 
their  landed  UK  price,  and  the  goods  imported  are  allowed  in  bond  to  remain  free 
of  VAT  unless  they  are  passed  on  to  the  market  for  actual  distribution. 

To  give  an  illustration  of  this,  let  us  take  one  company  who  has  said  publicly  what 
percentage  of  its  total  sales  is  imports.  It  is  understood  that  the  British  Shoe  Corporation 
imports  some  55  per  cent  of  its  footwear.  Assuming  that  this  company  has  22  per  cent  of 
the  total  UK  market  (the  precise  figure  would  depend  upon  their  up-to-date  figures),  and 
although  it  is  not  possible  to  pinpoint  all  the  geographical  areas  from  where  BSC  impons 
or  the  actual  lines  and  styles,  from  manufacturers’  feedback,  it  is  clear  that  large  purchases 
of  footwear  can  distort  the  whole  marketplace.  It  is  important  to  read  the  conclusions  of 
the  Consultants’  Economists  Advisory  Group  British  Footwear  — The  Future  Volume  1: 

. BSC 

8.23  The  overwhelming  majority  of  manufacturers,  distributors  and  other 
respondents  interviewed  during  the  study  were  critical  of  BSC. 

8.24  We  accept  that  BSC  is  a profit-making  concern  which  may  have  to  aim  for 
higher  margins  because  it  employs  prime  retail  sites.  We  further  accept  that  many 
firms  in  the  manufacturing  industry  should  not  have  allowed  their  business  to 
become  over-dependent  upon  one  large  outlet  and  there  are  other  deficiencies  in 
manufacturing  management  which  indeed  we  criticise  elsewhere  in  this  report.  But 
we  are  led  inescapably  to  the  conclusion  that  BSC’s  monopoly  position  in  the 
fashion  sector  of  the  market  has  been  detrimental  to  the  manufacturing  industry 
and  beyond. 

The  very  existence  of  such  bargaining  power  has  produced  a distortion  in  the 
balance  between  manufacturing  and  distribution.  So  long  as  that  power  remains, 
distortion  is  inevitable. 
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8.25  To  summarise  our  conclusions  about  the  role  of  BSC,  we  consider  that 
through  its  position  as  a monopoly  purchaser/supplier  in  the  fashion  market  BSC 
has: 

— enabled  above-average  margins  to  be  made  in  footwear  distribution  in  general, 
by  the  multiples  in  particular  and,  more  so,  by  itself; 

— these  margins  appear  to  have  been  largely  achieved  at  the  expense  of  the 
domestic  manufacturing  industry  possibly  by  restricting  their  freedom  to  trade  with 
other  distributors; 

— enfeebled  British  footwear  design  in  copying  rather  than  innovating  and  by 
placing  too  much  emphasis  on  teenage  fashions.  This  has  had  the  side  effect  of 
encouraging  imports  on  appearance  grounds  and  making  it  difficult  to  sell  British 
shoes  abroad. 

8.26  In  our  opinion,  any  footwear  retail  chain  in  the  country  with  more  than 
about  300  to  400  shops  may  be  in  a position  to  exert  undue  influence  on  what  is  by 
its  very  nature  a fragmented  supply  industry.  In  a balanced  market,  distribution 
would  not  dominate  manufacturing  or  vice  versa.  For  this  balance  to  be  achieved 
in  footwear  no  retail  chain  should  nave  more  than  about  5 per  cent  of  the  market. 
Although  this  market  share  may  seem  low,  we  feel  it  to  be  justified  because  there 
are  no  major  economies  of  scale  on  the  manufacturing  side.  If  such  a balance  were 
to  be  achieved  in  the  UK  footwear  trade,  BSC  would  need  to  be  split  up  into  five 
or  six  separate  chains,  not  unlike  the  original  constituents  . . .” 


The  conclusions  quoted  in  the  above  report  were  of  a specialised  study,  commissioned 
by  the  Footwear  Industry  Study  Steering  Group.  Whilst  nothing  of  great  significance 
emerged  from  the  recommendations,  subsquently  we  believe  that  the  observation  is  a 
hard  realistic  economic  fact  and  must  be  taken  into  account  in  considering  future  trading 
policy. 

We  believe  that  the  observations  made  by  EAG  above  are  particularly  relevant  to  the 
future  trading  policy  of  the  UK.  We  believe  that  the  bulk  of  goods  imported  are  imported 
because  they  show  a higher  margin  of  return  to  the  large  scale  distributor  and  this  in  turn 
depresses  the  market  conditions  under  which  the  rest  of  the  home  manufacturing  industry 
can  make  and  market  their  products.  It  is  accepted  that  many  shoes  are  imported  for  style 
and  design  in  areas  which  British  manufacturers  cannot  compete.  Although  the  EDC  has 
made  design  innovation  a major  point  of  policy,  it  would  be  foolish  not  to  accept  that  the 
UK  industry  has  difficulty  in  meeting  the  requirements  of  the  whole  of  market.  We  are 
driven  to  the  conclusion,  however,  that  the  bulk  of  imports  brought  into  the  UK  are 
brought  in  because  they  show  a higher  financial  margin  against  UK  home  produced  goods 
and  that  this  is  the  driving  force  behind  imports. 

Footwear  manufacturers  in  the  UK  do  not  criticise  the  profitability  and  success  of  the 
large  scale  multiples;  they  are,  however,  concerned  that  the  extreme  application  of  these 
policies  can  only  lead  to  a contraction  of  the  industry.  Using  the  “Catch  22”  phrase,  we 
are  told  to  innovate,  shorten  delivery  dates  and  become  more  up-to-date,  but  the  gap 
between  the  prices  ex-factory  UK  and  overseas  imports  is  too  wide  to  bridge  and  give  any 
real  incentive.  There  are  of  course  exceptions  to  the  rule,  especially  in  high  fashion  areas, 
but  as  stated,  Lancashire  relies  on  bulk  production  of  popular  lines  and  its  present 
organisation  does  not  lend  itself  to  this  so-called  desirable  new  approach. 

It  is  hoped  to  show  the  Committee  some  examples  of  products  imported  and  to  compare 
them  price-wise  with  UK  produced  articles.  Comparisons  will  be  shown  of  slippers  sold 
ex-factory  in  South  Korea  and  ex-factory  UK.  There  is  a gap  between  60p  to  lOOp  per 
pair.  Samples  of  shoes  imported  from  Comecon  countries  illustrate  that  the  gap  between 
thses  imported  articles  and  a UK  produced  shoe  is  up  to  £1.50  or  greater.  Similar  gaps 
exist  between  footwear  produced  in  Portugal  and  Spain,  etc.  There  are  also  classical  cases 
of  Brazil  blatantly  breaking  all  the  basic  trade  rules. 
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We  believe  that  the  difference  between  the  ex-factory  prices  of  overseas  footwear 
manufacturing  and  UK  production  are  mainly  made  up  of  the  labour  and  social  costs.  We 
believe  that  allowing  for  full  factories  abroad,  the  difference  in  price  are  so  enormous  that 
they  cannot  come  from  any  source  except  the  gap  in  UK  labour  costs  and  these  same  costs 
overseas.  In  support  of  this  basic  premise  we  rely  on  a publication  entitled  The  Economies 
of  Large  Scale  Production  in  British  Industry  by  C Pratten  and  R M Dean,  published  by 
Cambridge  University  Press  1965.  In  this  journal  there  appears  a paper  on  footwear 
economies  of  scale.  The  paper  demonstrates  clearly  that  economies  of  scale  have  a very 
limited  application  to  footwear  and  such  economies  beyond  an  optimum  point  fall  away 
quickly.  Although  the  paper  is  now  very  old,  and  limits  its  study  very  strictly,  its  main 
conclusion  is  that  little  more  than  30p  per  pair  could  be  saved  on  a medium  priced  pair  of 
shoes  assuming  you  had  the  ideal  conditions  of  layout,  skilled  labour,  good  demand  and 
one  style.  Although  the  paper  is  dated  and  many  changes  in  footwear  technology  have 
taken  place,  it  is  believed  that  the  gap  between  imported  footwear  and  UK  production  is 
largely  lower  labour  costs.  It  is  also  consistent  with  this  general  principle  that  imports  are 
from  areas  of  the  world  where  industrialisation  is  relatively  cheap  and  co-operation  and 
flexibilty  are  not  affected  by  union  organisation,  etc.  The  authors  of  the  paper  confirm 
that  there  has  been  no  significant  change  in  labour  costs  as  set  out  in  this  paper  except 
where  firms  have  introduced  injection  moulding  soles  on  a three-shift  cycle. 

From  visits  to  the  Far  East  it  is  clear  that  the  main  advantage  of  import  penetration  is 
price  and  that  price  is  influenced  by  lower  labour  costs  generally . There  is  ample  evidence 
of  not  only  lower  wages  per  month  but  longer  hours  of  working  and  different  social 
conditions.  We  believe  that  whilst  the  labour  cost  differences  are  relatively  short  term  and 
for  the  existing  countries  concerned,  the  footwear  industry  will  move  from  one  developing 
country  to  another.  Japan  was  once  a very  large  supplier  of  footwear;  most  of  this  market 
has,  however,  now  moved  to  areas  where  there  is  a first  generation  of  industry.  Second 
and  subsequent  generations  of  industrialised  persons  will  demand  and  get  substantial 
improvements  in  wages,  through  unionisation,  etc. 

In  the  case  of  imports  from  Comecon  countries,  there  is  need  for  special  concern  in  our 
existing  and  projected  trading  relationships.  Althogh  there  are  quotas  on  footwear  by 
voluntary  action,  and  the  volume  of  footwear  is  low  as  compared  with  total  volume  of 
imports,  the  impact  of  imports  of  leather  uppered  men’s  and  women’s  trade  is  quite 
profound  and  the  disruption  in  the  marketplace  is  very  evident. 

Information  on  alleged  dumping  has  been  gathered  from  the  trade  from  time  to  time 
but  such  is  the  working  of  the  anti-dumping  laws  that  the  procedure  is  too  cumbersome 
to  protect  the  Industry  in  time  from  trade  distortion.  There  have  been  many  instances 
where  having  gathered  evidence  and  made  a case,  we  find  that  the  line  or  style  is 
discontinued.  The  process  then  of  proving  dumping  had  to  begin  again. 

Whilst  dumping  procedures  can  have  a limited  value,  we  do  not  believe  they  provide 
sufficient  scope  to  assist  the  trade  on  a long  term  basis,  unless  a new  policy  is  developed. 
We  believe  that  the  onus  of  proving  that  goods  are  not  dumped  should  be  a burden  on  the 
exporting  country  and  not  the  UK  industry. 

In  the  case  of  Comecon  imports  we  are  concerned  that  UK  takes  more  footwear  than 
any  other  single  member  state  in  the  EEC.  We  believe  that  if  the  EEC  sees  it  as  essential 
to  continue  a trading  relationship  with  Comecon,  there  should  be  serious  consideration 
to  sharing  out  the  burden  of  such  trading,  particularly  on  the  footwear  industry.  From 
Poland,  60  per  cent  of  all  imports  from  the  EEC  are  sent  to  the  UK.  We  arc  not  satisfied 
that  the  state  trading  agencies  making  footwear  in  the  Comecon  Group,  trade  on  an 
independent  viable  base.  We  believe  that  state  planning  and  not  profit  predetermines 
their  production  policy. 

We  have  left  Italy  and  the  level  of  imports  to  last  because  our  relationship  with  Italy  in 
the  Community  calls  for  quite  separate  consideration.  Italy  has  a successful  shoe  manu- 
facturing industry;  it  is  skilled  in  design  and  shoe  machinery  manufacturing.  There  can  be 
little  doubt  that  it  has  a rightful  place  in  the  marketplace.  There  is  however,  disturbing 
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evidence  that  the  gap  between  prices  of  footwear  and  ex-UK  factory  is  widening  consid- 
erably. Given  that  our  Industry  buys  its  leather  and  other  raw  materials  and  fuel  in  the 
open  international  markets,  we  believe  that  the  gap  between  prices  is  due  to  differences 
in  labour  costs.  There  can  be  little  doubt  that  the  larger  more  reputable  manufacturers 
comply  with  the  basic  rules  meeting  minimum  terms  and  conditions  and  social  costs,  but 
there  is  growing  evidence  of  the  development  of  enormous  cottage  type  footwear  manu- 
facturing activities  in  the  South  and  it  is  not  clear  whether  adequate  safeguards  are 
available  to  ensure  that  labour  and  social  conditions  meet  the  obligations  laid  down  in  the 
Treaty  of  Rome.  We  shall  produce  Italian  footwear  which  illustrates  the  differences  in 
price,  particularly  by  labour  costs.  The  information  is  collected  from  one  of  the  most 
efficient  ladies’  manufacturing  units  in  this  area  and  as  a consequence  raises  questions  of 
great  concern. 

We  are  also  concerned  by  the  publication  of  articles  in  prominent  newspapers  about  the 
use  and  exploitation  of  child  labour.  Rumour  abounds  not  only  of  Black  Economy  in  Italy 
but  of  other  malpractices  of  concern.  We  received  information  a short  while  ago  that  an 
Ethiopian  footwear  factory  was  making  and  shipping  shoes  to  Italy  stamped  “made  in 
Italy".  It  is  difficult  to  produce  evidence  in  concrete  form  about  general  information  but 
it  would  seem  reasonable  to  ask  whether  the  Community  itself  has  a satisfactory  system 
of  monitoring  trading  conditions  in  the  Community  and  that  these  trading  conditions  are 
not  leading  to  distortion  of  trade  between  some  countries.  We  realise  that  this  point  raises 
difficult  and  complex  questions,  but  it  is  difficult  for  the  British  footwear  industry  to  face 
the  future  with  confidence  if  the  Community  does  not  have  a long  term  objective  as  to  the 
place  of  footwear  manufacturing  in  the  UK  and  in  the  EEC  as  a whole. 

There  is  a need  for  greater  uniformity  of  trading  terms  to  avoid  distortion  of  trade 
under  Article  85  of  the  Treaty  of  Rome.  We  refer  to  the  employment  of  child  labour  and 
the  imports  of  shoe  machinery  in  the  UK  from  Italy  which  do  not  comply  with  UK  safety 
standards. 

Conclusions  on  imports 

Excluding  Italy,  the  UK’s  problems  of  imports  are  largely  concerned  with  levels  of 
competition  which  are  mainly  based  on  price  by  relatively  cheap  labour.  It  is  clear  that 
given  increasing  technology,  footwear  can  be  made  anywhere  in  the  world.  This  means 
that  the  Industry  will  always  be  at  a price  disadvantage  on  its  labour  costs  unless  labour 
in  the  UK  becomes  cheaper.  This  is  doubtful.  We  believe  that  this  Committee  should 
consider  ways  and  means  of  avoiding  wide  distortions  in  trade  due  to  labour  costs.  As  the 
bulk  of  imported  footwear  comes  from  lower  labour  cost  areas  and  developing  areas,  a 
plan  for  burden-sharing  seems  vital.  Suggestions  have  been  made  that  the  Industry  should 
consider  a multi-footwear  agreement  similar  to  a multi-fibre  agreement  to  assist  in  the 
more  orderly  organisations  of  trade  and  the  removal  of  distortions  which  could  lead  to  the 
unnecessary  demise  of  Industry  in  the  UK. 

It  is  fair  and  reasonable  to  conclude  that  profitability  is  the  main  motivation  for  sucking 
in  footwear  imports  either  by  higher  mark-ups  and/or  higher  turnover.  There  can  be  no 
basic  objection  to  the  desire  by  companies  to  enter  the  market  to  make  profits,  but  this 
Committee  must  also  be  guided  by  the  total  effect  on  the  future  of  the  footwear 
manufacturing  process  in  UK.  The  Industry  is  not  big  like  ICI  but  it  does  provide  a lot  of 
employment  at  relatively  low  investment  cost  and  is  the  mainstay  of  employment  levels 
in  places  like  North  East  Lancashire.  It  would  be  wrong  to  ignore  the  Industry  because  of 
its  size. 


Successive  governments  have  supported  the  need  for  a continuing  footwear  industry  in 
the  UK  and  have  made  available  public  finance  to  SATRA  (Shoe  and  Allied  Trades 
Research  Association)  and  via  a grant  of  £4.5  million  under  the  Industry  Act  for  a 
Footwear  Aid  Scheme.  Yet  the  Government  must  realise  that  this  financial  investment  in 


developing  a newly  structured  footwear  base  will  not  be  fully  effective  unless  linked  with 
a new  trading  strategy.  There  was  a glimmer  of  hope  just  over  twelve  months  ago  when 
the  distributors  and  retailers  drew  up  a document  known  as  the  Retail  Commitment, 
Which  pledged  After 
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twelve  months  the  Retail  Commitment  has  been  described  as  a sham  by  one  Conservativs  ' 
MP  and  it  is  generally  agreed  that  the  motivation  for  the  Commitment  was  for  other 
reasons  than  to  assist  the  continuation  of  a UK  manufacturing  industry.  Efforts  are  being 
made  to  improve  relationships  between  the  manufacturers  and  retailers  by  the  EDC.  * j 

The  Footwear  EDC  set  up  two  years  ago  embarked  on  an  experiment  by  including  in  \ 
its  membership  representatives  of  the  Retail  and  Distribution  side.  There  is  a growing 
realisation  that  the  ideal  of  a continuing  interface  between  manufacturers  and  retailers  to 
reverse  the  import  trend  will  take  longer  than  expected.  The  Industry  has  hoped  to  ! 
develop  a basic  policy  with  the  retailers  on  limiting  imports,  and  it  is  to  be  hoped  thy 
manufacturers  will  not  be  forced  to  a manufacturing  corporate  stance  for  “across-thc-  1 
board”  protection.  We  seek  selective  import  controls  based  on  burden  sharing  in  the  EEC 
and  unfairly  priced  imports. 

In  summary  therefore  we  believe  that  the  evidence  submitted  gives  rise  for  concern  for 
the  future  of  the  footwear  industry  because  the  Government  and  governments  before  i 
have  not  necessarily  addressed  themselves  to  the  basic  problems.  The  Government  has  i 
indicated  that  it  wishes  to  see  a continued  viable  footwear  industry:  it  has  not  examined, 
in  depth,  ways  and  means  by  which  this  statement  of  Government  can  be  made  a reality! 
The  Government  on  the  one  hand  has  given  financial  aid  on 

(i)  a continuing  basis  for  research,  and, 

(ii)  selective  assistance  under  the  Industry  Act. 

In  the  case  of  (i)  and  (ii)  the  Government  has  by  default  allowed  the  footwear  industry  | 
to  continue  to  decline  bacause  of  its  overall  commitment  to  free  trade.  Whilst  this  is  an 
understandable  stance  and  is  based  on  the  overall  balance  of  trade,  it  is  an  inconsistent 
policy.  It  appears  that  the  Government  wants  to  be  seen  assisting  the  Industry  but  because 
of  its  wider  philosophy , knows  that  the  limited  assistance  will  have  difficulty  to  mature  by 
the  nature  of  Government's  fundamental  attitude  to  free  trade.  However,  we  believe  that 
Government  must  examine  the  concept  of  free  trade  as  opposed  to  free  and  fair  trade. 

The  Select  Committee  must  ask  Government  for  a reason  why  it  takes  what  appears  to 
be  such  an  inconsistent  stand.  Government  must  comment  upon  the  effects  of  distortion 
in  the  marketplace  by  buying  power  and  consider  to  what  extent  these  activities  are  fair 
The  Government's  view  of  monopoly  is  not  defined  to  protect  footwear  of  a continuing 
interface  between  manufacturers  and  retailers:  to  reverse  the  import  trends  will  take 
longer  to  achieve  than  expected. 

Government  should  be  asked  to  declare  at  what  point  its  utilitarian  policy  should  be 
qualified  in  terms  of  the  minimum  strategic  size  of  footwear  industry  desirable  for  the  UK 
and  what  legislative  action  it  will  develop  to  give  effect  to  this  programme. 

Apart  from  the  issues  discussed  above,  Government  has  a vital  role  to  play  in  setting 
the  international  trading  stage.  We  do  not  believe  that  the  Government  of  the  day 
sufficiently  consults  industry  and  labour  about  international  trade  planning.  There  is 
clearly  broad  support  for  broad  strategy  once  it  is  developed,  but  unfortunately  minority 
groups  in  industry  are  caught  up  and  left  to  struggle.  Perhaps  the  classic  example  is  that 
post  war  governments  have  consistently  supported  the  growth  of  industry  in  developing 
countries.  Footwear  and  textiles  have  been  areas  of  manufacture  considered  to  be 
expendable.  The  TUC,  CBI  and  society  at  large  have  accepted  this  principle  of  Govern- 
ment policy  but  there  is  concern  now  that  the  Government  should  consider  its  position  for 
two  reasons: 


(а)  Developing  countries  which  have  sponsored  footwear  manufacturing  using  primary 
raw  materials  are  applying  protectionist  policies. 

(б)  Developed  countries  are  applying  protectionist  policies  for  their  footwear  industries. 

(c)  Developing  countries  are  establishing  footwear  trade  under  artificial  and  unfair 
terms  (see  attached  letter  from  Sri  Irinka).'1 


’Not  printed. 

v Printed 
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According  to  information  supplied  by  the  Department  of  Industry,  75  per  cent  of  the 
world’s  market  for  footwear  is  restricted  by  quotas,  licences  or  a complete  ban  on  trade. 
The  whole  of  the  Pacific  Basin  from  which  major  quantities  of  footwear  are  imported,  do 
not  allow  full  reciprocation  in  trade.  Japan,  South  Korea  and  Taiwan  all  limit  their 
markets  to  footwear  imports  and  there  has  been  no  resolution  of  this  problem.  We  believe 
that  the  Select  Committee  must  ask  Government  for  a programme  of  action  to  encourage 
free  and  fair  trade.  If  it  is  unable  to  develop  widening  the  market  opportunities  for  the 
export  of  UK  footwear,  it  must  reserve  its  position  publicly  with  its  willingness  to  continue 
a free  trading  stand. 

Government  has  an  obligation  to  create  the  condition  under  which  the  population  of 
this  country  can  work  and  earn  its  living.  The  size  of  the  registered  unemployed  indicates 
that  trading  policies  are  leaving  an  industrial  mnaufacturing  wasteland  which  can  have 
long  term  consequences  for  the  future  of  the  UK.  We  believe  that  the  UK  Government 
must  qualify  its  philosophy  of  free  trade  with  a demand  for  equity  and  fairness  in  trading 
practices,  without  a policy  of  free  and  fair  trade,  there  can  be  no  stability  in  the 
marketplace. 

We  believe  that  the  Government  must  completely  overhaul  its  existing  anti-dumping 
laws  and  consider  giving  Ministers  greater  flexibility  indetermining  the  criteria  for  applying 
anti-dumping  action . The  present  criteria  required  to  establish  damage  means  that  damage 
is  synonymous  with  disappearance  of  that  section  of  the  trade  affected  by  dumping 
because  of  the  time  it  takes  to  get  a case  through  the  bureaucratic  jungle. 

In  those  areas  of  the  world  where  export  markets  are  open,  the  UK  industry  does  not 
enjoy  a very  successful  record  of  performance.  Nevertheless,  there  is  a growing  awareness 
of  the  importance  of  exporting  and  great  attention  is  being  paid  to  improve  our  perfor- 
mance. There  has  been  a marked  improvement  in  exports  to  the  EEC. 

The  footwear  industry  does  not  enjoy  a good  reputation  on  export  performance.  In  tht 
area  covered  by  LFMA,  there  has  been  complacency  about  exports,  and  overall  the 
record  is  poor.  The  Footwear  EDC  has  committed  the  Industry  to  a higher  export 
performance,  but  admirable  as  this  policy  is,  there  are  major  obstacles  in  the  way  of 
activity  and  growth.  We  believe  that  Government  can  assist  to  stimulate  exports  by: 

(a)  Checking  the  rise  in  the  value  of  the  £ in  the  world’s  exchange  markets. 

(b)  Lower  minimum  lending  rates  to  give  stimulus  to  investment  or  make  special 
lending  provision  for  industry  to  enable  exports  to  be  built  up. 

(c)  We  believe  that  the  Government  should  give  special  consideration  to  the  problems 
involved  in  exports  to  the  rest  of  the  EEC.  A greater  and  more  specialised  body  of 
advice  and  expertise  should  be  made  available  to  assist  footwear  firms  to  be  identity 
markets,  design  requirements  and  to  assist  with  information  on  techniques  of  trade. 

As  members  of  the  EEC  we  believe  that  the  UK  Government  should  seek  a degree  of 
commitment  from  her  Common  Market  partners  and  share  the  burden  of  imports, 
particularly  imports  of  footwear,  from  developing  countries  where  there  are  artificial 
barriers  to  free  trade.  There  appears  to  be  a strong  case  for  a MFA  for  footwear  for  EEC 
countries  which  is  consistent  with  the  collective  EEC  policies  to  assist  in  the  development 
of  developing  countries. 

We  believe  that  the  Soviet  bloc  should  be  given  a dear  warning  by  the  UK  and  EEC 
that  state  trade  policies  must  be  more  flexible.  Unfair  constraints  on  trade  would  not  only 
largely  be  tolerable  but  should  attract  sanctions. 

The  UK  as  a major  trading  nation  has  always  accepted  the  concept  of  free  trade.  We 
believe  this  is  carried  but  it  is  necessary  to  add  a conditional  word  to  this  general  principle 
— that  trade  should  be  free  and  fair. 

26  May  1980 
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Summary  of  LFMA  submission 

1.  The  Industry  will  remain  at  a permanent  disadvantage  unless  there  is  greater 
uniformity  of  labour  and  social  costs. 

2.  Within  the  EEC  there  should  be  greater  surveillance  of  labour  laws,  the  employment 
of  young  persons  and  safety  conditions,  to  avoid  distortion  of  trade. 

3.  There  should  be  selective  import  controls  where  there  are  unfair  and  disruptive 
trading  conditions,  particularly  with  those  countries  who  close  their  markets  to  footwear. 

4.  There  is  a need  for  burden  sharing  in  EEC  on  footwear  imports.  Each  country 
should  take  its  share  of  footwear  by  value  from  developing  countries  or  pay  compensation 
to  assist  that  particular  industry  to  remain  viable. 

5.  The  UK  Government  and  EEC  must  develop  a strategic  value  of  footwear  for  long 
term  policy  trends  and  underpin  the  Industry  financially. 

6.  Special  consideration  needs  to  be  given  to  export  promotion  by  keeping  the  pound 
sterling  stable  as  a trading  currency  and  not  as  it  is  supported  by  a petrol  dollar  value 
which  is  unrealistic. 

7.  Export  manufacturers  are  hard  hit  by  high  interest  rates. 

8.  There  should  be  a special  tariff  on  footwear  to  recoup  the  same  VAT  values  as 
paid  by  UK  home  manufacturing. 

9.  The  Government  must  revise  the  anti-dumping  laws  to  place  the  onus  on  importers 
to  prove  goods  are  not  being  dumped. 
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APPENDIX  A 


Production  figures  (LFMA) 

Operative  strength  (LFMA) 

Year 

Pairs 

Year 

Operatives 

1970/71 

29,963,373 

1970 

9,598 

1971/72 

24,427,090 

1971 

7,775 

1972/73 

25,408,406 

1972 

8,666 

1973/74 

26,287,601 

1973 

9,011 

1974/75 

26,870,011 

1974 

8,233 

1975/76 

25,799,718 

1975 

7,616 

24,986,067 

1976 

7,340 

28,166,529 

1977 

8,263 

1978/79 

32,214,207 

1978 

8,710 

1979/80 

24,529,142 

1979 

8,505 

'Table  1:  UK  per  cent  share  of  total  UK  market  1972-1982:  home  market  share  objective 


B'  Bi 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1982 

% volume 

68.8 

65.9 

64.9 

58.8 

56.2 

58.0 

% value 

MSM 

79.1 

75.5 

75.1 

71.0 

69.0 

E-Si 

71.0 

‘Footwear  EDO  Progress  Report. 
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APPENDIX  B 


Appendix  B 
(extract  of  page  8, 
NEDC:  Footwear  EDC 
Progress  Report  1980). 


Figure  4:  Growth  of  imports  1971-1978  (at  1975  prices) 
£ million 


EEC  t 
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Source:  Customs  & Excise 


6.7  Key  assumptions: 

^p^^£^g^5nsumers’  expenditure  on  footwear  will  grow  in  real  terms  at  1\  per  cent  pa  between 
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THE  LAI^ASIORE  FOOT*E*R  MANUFACTUrV.KS  ASSOCIATION 
Total  Production  (including  exports)  Tor  12  months  ended  31  December  1079 


Footwear  of  all  types  included 
with  soling  of: 


Footwear  (excluding  slippers,  house  shoes,  ballet  shoes,  sports  foot- 
wear, rubber  and  plastics  protective  footwear,  safety  footwear  and 
surgical  footwear): 

With  uppers  wholly  or  mainly  of  leather: 

1.  Men's  - Work  boots  (exd.  safety  footwear) 

2.  - Sandals  or  sandalised  shoes 

3.  - Others 

4.  Women's- Sandals  or  sandalised  shoes  

5.  -Other  

6.  Children’s  - Sandals  or  sandalised  shoes  

7.  - Other  

With  uppers  wholly  or  mainly  of  plastics  (including  poromeric  (a)  and 
fabric  backed  synthetics  eg  vinyl  and  polyurethane  coated  fabric): 

8.  Men’s  - Sandals  or  sandalised  shoes 

9.  - Other  

10.  Women's  - Sandals  ot  sandalised  shoes  

11.  - Other  

12.  Children's  - Sandals  or  sandalised  shoes  

13.  -Other  

14.  With  uppers  of  canvas 

15.  With  uppers  of  other  materials  (eg  nylon,  brocade  etc.) 

16.  Slippers  and  nouse  shoes  - Men's  

17.  -Women’s 

18.  - Children's  


180,577 


13,851 

31,377 

1,077,553 

1,287,377 

2,461,461 

622,794 

747,625 


2.  Rubber  direct  vulcanised  (ic  rubber  soles 
attached  to  the  uppers  by  aoy  direct  vulcanis- 


3.  PVC  or  other  thermoplastics  direct  injection 
moulded  (excluding  footwear  of  which  both 
soles  and  uppers  are  injection  moulded) 

4.  Polyurethane  direct  moulded  and  units 
(exclude  footwear  of  which  both  soles  and 
uppers  are  direct  moulded) 

5.  Plastics  (including  units)  

6.  Rubber  and  rubber  units  (including  resin) 

other  than  direct  vulcanised 

7.  All  others  (including  footwear  of  which  both 
soles  and  uppers  are  moulded  by  the  same 


8.596 

509,661 

2,350,011 

1,884,309 

122,677 

220,002 

236,609 

13,602 

3,485,036 

5,629,696 

3,743,375 


Sports  footwear: 

19.  With  uppers  wholly  or  mainly  of  other  material  (eg  poromeric  (a), 

other  plastics  or  other  synthetic  materials) 

20.  Light  wellingtons  (including  toddlers ) 


Reports  still  awaited 


-23.86%  compared  with  December  1978  overall.  Statistics  not  comparable  with  previous  year's  figures  because  of  default  by  Members  in  making  returns. 
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Mr  A E Lewis  and  Mr  M Murray 

[Continued 

- 

Examination  of  witnesses 


Mr  A E Lewis,  Director-Secretary,  Lancashire  Footwear  Manufacturers  Association 
and  Mr  Michael  Murray,  Assistant  Secretary,  Rossendale  Union  of  Boot,  Shoe  and 
Slipper  Operatives,  called  in  and  examined. 

Chairman  to  expand  on  it  and  tell  us  whether  or  not  l 

1270.  May  I welcome  the  representa-  your  views  differ  in  any  substantial  marine  r 
tives  of  the  Lancashire  Footwear  Manufac-  from  those  of  the  British  Footwear  Mai®. ' 
hirers  Association  and  the  Rossendale  facturers  Federation? 

Union  of  Boot,  Shoe  and  Slipper  Opera-  (Mr  Lewis.)  In  principle,  Sir,  we  differin  • 
tives.  Could  you  tell  us  whether  all  your  matters  of  emphasis.  However,  there  ait  f 
members  are  also  members  of  the  British  two  very  important  items,  one  of  which  1 ■ 
Footwear  Manufacturers  Federation  and  think  is  self-evident,  andwhichwefeelisol 
what  interests  does  your  Association  rep-  paramount  importance.  That  is  thatwcwidi 
resent  which  is  not  covered  by  the  BFMF?  to  impress  upon  you  that  this  is  a jointlr 

(Mr  Lewis.)  As  I have  said  in  my  paper,  prepared  paper  by  the  Rossendale  Union 
we  have  four  companies  who  form  a sepa-  and  by  the  Lancashire  Footwear  Manufac- 
rate  association  which  is  affiliated  to  the  turers’.  I do  not  know  whether  the  British 
British  Footwear  Manufacturers  Federa-  Footwear  Manufacturers  Federation  paper  / 
tion  and  to  which  Federation  are  delegated  is  jointly  prepared  or  whether  there  his  l 
certain  specific  responsibilities  in  connec-  been  any  joint  consultation,  but  I am  con.  f 
tion  with  trade,  parliamentary  activities  and  fident  to  assure  you  that  this  paper  hashed 
so  on.  However,  as  Lancashire  is  also  an  prepared  with  the  fullest  discussions 
autonomous  organisation  we  tend  also  to  between  our  union  colleagues  and  by  it 
collect  the  complaints  from  our  federated  manufacturers  in  north  east  Lancashire, 
members  as  well  as  out  directly  affiliated 

individual  companies  and  we  tend  in  that  1274.  I think  on  that  note  you  and  1 
area  to  overlap.  know  that  the  Footwear  Manufacturers  * 

Federation  work  very  closely  with  their  ( 

1271.  Does  the  Lancashire  Association  union  representatives  and  I know  timt  the)  I 

make  separate  representations  to  the  Gov-  are  consulted  and  they  consult  themsehes  { 
ernment,  then,  and  also  to  the  European  with  the  union  representatives  from  time  to' 
Commission?  time.  I am  sure  that  must  be  within  ymi  i 

(Mr  Lewis.)  We  make  separate  represen-  own  knowledge, 
tations  to  the  United  Kingdom  Govern-  (Mr  Lewis!)  I am  very  glad  to  have  that 
merit  but  we  have  no  officially  rep-  assurance,  Sir. 
resentative  voice  with  the  EEC  except 

through  our  European  Members  of  1275.  It  is  not  my  assurance.  It  is  i j 
Parliament.  common  fact,  a well  known  fact,  is  it  not? 

(Mr  Lewis.)  I am  not  aware  whether  the 

1272.  We  were  told  when  we  were  in  British  Footwear  Manufacturers  Fedcra- 
Brussels  quite  recently  that  anyone  could  tion  consulted  the  National  Union  of  Fax- 
write  directly  to  the  European  Commission  wear,  Leather  and  Allied  Trades  on  the 
upon  any  matter  of  trade  or  industry.  presentation  of  their  paper. 

(Mr  Lewis.)  We  have  never  been  invited 

to  contribute  any  papers  or  articles  at  all.  1276.  I see.  We  will  not  pursue  it,  but 
We  have  had  no  official  link  with  the  EEC  your  paper  is  prepared  in  concert  with  the 
whatsoever.  Rossendale  Union? 

(Mr  Lewis.)  Yes. 

1273.  It  is  not  for  me  to  drive  you  on 

but  as  I understand  it  the  initiative  rests  1277.  And  your  relationships,  1 believe, 
with  you.  They  do  not  invite  you.  They  wait  are  quite  close  and  happy, 
to  receive  your,  you  say,  complaints:  per-  (Mr  Lewis.)  Yes,  we  have  a very  goal 
haps  some  day,  praises.  So  the  door  is  open  working  relationship, 
foryou,  should  you  so  desire,  to  go  through 

it.  Now,  is  there  any  comment  you  would  Mr  Thompson 

like  to  make  on  what  you  have  heard  in  1278.  Both  you  ana  the  union  agret 
evidence  today  from  the  British  Footwear  with  the  MFA  point  which  I saw  you smilini 
Manufacturers  Federation?  Would  you  like  at  when  it  was  made. 
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(Mr  Lewis.)  Basically,  we  do.  We  think 
that  this  is  the  right  approach. 

1279.  Most  of  your  shoes  are  leather 
shoes,  are  they  not? 

(Mr  Lewis.)  Most  of  our  footwear  — it 
varies  from  season  to  season  and  from  mar- 
ket demand.  At  the  moment  I would  say 
that  around  30  per  cent  of  our  footwear  is 
leather  but  30  per  cent  is  of  man-made 
materials  and  natural  materials  in  the  form 
of  slippers  and  house  footwear,  and  30  per 
cent  is  of  synthetic  uppered  footwear  with 
synthetic  soles. 

1280.  How  much  of  your  raw  materials 
do  you  import? 

(Mr  Lewis.)  I would  say  the  bulk  of  our 
raw  materials  are  imported,  both  man- 
made and  natural. 

1281.  And  leather? 

(Mr  Lewis.)  I would  say  80  per  cent  of 
the  leather  is  imported  from  either  Europe 
— Italy  — or  from  Brazil. 

1282.  Has  the  leather  price  world  wide 
collapsed,  like  the  hide  price  in  England 
has? 

(Mr  Lewis.)  I am  not  in  a position  to 
speak  with  any  great  authority  on  leather 
prices  but  I do  know  that  they  have  gone 
down  quite  substantially  over  the  last  six 
months.  In  fact,  I have  correspondence 
from  manufacturers  who  admit  that  they 
are  now  holding  stocks  of  leather  which  are 
much  higher  in  relation  to  the  prices  of 
leather  current  in  the  market  at  the 
moment. 

1283 . Hide  was  perhaps  £30  and  is  now, 
perhaps,  £3  or  £4. 

(Mr  Lewis.)  Yes. 

1284.  Why  is  the  price  low?  Am  I to 
infer  that  the  stocks  or  high  priced  leather 
are  further  depressing  the  hide  price? 

(Mr  Lewis.)  Yes.  One  manufacturer  that 
I spoke  to  said  that  he  had  a very  large 
quantity  of  Brazilian  leather  in  stock  which 
was  nearly  twice  as  high  as  the  current  price 
of  leather,  had  he  had  the  opportunity  of 
buying  it  at  today’s  prices. 

Chairman 

1285.  Can  you  tell  us  why  Lancashire 
has  been  so  successful  in  weathering  import 
penetration?  Is  it  because  you  concentrate 
on  the  types  of  goods  not  imported  or  have 
you  proved  too  strong  for  the  importers? 


Do  you  expect  any  future  foreign  onslaught 
on  to  your  market? 

(Mr  Lewis.)  We  do  fear  an  onslaught  on 
to  our  market  but  the  main  reason  why  we 
appear  to  have  greater  resilience  to  import 
enetration  at  this  point  in  time  is  that  we 
ave  principally  smaller  units  which  are 
much  more  versatile  and  flexible  in  their 
market  approach.  They  are  willing  to  adapt: 
they  rent  machinery  as  opposed  to  buying 
it.  I must  confess  they  use  in  many  circum- 
stances clapped  out  machinery.  They  use 
clapped  out  mills  and  premises  whicn  are 
rented  very  cheaply  and  they  are  prepared, 
being  family  businesses,  to  take  life’s  for- 
tunes for  what  they  are  worth  and  compro- 
mise on  their  incomes  from  year  to  year. 
Most  manufacturers  are  happy  one  year  to 
have  a 3.5  Rover  and  perhaps  in  the  follow- 
ing three  years  they  make  do  with  a Morris 
Minor.  Such  is  the  nature  of  the  industry. 

It  is  versatile.  We  are  prepared  to  compro- 
mise; we  are  prepared  to  look  at  new  mar- 
kets and  we  are  prepared  to  adapt  ourselves 
with  union  co-operation  to  conditions  as 
they  arise.  We  do  this  of  course  having  a 
union  within  two  miles  of  the  association 
office  and  within  very  close  contact  with  the 
majority  of  manufacturers.  We  can  meet 
very  quickly  to  discuss  problems  affecting 
the  prices  of  products  where  we  do  face 
import  penetration  and  seek  co-operation 
in  either  ameliorating  the  market  forces 
which  may  inhibit  our  selling  our  product 
or  reach  happy  compromises  as  to  how  to 
deal  with  particular  orders  when  we  are 
offered  the  opportunity  of  selling  our 
goods. 

Mr  Thompson 

1286.  You  sound  very  much  like  the 
Italian  people. 

(Mr  Lewis.)  We  are  Italians  with  a Lan- 
cashire accent.  I make  no  excuses:  we  arc 
a versatile  industry.  We  like  to  think  that 
we  are  adaptable. 

(Mr  Murray.)  It  is  true  to  say  that  Mr 
Lewis  has  put  perhaps  a slightly  different 
emphasis  on  it  than  I would.  We  are  a tightly 
knit  community  which  has  been  in  business 
for  many  years  producing  footwear.  We 
have  an  ’interchangeability  between  facto- 
ries, even.  If  one  employer  is  short,  for 
instance,  of  clickers  then  he  will  ring  up 
another  manufacturer  and  our  members 
will  transfer  to  the  other  factory  and  work 
for  that  manufacturer  for  a period  of  time 
before  going  back.  This  is  the  degree  of 
interchangeability  which  does  give  some 
flexibility  and  with  no  detriment  to  our 
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membership  whatsoever.  It  gives  some 
degree  of  flexibility  to  each  manufacturer 
in  his  own  right.  The  whole  theme,  as  I 
have  been  listening  to  the  discussions  this 
morning,  is  that  I would  like  to  stress  the 
changes  which  can  quickly  affect  the  foot- 
wear industry  when  we  are  talking  about 
leather  prices  or  leather  shoes  this  year. 
The  whole  emphasis  of  the  shoe,  especially 
on  the  fashion  side,  can  change  very  quickly 
from  a shoe  where  the  main  hold  up  is  the 
buckles  to  a shoe  where  the  main  hold  up 
in  three  months’  time  is  the  type  of  leather 
that  you  require  or  the  height  of  the  heel  or 
the  type  ot  the  sole.  That  is  the  kind  of 
industry  we  are  talking  about.  Therefore, 
there  is  no  definite  line  straight  through 
that  you  can  say  "The  Italians  are  compet- 
ing better  there  this  year  and  they  will  next 
year  and  the  year  after”.  If  the  styles  change 


claim  to  prior  consideration  as  an  industry 
which  has  tradition,  history,  skills  and  the 
ability  to  produce  for  the  market  in  Europe 


) 


1288.  How  could  you  develop  a theme 
of  that  kind?  Would  it  be  in  association 
with  the  other  members  of  the  EEC? 

(Mr  Lewis.)  Yes,  Sir.  ) 


dramatically  and  things  swing  our  way  then 
we  could  be  in  benefit,  or  if  things  swing 


against  us  we  could  lose.  On  the  manpower 
side,  you  can  tell  from  our  title  — the 
Rossendale  Union  ol  Boot,  Shoe  and  Slip- 
per Operatives  — that  predominantly  we 
started  off  as  a slipper  manufacturing  area 
in  1895  and  we  have  gradually  moved  up. 
'Uppers  have  now  become  a smaller  pro- 
ortion  of  our  total  output  and  we  have 
,one  into  the  ladies  fashion  side  and  men’s 
/elts,  and  the  whole  range.  We  have 
become  far  more  diversified.  In  so  doing 
we  have  moved  up  market  and  we  have 
increased  the  work  content  and  the  work 
that  we  have  done.  It  is  impossible  to  do  a 
great  comparison  between  the  work  content 
in  the  shoes  that  we  are  doing  now  as  against 
ten  years  ago,  but  then  we  would  need  far 
much  more  manpower  than  we  have  got 
now.  There  has  been  a shrinkage.  We  have 
held  the  number  of  people  employed  in  the 
industry,  by  going  up  market  and  holding 
the  position  in  that  way. 


1289.  And  the  enlarged  EEC  which 
would  include  in  some  few  years  to  come 
Spain  and  Portugal? 

(Mr  Lewis.)  Yes.  We  have  already  stated 
our  considered  views  on  the  admission  of 
Greece,  Portugal  and  Spain  to  the  Com- 
munity. We  are  not  satisfied  that  these  three 
countries  fully  satisfy  what  we  call  the 
essential  criteria  for  entry  to  the  Market. 
However,  assuming  that  there  is  going  to 
be  an  enlarged  Community  of  three  addi- 
tional members,  yes,  we  would  have  to 
discuss  with  the  enlarged  Community  the 
continuation  and  the  development  of  foot- 
wear industry  within  Europe. 


Chairman 

1287.  Could  I ask  either  of  you  a ques- 
tion? Do  you  think  that  there  should  oe  a 
United  Kingdom  and  EEC  strategy  for  the 
footwear  industry  and  if  you  do  think  that 
what  should  that  strategy  involve? 

(Mr  Lewis.)  If  we  are  going  to  be  mem- 
bers of  the  EEC  and  remain  members  and 
if  the  British  Government  continues  to  sub- 
scribe to  the  view  that  it  'vants  to  support 
a viable  British  industry,  J feel  that  they 
have  got  to  join  with  our  European  partners 
in  developing  a basic  strategy  for  the  con- 
tinuation and  success  of  a footwear  industry 
in  Europe.  I feel  that  we  have  a right  to  lay 


Mr  Emery 

1290.  Along  those  lines  you  use  a 
phrase,  I believe,  in  your  paper’of  “burden 
sharing”.  I wonder  what  actually  you  mean 
by  that  and  how  you  envisage  that,  where 
imports  were  concerned,  a burden  sharing 
within  the  Community  could  be  brought 
about. 

(Mr  Lewis.)  I feel  in  principle  that  the 
Community  is  committed  to  the  develop- 
ment of  the  Third  World  and  that  a very 
large  proportion  of  imports  into  this  coun- 
try are  coming  from  developing  countries. 

I do  not  know  now  we  classify  countries  like 
South  Korea  in  the  developing  country  spec- 
trum but  they  are  classified  as  developing 
countries  and  the  EEC  and  Britain  is  com- 
mitted to  the  encouragement  of  industri- 
alisation. But  all  the  evidence  points  to  the 
fact  that  Britain  takes  a far  greater  share  of 
its  footwear  imports  from  developing  coun- 
tries in  pledge  to  meet  the  principle  of 
assisting  the  Third  World  and  we  feel  that 
the  commitments  in  France,  Holland,  Ger- 
many are  not  necessarily  met  with  the  same 
ideal.  We  feel,  for  instance,  that  there 
should  be  a total  commitment  to  support 
the  developing  world  and,  in  particular 
where  those  goods  arc  being  exported  to  an 
open  country  like  Britain,  there  should  be 
an  arrangement  whereby  the  European 
countries  accept  that  they  do  affect  the 
older  industries  in  countries  like  Britain  and 
that  there  should  be  some  assistance  given 
to  meeting  the  totality  of  the  effect  on  that 
particular  industry  in  the  United  Kingdom. 
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1291.  On  that  point,  are  you  really  of 
the  view  that  the  British  buyers  buying 
South  Korea  footwear  are  actually  con- 
cerned about  meeting  the  0.7  per  cent  of 
trade  for  developing  countries?  Are  they 
not  really  buying  there  because  they  believe 
that  this  will  meet  their  demand  for  their 
retail  shops?  Would  it  not  be  just  as  open 
for  Dutch  or  German  buyers  to  buy  from 
South  Korea  if  they  wished  to?  Therefore, 
is  it  really  a practical  aspect  to  say  that  you 
can  burden  share  in  this  way? 

(Mr  Lewis.)  You  are  switching  really 
from  a global  strategy  in  which  1 envisaged 
member  states  of  the  EEC  considering  bur- 
den sharing  to  the  question  of  an  individual 
importer  deciding  whether  or  not  to  buy 
goods  in  South  Korea  or  the  Philippines. 
There  are  two  different  questions.  I have 
no  hesitation  in  thinking  that  an  importer 
will  buy  in  the  cheapest  part  of  the  world 
market  if  the  quality  of  the  goods  is  com- 
petitive. It  depends  what  you  mean  by 
"competitive".  We  have  got  to  have  some 
standards.  We  have  got  to  have  some  kind 
of  criteria  by  which  we  measure  competi- 
tiveness in  a fair  and  free  context  of  trade. 
At  the  moment  we  call  it  “free  trade”.  I do 
not  call  it  “free  trade”:  I call  it  “unfair 
trade"  because  we  are  being  militated 
against  by  lower  labour  costs.  We  are  being 
militated  against  by  artificial  barriers  which 
prevent  us  reciprocating  in  trade.  Basically, 
we  lose  out  in  a number  of  other  facets  of 
which  I would  like  to  give  you  some 
illustrations. 

1292.  But  is  that  not  equally  the  case 
for  any  other  European  buyer?  Is  that  not 
exactly  the  same  whether  you  are  a British 
buyer,  a German  buyer  or  an  Italian  buyer? 

(Mr  Lewis.)  Yes. 

1293.  That  is  the  point  I am  making. 
Therefore,  it  is  not  a global  strategy  as  you 
put  it.  The  incursion  from  these  countries 
is  a decision  made  by  the  buyers,  not  by  the 
Community. 

(Mr  Murray.)  It  has  already  been  dem- 
onstrated that  in  this  country  the  buyers  are 
collectively  very  small  and  collectively  very 
strong.  Let  us  carry  that  one  step  further 
and  see  how  that  power  is  exerted.  I think 
someone  said  that  50  per  cent  is  brought  in 
by  one  retailer.  Then  if  you  take  that  point 
you  see  the  power  that  he  has  exerted  in 
that  way  and  then  if  you  compare  it  to  the 
small  retailers  which  the  British  manufac- 
turers have  just  described  in  the  other  coun- 
tries, then  you  can  see  why  the  influence  of 
Printed  image  digitised  by  the  Univer 


buying  in  Nepal  and  buying  in  Korea  is  far 
different  in  this  country  than  in  the  other 
countries  which  you  mentioned. 

1294.  That  leads  to  a point  I wanted  to 
come  to.  You  appear  from  your  paper  that 
you  submitted  to  take  an  entirely  different 
view  from  the  previous  witnesses  about  the 
role  of  the  BSC.  From  their  evidence  they 
appear  to  have  no  major  criticism  of  the 
British  Shoe  Corporation,  whereas  cer- 
tainly in  pages  3 and  4l  of  your  evidence  it 
would  appear  to  me  — and  I would  there- 
fore like  to  be  corrected  if  I am  wrong — it 
would  appear  to  me  that  you  are  being 
critical  of  the  dominant  role  of  BSC  in  this 
market. 

(Mr  Lewis.)  On  the  contrary,  I have 
drawn  your  attention  to  the  report  of  the 
consultants  who  were  commissioned  by  the 
footwear  industry  study  group  to  highlight 
the  basic  problems  that  we  face  in  this  coun- 
try as  far  as  the  home  market  distribution 
set  up  is  concerned.  I am  saying  in  this 
paper  that  because  of  the  power  of  the 
multiples  to  put  down  large  orders  the  mar- 
ket place  becomes  depressed.  As  they  buy 
their  footwear  abroad  there  is  an  added 
problem  because  the  market  is  further 
depressed.  Our  ability  then  to  compete  in 
the  balance  of  the  home  market  is  more 
restricted  than  ever  before,  and  as  import 
penetration  has  increased  with  large  pur- 
chases, so  it  has  become  more  difficult  and 
we  have  lost  in  Lancashire  a lot  of  our 
traditional  markets  such  as  stitched  down 
velts  and  slippers,  because  they  have  gone 
abroad. 

1295.  But  if  this  is  not  a criticism  of 
BSC  what  are  you  suggesting  is  in  fact  an 
answer  to  this  problem? 

(Mr  Lewis.)  The  consultants  recom- 
mended that  the  situation  with  regard  to 
large  scale  buying  and  distribution  consti- 
tuted a form  of  market  distortion  which 
ought  to  be  remedied  in  some  way  or 
another.  In  my  paper  I refer  to  it  as  setting 
the  background  to  the  problem  that  home 
producers  face  and  also  as  a pointer  that 
this  may  well  be  one  of  the  reasons  why 
import  penetration  has  been  so  successful 
in  such  a very  short  period  of  time. 

Chairman 

1296.  I wonder  if  you  could  help  me  on 
that  point.  Looking  at  figures  on  the  paper 
provided  by  the  Manufacturers  Federation 
it  would  appear  that  the  imports  from 
developing  countries  have  in  fact  fallen  over 


‘See  pp  364-5. 
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the  last  ten  years;  for  example,  in  1969  out 
of  a total  of  65.4  million  the  developing 
countries  provided  40.7  million.  In  1979  out 
of  a total  of  110  million  the  developing 
countries  provided  48.5  million.  In  other 
words,  in  1969  they  provided  over  two 
thirds  whereas  in  1979  they  provided  less 
than  half,  so  that  from  the  developing  coun- 
tries it  would  appear  that  there  is  a drop  in 
import  penetration  here.  It  is  of  course 
supplemented  by  the  larger  increase  in 
imports  from  the  EEC. 

(Mr  Lewis.)  Yes,  Sir.  If  you  take  volume 
on  its  own  that  is  quite  correct,  but  I think 
you  cannot  take  volume  and  exclude  value. 
What  has  happened  is  that  whilst  the  num- 
ber of  pairs  may  have  fallen  the  value  of  the 
product  coming  in  from  developing  coun- 
tries has  been  higher  priced.  We  have  seen 
in  Korea  footwear  being  made  with  sophis- 
ticated manufacturing  techniques  which  are 
in  the  £6  to  £7  ex-factory  bracket  which 
were  traditionally  made  in  Lancashire  and 
which  have  now  been  made  abroad  and 
imported  into  this  country.  We  are  faced 
with  the  younger  countries  starting  off  with 
very  simple  designs  and  then  moving  rap- 
idly into  the  higher  priced  footwear  market. 
So  volume  is  not  necessarily  the  important 
criterion:  it  is  the  value  of  the  product. 

Mr  Emery 

1297.  If  that  is  the  case  who  has  taken 
the  place  of  the  developing  countries  in 
supplying  the  cheapest  end  of  the  market 
that  they  were  supplying  in  1970,  if  they 
have  traded  up  to  this  extent?  Who  has 
taken  that  area  of  the  market? 

(Mr  Lewis.)  I think  up  until  two  or  three 
years  ago  the  best  part  of  this  market  was 
taken  by  Korea,  South  Korea.  We  think 
that  this  is  now  moving  to  countries  like  Sri 
Lanka,  to  the  Philippines  and  to  India.  Wc 
think  — 

1298.  Perhaps  I may  stop  you  there. 
Therefore  does  that  not  actually  completely 
negate  the  point  that  you  were  putting  to 
us  because  if  in  fact  we  have  had  the 
replacement  of  the  cheap  end  of  the  market 
that  you  were  saying  was  supplied  by  South 
Korea,  if  they  have  traded  up  but  we  have 
had  that  filled  in  by  other  developing 
nations  and  yet  the  totality  of  pairs,  as  we 
do  not  have  the  figures  for  value,  are  mas- 
sively down,  then  indeed  that  must  be 
equally  a decrease  both  in  volume  and  in 
value. 

(Mr  Lewis.)  I think  we  have  got  to  take 
into  account  that  in  the  case  of  Taiwan  for 
instance  there  have  been  import  quotas 


imposed  for  the  last  three  to  four  veart 
a level  of  7.5  million1  or  9 million  paiIS  ] 
think,  as  opposed  to  a free  market  entry  of 
about  18  million  pairs  when  there  was  m 
restriction  on  that  country.  There  has  been 
an  orderly  marketing  agreement  signed 
with  South  Korea  which  has  attempted  to 
limit  the  number  of  pairs  coming  in  from 
that  country  but  which  unfortunately  has 
been  broken.  1 can  say  no  more  than  that 
but  I think  it  does  account  for  some  of  the 
drop  in  the  pairage  from  those  developing 
countries.  ' ° 


1299.  Thank  you.  Really,  what  youarc 
saying  therefore  is  that  these  agreemcnis, 
industrial  agreements,  have  in  fact  had  a 
major  benefit  in  limiting  importation  into 
this  country. 

(Mr  Lewis.)  Yes,  I think  they  have  been 
beneficial  in  a very  limited  way.  They  have  | 
been  in  the  case  of  Taiwan,  die  Govern- 
ment imposed  quotas  on  synthetic  uppered  ! 
footwear.  There  was  no  doubt  that  this  was 
of  great  benefit  to  the  industry,  but  then  I 
the  market  demand  for  synthetic  uppered 
footwear  has  changed  dramatically.  The  : 
Taiwanese  have  also  learned  to  make  the 
leather  uppered  footwear  very  skilfully  and 
they  have  now  begun  to  penetrate  the  more 
expensive  parts  of  the  market  over  which 
there  are  no  statutory  constraints  whatso- 
ever. We  went  to  South  Korea  and  Taiwan 
to  try  and  persuade  the  Taiwanese  to  sub- 
stitute the  present  statutory  import  quotas 
on  synthetic  uppered  footwear  for  a global 
quota  including  leather  uppered  footwear 
with  sub-sealings.  Unfortunately  the  Tai- 
wanese were  not  prepared  to  talk  to  us  in 
any  positive  way  at  that  time  but  I felt  at 
that  time  in  Taiwan  that  if  we  had  had  long 
enough  we  may  have  persuaded  them  that 
we  would  have  been  able  to  restrain  the 
overall  quantity  of  imports  coming  in  from 
Taiwan. 


Chairman 

1300.  I wonder  if  you  would  care  to 
clarify  my  mind  about  the  point  you  ait 
making  on  page  3a  of  your  submission,  item 
number  3,  about  the  effect  of  Value  Added 
Tax  on  imports. 

(Mr  Lewis.)  Can  I give  you  an  example" 
On  a lady’s  sandal  from  Italy  the  imported 
landed  price  is  £3.34.  1 have  an  exact  cow 
of  that  lady’s  sandal  from  Italy  with  the 
Italian  sandal  in  my  case.  The  United  King- 
dom price  of  that  Italian  sandal  is  £4.58.  If 

'Corrculion  hy  willies-.:  Thu  ligjuru  should  he  5.Sh 
annually. 
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you  add  VAT  to  the  landed  price  of  the 
Italian  sandal  it  is  58  pence,  making  a total 
selling  price  of  £3.84.  Taking  the  United 
Kingdom  sandal  at  £4.58  and  adding  VAT 
at  15  per  cent,  it  is  69  pence,  making  an  ex- 
factory price  of  £5.27.  The  buyer  of  the 
British  sandal  pays  38  per  cent  more  VAT 
than  the  buyer  of  the  Italian  sandal. 

1301.  That  is  because  you  started  from 
a lower  base  is  it  not,  really? 

{Mr  Lewis.)  Exactly,  but  I am  saying  that 
it  does  lead  to  a form  of  discrimination  in 
products.  We  still  feel  — I do  not  agree 
with  the  Federation  on  this  — that  there  is 
great  concern  about  Italy  and  we  do  not 
withdraw  the  allegations  we  have  made  nor 
the  references  that  we  have  submitted  to 
you  in  the  form  of  newspaper  articles  con- 
cerning the  Italian  industry.  We  have  made 
representations  to  our  Member  of  the 
European  Parliament  under  paragraph  85 
of  the  Treaty  of  Rome  and  have  asked  for 
details  of  the  procedure  by  which  we  can 
process  a complaint  concerning  distortion 
of  trade  and  unfair  activities  in  Italy.  We 
certainly  have  not  got  a lot  of  hard  evi- 
dence, but  we  are  prepared  to  collect  it. 

1302.  Then  why  do  you  say  at  the  bot- 
tom of  the  page  — page  41  in  your  report 
— that:  “It  is  accepted  that  many  shoes 
imported  are  imported  for  style  and  design 
in  areas  in  which  British  manufacturers  can- 
not compete.”? 

{Mr  Lewis.)  Because  I think  it  would  be 
more  than  dishonest  if  we  did  not  admit 
that  the  Italians  made  good  footwear  and 
they  have  design  skills,  but  we  also  are 
aware  that  they  produce  at  the  cheaper  end. 
They  compete  with  Lancashire  where  we 
can  produce  identical  styles  with  the  Italians 
but  we  know  from  the  evidence  we  have 
that  there  is  a very  marked  difference  in  the 
labour  costs  of  the  Italian  shoes  as  opposed 
to  the  British  costs.  The  material  costs  are 
the  same. 

1303.  Do  you  suggest  enforcement  of 
the  labour  laws  could  be  improved  within 
the  EEC?  Have  you  made  any  representa- 
tions to  the  Commission  of  Brussels  upon 
that  point? 

(Mr  Lewis.)  The  answer  to  the  first  part 
of  the  question  is:  “I  do  not  know  at  this 
stage."  I must  be  completely  honest.  Sec- 
ondly, I have  not  made  any  representations, 
my  Association  has  not  made  any  represen- 
tations to  the  Commission  in  Brussels.  We 
are  trying  to  find  a way  around  the  proce- 
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dural  machinery  to  try  and  effect  some  sort 
of  argument  in  this  particular  area. 

1304.  Many  Commission  officials  we 
saw  recently  in  Brussels  were  almost  falling 
over  themselves  to  assure  us  that  they  were 
anxious  to  help  you  and  all  people  like  you 
if  only  you  would  approach  them.  I assure 
you,  as  I said  at  the  beginning  that  the  door 
is  wide  open  for  you  to  enter  into  those 
discussions.  Have  my  collegues  any  further 
points  to  make?  Have  you  yourself  anything 
you  would  like  to  say  to  supplement  the 
answers  you  have  already  given  or  the 
points  you  have  made? 

(Mr  Murray.)  I have  a general  point. 
Leaving  the  Italy  question  to  one  side,  I 
think  Mr  Lewis  has  answered  that  quite 
satisfactorily.  From  a trade  union  point  of 
view,  we  are  very,  very  puzzled,  quite 
rightly,  we  believe,  that  successive  govern- 
ments in  this  country  have  given  workers 
better  conditions;  they  have  introduced  the 
Redundancy  Payment  Act,  the  Employ- 
ment Act;  they  have  said  that  May  Day- 
should  be  taken  as  a holiday;  that  wc  should 
have  a Spring  Bank  Holiday.  Having  got 
these  things  they  then  say:  “But  at  the  same 
time  you  have  got  to  be  competitive  with 
people  abroad.  You  have  got  to  compete 
with  the  South  Koreans  who  are  earning 
£74  a month  and  who  work  six  days  a week, 
for  eight  or  ten  hours  per  day.”  Somewhere 
along  the  line  the  Government  itself  has  got 
to  come  to  terms  with  its  own  propaganda. 
If  it  wants  us  to  have  a better  living  and 
social  conditions  in  this  country  it  has  not 
only  got  to  make  sure  that  we  have  them  in 
this" country  but  that  we  are  able  to  maintain 
them  by  ensuring  that  the  conditions  abroad 
are  either  starting  to  move  towards  meeting 
our  conditions  or  else  the  trade  which  goes 
on  has  got  to  be  limited.  If  we  do  not  do 
that  we  will  ultimately  end  up  with  all  the 
grand  social  conditions  for  people  that  work 
But  everyone  will  be  unemployed  and  the 
social  conditions  will  not  matter  a jot.  That 
is  my  main  concern.  If  you  want  to  call 
South  Korea  a developing  country,  if  we 
want  to  look  at  that  kind  of  situation,  then 
it  is  going  to  take  many  years  before  that 
country  comes  up  to  our  standards.  That 
can  be  echoed  right  round  the  world.  Some- 
where along  the  line  the  Government  has 
got  to  turn  round  and  say:  “Where  are  we 

a on  these  comparisons?”  Can  we  allow 
ee  trade  or  should  we  be  seeking  fair 
trade?  I do  not  think  it  is  fair. 

(Mr  Lewis.)  There  is  one  point  about  the 
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anti-dumping  legislation  we  have  in  this 
country,  ana  in  particular  the  burden  of 
proving  the  damage.  1 do  not  think  it  is  for 
me  to  illustrate  how  difficult  it  is  for  a small 
industry  like  footwear  with  small  manufac- 
turing units  gathering  information  to  prove 
damage.  Four  years  ago  we  were  manufac- 
turing in  the  Lancashire  area  nearly  a mil- 
lion pairs  of  stitched  down  velts.  Many  of 
those  we  know  have  been  lost  to  the  Come- 
con  countries  because  we  cannot  buy  the 
leather  for  the  price  at  which  they  land  their 
goods  in  this  country.  How  do  we  go  about 
establishing  that  the  buyer  has  bought  from 
Poland  or  Czechoslovakia  and  at  what  price 
he  has  bought?  Do  we  send  the  salesman  in 
with  whom  he  has  a good  relationship  and 
say:  “Come  on,  Bill,  can  you  tell  me  what 
you  imported  these  shoes  at?  Show  me  the 
invoice  and  can  I take  it  down  to  the 
Department  of  Trade  and  show  them  the 
invoice,  and  shall  I show  them  the  order 
that  we  would  have  got  if  they  had  not 
imported  those  goods  from  Poland  and 
Czechoslovakia?”  It  is  utterly  impracticable 
for  a manufacturer  to  be  able  to  gather  this 
kind  of  evidence  in  order  to  establish  hard 
facts  of  damage.  He  only  establishes  the 
evidence  when  he  has  gone  out  of  business, 
when  he  says  to  the  Department  of  Trade: 
“We  have  gone  out  of  business."  This  is  the 
damage  that  has  happended  to  the  industry 
because  we  were  traditionally  a producer  of 
these  velts.  This  leads  me  to  a plea  to  seek 
a major  refonn  of  the  dumping  legislation 
in  this  country  by  placing  the  onus  of  proof 
before  goods  are  snipped  to  this  country  in 
bulk  and  to  ensure  that  there  is  fair  and  free 
trade  particularly  from  state-run  industries 
with  whom  there  is  no  normal  basic  com- 
mercial communications.  I have  a docu- 
ment here  where  I have  compared  the 
prices  of  three  manufacturers  of  velt  shoes 
with  Polish  and  Czechoslovakian  shoes 
which  I purchased  in  a shop  known  as 
“Freeman,  Hardy,  & Willis".  One  pair  I 
bought  for  £10.99  and  one  pair  for  £11.99. 
I estimated  that  the  landed  United  King- 
dom price  was  £5.50.  Of  the  three  manu- 
facturers that  I surveyed  I got  three  total 
prices:  £7.32  ex-factory  with  no  VAT ; £9.16 
ex-factory,  with  no  VAT;  and  £8.32.  All 
the  raw  material  prices  are  fairly  uniform 
within  a few  coppers.  The  labour  costs  are 
fairly  uniform.  The  overhead  costs  change 
considerably,  but  the  lowest  priced  shoe,  at 
£7.32,  would  have  to  sell  in  the  shop  at  not 
less  than  £13.99.  I illustrate  that  to  empha- 


sise the  degree  of  competition. 

1305.  Would  you  be  good  enough  to 
leave  that  paper  with  us? 

(Mr  Lewis.)  Yes,  Sir1. 

1306.  It  will  then  go  on  the  record.  We 
must  bring  these  proceedings  to  a ciose 
You  have  given  us  some  very  valuable 
information  which  supplements  much  of  the 
evidence  we  have  already  taken  in  other 
spheres  in  our  inquiries.  Before  I close  1 
know  that  we  should  look  at  the  exhibits 
which  were  brought  with  you.  We  cannot 
look  at  them  as  we  are  sitting  in  the  Com- 
mittee. We  shall  have  to  look  at  them  infor- 
mally afterwards  as  the  stenographer 
cannot  record  that  “the  Committee  sat 
back”  — in  biblical  terms  — “looking 
amazed”.  We  shall  have  to  ask  you  if  you 
could  give  us  a brief  description  of  any 
points  you  would  like  to  make  about  the 
exhibits  we  are  going  to  look  at.  Are  the 
uppers  better?  Are  the  lowers  better?  Are 
the  heels  bigger  or  thicker  or  thinner? 

(Mr  Lewis.)  The  shoes  are  exactly  the 
same.  That  is  the  point  of  the  exercise. 

1307.  Then  if  they  are  both  the  same 
what  is  the  difference  in  price  in  the  shop? 

(Mr  Lewis.)  I have  six  half  pairs  of  shoes, 
two  purchased  from  Poland  and  Czechoslo- 
vakia and  — 

1308.  Why  did  you  only  bring  half 
pairs? 

(Mr  Lewis.)  To  stop  people  from  stealing 
them. 

1309.  Tire  shoes  we  are  going  to  look  at 
are  the  ones  referred  to  in  the  memoran- 
dum you  have  put  in,  are  they? 

(Mr  Lewis.)  Yes. 

(Chairman.)  Thank  you  very  much.  We 
will  look  at  them.  Unless  my  colleagues 
have  anything  more  to  ask  it  remains  for 
me  to  say  thank  you  very  much  indeed  for 
your  attendance,  for  the  paper  which  you 
gave  us  which  is  very  valuable  and  which 
we  took  in  and  for  the  manner  in  which  you 
have  answered  our  questions.  We  are  here 
to  seek  to  help  you  and  we  shall  do  our  best 
in  the  light  of  the  evidence  that  you  and 
others  have  given.  Our  report  will  be  pub- 
lished as  soon  as  practicable.  Meanwhile, 
we  wish  you  all  the  best  and  good  fortune. 


■Seep  361. 
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WEDNESDAY  18  JUNE  1980 
Morning  sitting 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 


Mr  Kenneth  Carlisle 
Mr  Stan  Crowther 
Mr  Peter  Emery 
Mr  Derek  Foster 


Mr  Russell  Kerr 
Mr  Robin  Maxwell-Hyslop 
Mr  Ian  Mikardo 


INTERNATIONAL  COMPETITIVENESS  (M161) 
Paper  submitted  by  The  National  Enterprise  Board 


1.  The  NEB  was  invited  to  prepare  a paper  setting  out  its  view  of  the  problems  and 
opportunities  facing  its  various  companies  in  increasing  exports  and  in  countering 
high  levels  of  import  penetration  with  particular  attention  to  “the  most  modem  and 
advanced  sectors  of  British  industry" . 

2.  This  paper  responds  to  this  invitation  in  two  ways.  Firstly,  it  assesses  the  NEB’s 
contribution  to  improving  the  UK’s  trade  performance.  Second,  it  assesses  the 
experience  of  some  of  its  companies  in  promoting  exports  and  countering  imports. 


The  NEB’s  Contribution 

The  NEB's  Role 

3.  In  his  statement  to  the  House  of  Commons  on  20  November,  the  Secretary  of  State 
for  Industry  confirmed  that  he  saw  the  NEB  as  having  a continuing  catalytic 
investment  role,  especially  in  connection  with  advanced  technology,  as  well  as  its 
regional  and  small  firms  roles.  The  NEB’s  task,  in  acting  as  a catalyst,  is  therefore 
to  make  things  happen  which,  in  the  interest  of  UK  industrial  performance,  should 
happen,  but  which  would  not  happen  (or  would  happen  too  slowly)  without  action 
by  the  NEB.  It  follows  that  almost  all  NEB  initiatives  will  promote  exports  or 
substitute  for  imports,  or  both.  There  is  no  sense  in  NEB  firms  simply  undercutting 
UK  competition,  and  the  Board  has  always  sought  to  avoid  this. 

4.  The  Industry  Act  1975  (Section  2)  endowed  the  Board  with  the  purpose  of  promoting 
international  competitiveness,  and  the  NEB  Guidelines  placed  upon  the  Board  a 
specific  responsibility  to  improve  the  balance  of  payments,  with  special  regard  to 
export  opportunities  (though  the  current  draft  Guidelines  do  not  identify  a specific 
export  role).  A number  of  NEB  initiatives  were,  therefore,  launched  with  exports 
as  their  primary  objective,  quite  apart  from  those  initiatives  which,  by  their  nature, 
have  contributed  to  the  balance  of  payments. 

NEB  Initiatives 

5.  In  pursuing  its  evolving  catalytic  role,  the  NEB  has  made  a number  of  investments, 
particularly  in  the  area  of  high  technology,  which  have  made,  and  will  make,  a 
positive  contribution  to  the  balance  of  payments.  The  major  investments  include: 

Inmos  Integrated  circuits  (silicon  chips)  will  be  one  of  industry’s  key  raw 
materials  in  the  future.  Yet,  until  Inmos  was  launched,  there  were  no  plans  to 
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establish  a UK  capability  in  the  design  and  manufacture  of  high  volume 
“standard”  integrated  circuits.  The  Inmos  management  had  seen  their  proposed 
UK  plant  as  making  a major  contribution  to  import  substitution  and  to  exports 
(principally  to  the  US,  continental  Europe  and  Japan),  amounting  to  around 
£100  million  a year  by  1984,  but  there  must  now  be  some  doubt  about  this. 

Insac  The  UK  software  industry,  comprised  mainly  of  small  but  successful 
firms,  was  seen  to  be  weak  in  international  terms  in  that  the  firms  themselves 
were  vulnerable  and  individually  they  lacked  the  resources  to  support  marketing 
and  distribution  organisations  overseas.  Insac  was  established  therefore  to 
provide  finance,  through  an  umbrella  organisation,  to  develop  new  export 
oriented  products  and  to  market  and  distribute  them  in  the  US.  The  success  of 
Insac  in  marketing  viewdata  products  in  the  US  led  to  the  formation  of  a new 
company,  Aregon,  to  pursue  the  viewdata  opportunities  formerly  undertaken 
by  Insac. 

Nexos  A number  of  UK  firms  are  well  established  in  providing  computing, 
telecommunications  and  office  equipment.  A major  opportunity  is  seen  in  the 
use  of  these  as  components  in  designing  “the  office  of  the  future”.  Until  the 
creation  of  Nexos  the  UK  lacked  a vehicle  for  co-ordinating  the  development 
of  integrated  systems  and  marketing  and  supporting  them.  Nexos  has  announced 
the  establishment  of  a marketing  organisation  in  Germany  (which  is  the  major 
market  in  Europe)  and  is  advanced  in  negotiations  with  distributors  for  other 
parts  of  Europe. 

BUE  Overseas  firms  have  won  a high  proportion  of  work  related  to  North 
Seal  oil.  This  was  for  long  a source  of  concern.  The  formation  of  BUE  was  seen 
as  an  opportunity  to  create  a credible  UK  integrated  underwater  engineering 
and  manufacturing  operation  which  would  develop  into  an  international  force. 
BUE  has  been  awarded  a number  of  major  contracts  in  the  North  Sea,  and  has 
also  carried  out  considerable  work  in  the  Mediterranean. 

DRI  DRI  is  the  sole  UK  manufacturer  of  computer  disc  memory  products 
and  makes  a major  contribution  to  import  substitution  and,  in  addition,  exports 
around  half  of  its  production. 


6.  The  NEB’s  portfolio  of  regional  and  small  company  investments  can  also  be  seen  as 
making  a positive  overall  contribution  to  the  UK’s  trade  performance.  Small  com- 
panies experience  particular  difficulties  in  exporting,  and  the  NEB’s  ability,  as  an 
investor,  to  take  a longer  view  can  provide  support  during  the  period  when  resources 
are  stretched.  Small  company  export  successes  include  Hydraroll,  whose  novel 
hydraulic  roller-track  has  had  a significant  impact  abroad;  George  P Brown,  who 
have  been  awarded  a contract  to  supply  welding  equipment  to  Ford  in  Cologne;  and 
Agemaspark,  which  received  the  Queen’s  Award  for  Export  Performance.  In 
addition,  the  NEB’s  ability  to  offer  equity  packages  which  complement  the  Depart- 
ment of  Industry’s  regional  financial  assistance,  provides  a further  attraction  for 
overseas  firms  to  invest  in  the  English  Assisted  Areas. 


7.  Initiatives  which  the  NEB  has  undertaken  primarily  to  promote  exports  include: 

UME  The  NEB  invested  in  United  Medical  Enterprises  in  order  to  enable  the 
company  to  increase  its  sales  of  health-care  products  and  hospital  management 
services,  principally  in  the  Middle  East.  Sales  of  £20m  in  1979  were  almost 
entirely  overseas. 

Momex  This  company  was  established  to  encourage  the  export  of  mechanical 
handling  equipment  to  Venezuela  and  a representative  has  been  established  in 
Caracas. 
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The  Experience  of  NEB  Companies 

General  Factors 

g.  The  views  of  a sample  of  NEB  companies  were  sought  on  how  they  perceived  the 
strengths  and  weaknesses  of  their  international  position.  Some  of  the  main  points 
they  identified  are  outlined  below. 

9.  Small  size  of  domestic  market  The  obvious  comparison  is  with  the  USA,  but  some 
NEB  companies  also  feel  disadvantaged  against  European  competitors  who  started 
competing  in  the  albeit  less  homogenous  European  market  before  the  UK  member- 
ship of  the  EEC,  and  who  are  not  so  separated  geographically  or  in  attitude  from  the 
Common  Market.  The  main  effect  is  felt  by  the  larger  NEB  subsidiaries  such  as 
Ferranti,  DRI,  Fairey,  primarily  in  relation  to  economies  in  production  and  absorp- 
tion of  R&D  overheads.  BUE,  on  the  other  hand,  is  a special  case  and  has  a distinct 
advantage  in  that  its  domestic  market,  the  North  Sea,  is  a substantial  and  testing 
part  of  the  total  world  market  for  offshore  engineering. 

10.  Skilled  engineers  Shortages  have,  in  the  past,  restrained  expansion  in  a number  of 
companies  which  compete  internationally  (including  Ferranti  and  Fairey).  The 
shortages  are  mainly  at  the  “experienced  middle  management”  level  — HNC/ONC 
trained  production  engineers,  draughtsmen  and  craftsmen. 

11.  Exchange  rates  It  is  interesting  that  NEB  companies  in  high  technology  areas  did 
not  consider  that  steadily  rising  exchange  rates  and  relative  wage/productivity  levels 
were  a serious  handicap  to  their  international  competitiveness.  They  emphasised  the 
importance  of  product  design  and  quality  as  relatively  more  important  than  price 
and  stressed  that  the  opportunities  afforded  by  growth  and  new  products  and 
processes  were  important  in  keeping  ahead  of  the  competition.  However,  even  the 
high  technology  companies  had  found  recent  sharp  rises  in  the  exchange  rate  difficult 
to  manage,  and  the  effect  on  unspecialised  products,  such  as  electronic  components, 
has  been  disastrous.  Moreover,  small  companies  in  medium  technology  capital  goods 
manufacture  with  successfully  established  significant  export  sales  in  relation  to  total 
turnover,  have  been  put  at  risk  by  the  recent  sharp  rises  in  exchange  rates  which 
have  sharply  reduced  exports  of  their  medium  technology,  more  price-sensitive 
products. 

Specific  Factors 

12.  The  sample  also  identified  certain  specific  features,  which  are  outlined  below. 

13.  Small  companies  The  costs  and  risks  of  international  expansion  are  high,  and 
agents  are  a poor  alternative  to  expanding  their  own  selling  activity,  especially  in 
high  technology  products  which  can  require  either  skilled  service  support  or  rapid 
product  development  in  response  to  changing  market  and  competitive  conditions. 
UK  companies  feel  at  something  of  a relative  disadvantage,  geographically  and 
culturally,  to  continentally-based,  more  European-minded,  competitors.  US  com- 
panies have  access  to  a much  larger  domestic  base  before  embarking  on  international 
expansion.  Japanese  companies  have  the  strength  of  their  trading  houses  which  are 
thought  to  provide  low  cost/risk  access  to  international  markets  and  necessary 
financial  backing. 

14.  Computer  hardware  and  electronics  The  main  US  competitors  obtain  very  substan- 
tial benefits  from  massive  and  reasonably  assured  levels  of  government  support  via 
R&D  spending  and  purchasing  for  the  space  and  defence  programmes.  The  impor- 
tance of  this  may  perhaps  be  diminishing,  but  this  advantage  and  the  scale  of  the 
domestic  market  have  already  endowed  the  USA  with  a dominant  position  in 
electronics  and  computers  and  a strong  base  for  the  future.  The  future  challenge  is 
likely  to  come  principally  from  Japan  where  government  is  giving  substantial  financial 
and  strategic  support  to  industry. 
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15.  Software  The  UK  has  some  advantages  in  respect  of  wage  costs  and  common 
language  with  the  US,  the  home  of  computing  and  computer  languages  (which 
reflect,  in  their  structure,  an  English  language  origin).  UK  software  houses  are  well 
regarded  in  the  industry.  The  difficulties  experienced  by  UK  companies  of  this  kind 
with  limited  physical  assets,  in  getting  finance  are  well  known.  Less  widely  known 
is  the  breadth  and  strength  of  Government  support  in  France.  This  has  been  a maim 
factor  in  the  exceptionally  rapid  growth  of  French  computer  services  companies 
The  French  Government  has  Provided  a helpful  environment  for  this  growth;  has  j 
direct  or  indirect  stake  in  CISI  (an  offshoot  from  the  French  Atomic  Enern 
Authority),  Cap/Gcmini/Sogeti  (now  the  third  largest  software  services  company  m 
Europe) , and  Tdlesystemes;  and  also  participates  in  other  computer  services  com- 
panies through  industrial  groups  or  publicly-owned  banks. 

16.  Advanced  engineering  The  NEB’s  involvement  (principally  through  Fairey  and 
BUE)  has  highlighted  a number  of  factors  important  for  international  competitive- 
ness  in  specialised  sub-sectors  of  advanced  engineering. 

(a)  BOTB  services  have  been  a valuable  help  in  promoting  exports.  Special  impor- 
tance was  attached  to  Overseas  Trade  Fairs. 

(b)  ECGD  services  were,  similarly,  considered  valuable,  but  some  criticisms  were 
voiced  about  lack  of  speed,  bank  nomination  procedures  which  hindered  inter- 
bank competition,  and  a strong  but  unsubstantiated  belief  that  other  countries 
were  offering  more  favourable  credit  terms  outside  the  international  guidelines. 

(c)  Government  purchasing , principally  of  defence  equipment  but  also  by  the  Horn! 
Office  and  nationalised  industries,  was  considered  vital  for  establishing  product 
credibility  in  the  eyes  of  potential  overseas  customers.  Conformity  or  otherwise 
of  UK  requirements  and  specification  with  international  market  requirements 
has  also  been  important;  for  example,  the  UK’s  AGR  programme  is  considered 
to  have  limited  export  prospects  for  Fairey’s  nuclear  business  to  waste  processing 
and  small  research  reactors.  On  the  other  hand,  Fairey  have  found  advantage 
in  claiming  that  they  are  a “government-backed”  company. 

W The  UK  armed  forces  were  still  highly  regarded  overseas.  This,  and  the  previ- 
lence  of  UK  trained  personnel  overseas,  has  given  UK  companies  a degree  of 
competitive  advantage. 

17.  Medical  instrutnenls  and  biotechnology  The  shortage  of  venture  capital  for  start-up 
companies  and  the  small  scale  of  the  domestic  market  (highly  dependent  on  popu- 
lation and  GNF)  were  especially  serious  handicaps  in  the  new  areas  of  high  tech- 
nology. The  UK  market  alone  is  not  large  enough  to  support  specialised  companies 
which  have  to  face  the  cost/risk  of  premature  product  or  geographic  diversification. 
The  failure  of  UK  companies  to  develop  leaves  the  market  open  to  imports  from  the 
US,  Germany  and  Japan.  The  UK's  sole  competitive  advantage  is  its  scale  and  its 
reputation  for  medical  research  and  education.  Education  for  overseas  students  has 
helped  in  winning  exports  in  medical,  military  and  engineering  sectors. 

6 June  1980. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


385 


18  June  1980]  Sir  Arthur  Knight  and  Mr  Brian  Willott  [Continued 


Examination  of  witnesses 

Sir  Arthur  Knight,  Chairman,  and  Mr  Brian  Willott,  Secretary  of  the  National 
Enterprise  Board;  called  in  and  examined. 


Chairman 

1310.  May  I welcome  you,  Sir  Arthur 
Knight,  chairman  of  the  National  Enter- 
prise Board,  to  this  public  sitting  of  Ihe 
Select  Committee  on  Industry  and  Trade 
together  with  your  secretary,  Mr  Brian  Wil- 
lott. Sir  Arthur,  we  are  obliged  to  you  for 
your  submission  of  a paper  on  international 
competitiveness  and  the  NEB  experience 
in  connection  with  that.  We  have  numbered 
it  M161  for  our  own  purposes.  As  you 
know,  we  are  looking  at  the  question  of 
why  Britain  does  not  export  more  and  why 
we  appear  to  import  so  much.  Your  paper 
certainly  deals  with  the  problems  affecting 
those  companies  under  your  care  which  I 
think  you  describe  as  the  most  modern  and 
advanced  sectors  of  British  industry.  May 
I ask  you  whether  the  National  Enterprise 
Board  sees  its  promotion  of  export;;  and 
substitution  for  imports  as  a conscious 
policy? 

(Sir  Arthur  Knight.)  If  I may,  I should 
like  to  talk  mainly  about  our  high  technol- 
ogy activities.  I ought  also  to  comment  that 
these  high  technology  activities  of  ours  are, 
as  you  rightly  say,  in  the  forefront.  1 must 
qualify  that,  of  course,  by  saying  that  they 
are  relatively  modest  in  scale  and  I should 
not  like  to  pretend  that  we  in  the  NEB, 
with  our  modest  portfolio , would  claim  that 
we  are  any  more  than  a small  part  of  the 
wide  range  of  high  technology  activities 
going  on  in  British  industry. 

1311.  The  current  draft  guidelines 
which  you  have  received  do  not  appear  to 
identify  a specific  export  rule.  Does  that 
mean  a change  in  emphasis  as  far  as  you  are 
concerned? 

(Sir  Arthur  Knight.)  I think  that  so  far  as 
1 am  concerned,  there  are  two  points  here. 
The  first  is  whatever  it  was  led  the  Govern- 
ment, in  drafting  the  legislation,  to  make 
this  change  — and  which  led  Parliament  to 
accept  it.  On  that,  I cannot  comment,  As 
a practical  matter,  I believe  strongly  that 
what  we  are  doing  in  the  high  technology 
field  in  terms  of  its  benefits  for  exports  or 
for  imports  saving  is  quite  unchanged  by 
this  change  in  the  official  guidelines  for  the 
Enterprise  Board.  If  I can  develop  that 
point  — because  it  is  fundamental,  I think, 
to  what  I have  to  say  — we  are  charged  to 
take  initiatives  in  areas  in  which  otherwise 


ihe  private  sector  would  not  be  taking  ini- 
tiatives. This  means  that  whatever  we  are 
doing,  provided  that  we  are  successful,  is 

Sto  result  in  activities  in  this  country 
otherwise  would  not  be  there.  But 
the  products,  the  services,  would  still  be 
required  in  this  country.  It  fallows,  there- 
fore, that,  by  definition,  provided  we  do 
our  job  well,  we  must  be  in  the  activity  of 
import  saving,  by  definition.  It  follows  from 
the  basic  nature  of  our  task.  Equally  it 
follows  that  if  we  are  successful  we  are  very 
likely  to  generate  exports  and  would  expect 
to  generate  exports. 

Mr  Mikardo 

1312.  I think  we  all  understand  that  the 
nature  of  the  beast  is  such,  but  if  I may  say 
so,  I think  that  what  the  Chairman’s  ques- 
tion amounts  to  is  this.  Do  you  leave  it  to 
the  companies  whose  portfolios  you  hold  or 
partly  hold  to  decide  for  themselves  what 
part  of  their  activity  should  be  directed  to 
exports  or  to  import  saving;  or  do  you  do 
a bit  of  gentle  leaning  on  them? 

( Sir  Arthur  Knight.)  ft  is  inherent  in  what 
we  are  doing  in  deciding  to  invest  and  in 
managing  those  investments  that  the  import 
saving  and  the  export  of  those  activities  are 
being  pressed.  It  is  an  inherent  part  of  the 
job  we  are  doing.  There  are  cases  — and  I 
have  quoted  one  in  this  paper  called  Insac 
— where  the  whole  purpose  of  the  invest- 
ment is  export  — and  that  stands  on  its 
own.  But  if  we  take  Inmos,  the  computer 
chip  activity  — and,  by  the  way,  we  are  not 
by  any  means  at  the  point  where  we  can 
lean  on  anybody,  yet;  we  are  talking  about 
a project.  The  whole  essence  of  that  proj- 
ect, if  it  goes  ahead  and  if  it  succeeds,  is 
that  we  in  this  country  will  have  an  export 
potential;  it  means  that  we  will  be  saving 
imports.  It  is  not  a matter  of  leaning  on  the 
management  except  to  the  extent  that  you 
lean  on  the  management  to  succeed. 

Mr  Emery 

1313.  As  far  as  the  overall  guidelines 
are  concerned  — and  it  is  unusual  to  hear 
you  say  that  you  cannot  comment;  1 wish 
you  would  comment — can  you  say  whether 
the  present  guidelines  are  acceptable  to  you 
as  far  as  exports  and  the  import  factor  are 
concerned  and,  secondly,  whether  overall 
they  are  what  you  would  want?  Obviously, 
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[Mr  Emery  Conld.] 

the  success  of  your  whole  operation  will 
influence  the  export  factor.  If  the  guidelines 
are  not  acceptable,  what  extra  or  different 
factor  on  the  guidelines  would  you  like  to 
see? 

(Sir  Arthur  Knight.)  1 must  reply  to  that 
by  saying  that  these  guidelines  are  the 
guidelines  that  1 accepted  in  taking  on  this 
job  last  November  and  that  this  effort 
through  the  National  Enterprise  Board  in 
the  high  technology  field  is  an  effort  which 
I personally  believe  in  (which  led  me  to 
take  the  job  on)  and  the  direct  conse- 
quences of  that  are  those  that  we  have 
already  talked  about  in  terms  of  exports 
and  import  saving.  I would  not  want  any 
change  in  the  guidelines  in  this  area  because 
I think  it  follows  from  the  task  that  we  are 
doing  that  we  achieve  the  right  results. 

1314.  But  going  from  the  export  situa- 
tion to  the  overall  situation,  you  have  now 
been  there  for  six  months.  It  would  be 
unusual  for  any  adroit  manager  not  to  want 
to  see  perhaps  some  alteration  in  either  his 
responsibility  or  his  terms  of  references. 
Have  you  now  any  new  views  about  the 
guidelines  which  you  think  overall  could 
improve  the  situation  as  far  as  NEB  is 
concerned? 

(Sir  Arthur  Knight.)  No,  Chairman.  1 
think  that  in  this  area  of  high  technology 
which  we  are  discussing  I am  perfectly 
happy  with  the  guidelines  as  they  are. 


Ferranti  matter. 

Mr  Crowther 

1316.  I should  like  to  go  back  to  the 
question  of  exports  and  imports,  if  I ma,, 
If,  as  you  say.  the  import  saving  and  export 
promotion  is  inherent  in  the  job  of  anybody 
in  manufacturing,  does  that  mean  that  the 
specific  inclusion  of  a reference  to  the  bal- 
ance of  payments  in  the  previous  guidelines 
was  entirely  superfluous? 

(Sir  Arthur  Knight.)  May  1 make  two 
comments  on  that?  The  first  is  that  what  I 
am  about  is  not  that  which  is  inherent  in 
any  manufacturing  activity.  What  I am 
involved  in,  in  the  high  technology  field,  is 
high  technology;  and,  by  definition,  these 
are  the  activities  which,  if  we  do  not  get 
them  launched  in  this  country,  will  generate 
imports.  Therefore,  it  is  quite  different  and, 
if  I may  suggest,  in  terms  of  your  Commit- 
tee's job,  much  more  important  than  the 
generality  of  manufacturing  industry.  To 
take  the  second  half  of  the  question,  the 
earlier  guidelines  with  their  emphasis  on 
exports  certainly  led  the  NEB  into  activities 
which  were  not  high-technology  but 
devoted  to  promoting  exports.  Certainly, 
one  of  those,  UMED,  has  been  successful. 
Its  export  figure  last  year  was,  I think  £20 
million.  That  is  in  relation  to  interesting 
projects  in  the  Middle  East  but  not  what 
one  would  define  automatically  as  high 
technology. 


Mr  Kerr 

1315.  Are  you,  for  example,  happy  with 
the  sale  of  Ferranti? 

(Sir  A rthur  Knight.)  I regard  the  intended 
sale  of  Ferranti  as  a necessary  consequence 
of  the  situation  in  which  NEB  now  is; 
namely,  that  the  50  per  cent  share  holding 
has  been  a success,  the  business  is  a better 
business  than  it  was.  It  is  now,  therefore,  a 
marketable  investment;  and  it  is  no  part  of 
our  role  as  NEB  to  hold  an  investment 
which  is  marketable.  The  whole  role  of 
NEB  relates  to  those  activities  where,  for 
one  reason  or  another,  the  activity  is  not 
marketable. 

(Mr  Kerr.)  May  I suggest  that  — 

(Chairman.)  May  I intervene  because. 
Sir  Arthur,  we  had  a discussion  before  we 
opened  the  public  session  and  as  the  House 
of  Commons  is  publicly  going  to  debate  this 
afternoon  the  whole  question  of  the  sale  of 
the  Ferranti  holding,  we  felt  that  we  had 
sufficient 


1317.  Arising  out  of  what  you  have  just 
said,  are  you  changing  the  emphasis  at  all 
in  the  companies  which  you  do  not  place  in 
the  high  technology  field?  Is  there  going  to 
be  any  change  in  their  emphasis  on  export? 

(Sir  Arthur  Knight.)  It  would  be  right  to 
say  that  under  our  new  guidelines  we  no 
longer  have  any  duty  to  start  off  initiatives 
of  the  kind  that  are  designed  wholly  to 
promote  exports  unrelated  to  high  technol- 
ogy. We  have  no  such  duty  now. 


questions  here  dealing  with 
import  and  export  matters  that  we  would 
not  venture  deeply  into  the  field  of  the  if  we  beljeve  that  we  should  invest  public 
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Chairman 

1318.  Sir  Arthur,  when  you  deal  with 
your  initiatives  and  when  the  export  and 
import  side  of  matters  is  concerned,  is  the 
impact  judged  in  terms  of  job  opportuni- 
ties, the  financial  contribution  to  the  bal- 
ance of  payments  or  the  effects  on  other 
sectors  of  the  economy? 

(Sir  Arthur  Knight.)  The  first  test  is  this: 
would  this  happen  if  we  did  not  make  it 
happen?  If  it  would,  it  is  no  part  of  our  job. 
That  is  the  first  test.  The  second  test  is  that 
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money,  the  first  test  is:  Is  that  money  going 
to  be  well  spent  and  produce  a profitable, 
successful  business? 

1319.  Where  investments  have  made  a 
positive  contribution  to  the  balance  of  pay- 
ments, can  you  tell  us  how  the  reality  has 
been  compared  with  expectation? 

(Sir  Arthur  Knight.)  The  first  comment 
on  that  is  that  so  much  of  what  NEB  has 
launched  is  still  so  early  in  its  development 
that  it  would  be  impossible  to  comment 
upon  the  reality  as  compared  with  the 
expectation.  And  that  applies  to  all  of  the 
big  things  that  we  are  identified  with.  But 
I refer  back  to  UMED  — successful.  I refer 
to  British  Underwater  Engineering  which, 
even  at  this  early  stage,  and  it  is  by  no 
means  developed,  has  built  up  some  rather 
interesting  contracts  in  the  Mediterranean. 
But,  by  and  large,  I must  say  that  it  is  too 
early  to  know  how  successful  we  are  in 
relation  to  our  expectations. 

Mr  Emery 

1320.  Going  on  from  that  — and  I think 
that  you  probably  answered  the  question; 
but  to  put  it  another  way  — have  any  of  the 
operations  that  you  have  entered  into  and 
encouraged  ever  had  a net  negative  contri- 
bution to  the  balance  of  payments? 

(Sir  Arthur  Knight.)  I suppose  that  one 
would  have  to  say  that,  to  the  extent  that 
NEB  has  made  investments  which  have 
failed,  they  have  used  up  money  and  there- 
fore resources  which  ought  to  have  been 
diverted  in  some  other  way.  That,  I would 
believe,  is  the  primary  response  to  that 
question. 

1321 . It  would  only  be  in  that  area? 

(Sir  Arthur  Knight.)  Only  in  that  area? 

Brian? 

(Mr  Willott.)  May  I say  that,  obviously, 
some  of  the  high  technology  investments 
have  to  buy  equipment  from  overseas;  so 
that  at  the  initial  phase  of  an  investment 
there  might  be  a net  negative  flow;  but  that 
would  be  just  at  the  beginning. 

(Sir  Arthur  Knight.)  I am  glad  of  that 
addition  — a very  valid  point. 

1322.  May  I ask  one  last  question  on 
the  terms  of  reference?  You  have  said  quite 
clearly,  and  it  is  seen  to  be  quite  clear,  that 
before  acquiring  you  should  satisfy  your- 
selves that  the  reauirements  of  the  company 
concerned  could  not  be  met  by  other 
sources.  Yet,  nearly  in  contradiction  later 
on  (in  paragraph  5)  — “the  Board  shall 


make  acquisitions  only  when  they  see  the 
prospect  of  an  adequate  rate  of  return 
within  a reasonable  period  and  shall  have 
regard  to  the  company’s...”  if  there  is  an 
adequate  rate  of  return  within  a reasonable 
period,  is  that  not  normally  what  the  finan- 
cial market  will  pick  up;  and  how,  there- 
fore, do  you  equate  what  appears  to  be  a 
contradiction? 

(Sir  Arthur  Knight.)  This,  in  essence, 
must  have  been  the  debate  that  Parliament 
had  in  deciding  to  pass  the  new  legislation. 
In  carrying  out  my  duties  under  that  legis- 
lation, I am  conscious  of  this.  I am  con- 
scious that  there  are  investment  possibilities 
which  are  highly  risky,  which  are  going  to 
pay  off  in  a length  of  time  which  is  long  by 
the  standards  of  most  parts  of  the  ordinary 
investing  community.  These  two  factors  — 
high  risk  (because  of  high  technology)  and 
the  fact  that  you  have  to  wait  quite  a long 
time  for  your  money  — have,  so  far,  inhib- 
ited the  private  investing  community  from 
embarking  on  some  of  the  projects  which 
perhaps  are  worthwhile  from  the  nation’s 
point  of  view. 

1323.  Are  you  not  saying  that  there  is , 
a slightly  different  interpretation  of  the 
“reasonable”  time  that  you  take  from  that 
which  a merchant  bank  or  another  investor 
might  take? 

(Sir  Arthur  Knight.)  That  is  quite  right. 

(Mr  Willott.)  May  I add  that  the  NEB 
is  willing  to  make  an  investment  and 
then  get  out  later.  This  is  something  that  is 
attractive  and  may  get  some  projects  off  the 
ground;  whereas  this  is  a rather  different 
approach  from  that  of  most  of  the 
institutions. 

1324.  Can  I turn  to  Inmos  and  the  spe- 
cific factors  in  your  report.  You  say  in  your 
submission  that  the  £100  million  a year  con- 
tribution to  the  balance  of  payments  which 
you  hoped  would  be  achieved  in,  I believe, 
1984,  may  now  be  in  some  doubt.  Can  you 
tell  the  Committee  why  this  is  so? 

(Sir  Arthur  Knight.)  The  only  reason  that 
I put  in  those  words  is  that  it  is  now  six 
months  since  my  Board  took  the  decision 
it  took  on  the  basis  of  that  forecast  to  which 
I referred.  Therefore,  I must  make  the 
point  that  six  months  have  passed. 

1325.  But  you  are  still  hopeful  that,  if 
not  that  exact  figure,  something  approach- 
ing it  will  be  reached? 

(Sir  Arthur  Knight.)  Indeed.  I have  no 
reason  at  all  to  change  my  belief  that  this 
project  is  a good  project  — which  means 
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that  it  will  save  imports  and  it  will  generate 
exports.  It  may  be  a slightly  longer  time- 
scale  by  reason  of  delay. 

Mr  Foster 

1326.  How  damaging  do  you  think  that 
that  delay  has  been?  And,  if  I can  ask  a 
related  question  at  the  same  time,  do  you 
think  that  the  location  of  one  of  the  Inmos 
factories  in  a development  area  would 
affect  the  competitiveness  of  the  venture? 

(Sir  Arthur  Knight.)  On  the  damage  of 
the  delay,  we  have  spent  the  last  six  months 
actively  pursuing  this  decision  that  we  had 
sought.  I have  now  decided  that  I must 
review  the  whole  situation  because  six 
months  has  passed.  Therefore,  although 
inevitably  I have  got  to  say  that  six  months 
have  had  some  damaging  effect,  I could  not 
go  further  at  this  moment  in  saying  how 
much. 

1327.  And  on  the  location  in  the  devel- 
opment area? 

(Sir  Arthur  Knight.)  The  essence  of  the 
project,  as  the  NEB  board  saw  it  — long 
before  I was  on  the  scene;  and  as  Govern- 
ment then  accepted  it  — was  that  there 
would  be  built  up  in  this  country  not  just 
the  manufacture  of  computer  chips  but  also 
a development  capability  so  that  future  gen- 
erations of  these  highly  sophisticated  prod- 
ucts could  be  developed  oy  people  in  this 
country.  The  argument  for  taking  the  deci- 
sion that  my  Board  took  last  December  was 
that,  to  achieve  that  original  objective, 
required  a production  unit  and  develop- 
ment teams  on  the  same  site.  Therefore,  if 
that  were  valid  a location  on  any  other  site 
conceivably  in  the  short  term  (namely,  the 
next  three  or  four  years)  could  generate  the 
consequences  that  we  have  been  talking 
about.  If  the  original  conception  was  right, 
if  one  took  a longer  time  scale  (ten  years  or 
so)  then  this  country  might  find  itself  less 
successful  in  blocking  imports  or  generating 
exports.  That  was  the  argument  which  led 
my  Board  to  decide  to  ask  for  the  site  we 
asked  for. 


Mr  Crowther 

1329.  Can  I put  a further  question  on 
Inmos?  It  seems  to  me  that  Inmos  is  almost 
a classic  example  of  a point  that  you  made 
earlier  about  the  duty  of  the  NEB  to  make 
things  happen  which  would  not  otherwise 
happen.  Yet.  in  view  of  the  extreme  impor- 
tance of  Inmos  in  the  national  interest  and 
its  potential  profitability,  why  do  you  think 
it  would  not  nave  happened  if  left  to  private 
initiative  and  private  investment? 

(Sir  Arthur  Knight.)  Very  much  for  the 
reasons  we  discussed  earlier  in  response  to 
Mr  Emery’s  question:  namely,  that  this  is 
and  always  has  been  an  investment  involv- 
ing a very  high  risk.  It  also  requires  “patient 
money”  (I  think  that  is  the  expression);  and 
those  were  the  reasons  which  led  the  former 
NEB  board  to  decide.  I think  that  I can  say 
from  my  limited  and  more  recent  expert* 
ence  that  those  factors  look  to  be  still  valid. 
We  still  have  a project  here  which,  in  terms 
of  private  investors,  is  risky  and  looks  as 
though  it  is  on  rather  a long  time  scale. 

1330.  Is  this  reluctance  of  private  inves- 
tors to  take  high  risks  or  to  accept  a long 
wait  for  their  profits  peculiar  to  Britain? 

(Sir  Arthur  Knight.)  Can  I comment  in 
this  way?  First,  I talked  about  Inmos.  I was 
not  generalising  about  private  investors  in 
all  fields.  That  would  be  quite  wrong.  1 
talked  about  this  particular  project  and  one 
could  point  to  lots  of  other  high-risk  invest- 
ments — North  Sea  oil  at  the  beginning,  for 
example  — which  attracted  private  money 
despite  the  high  risks.  I must  not  be  led  into 
making  a wild  generalisation.  I am  talking 
about  Inmos. 

1331.  Will  you  answer  the  question  spe- 
cifically in  relation  to  Inmos  or  other  high 
technology  developments  within  that  kind 
of  field? 

(Sir  Arthur  Knight.)  In  other  countries, 
a project  like  Inmos  has  got  off  the  ground. 
One  nas  only  to  look  at  the  American  scene 
to  sec  the  extent  to  which  projects  like 
Inmos  have  got  off  the  ground. 


Mr  Carlisle 

1328.  If  you  do  not  get  the  £25  million  Mr  Maxwell-Hyslop 

that  you  are  asking  for,  what  is  the  future  1332.  Bearing  in  mind  your  caveat  that 
of  Inmos?  it  is  a high-risk  business,  at  what  stage 

(Sir  Arthur  Knight.)  If  we  do  not  get  the  would  you  hope  to  be  able  to  recover  your 
£25  million  which  we  are  asking  for,  there  investment  by  phasing  it  into  the  private 
are,  1 suppose,  a number  of  possible  sector? 

futures.  I hope,  Chairman,  at  this  moment  (Sir  Arthur  Knight.)  My  Board  — we  all 
that  I will  not  be  pressed  in  public  to  discuss  felt  — that  if  we  were  to  invest  the  further 
what  they  might  be.  £25  million  which  we  decided  to  ask  for  last 
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December,  that  should  be  a sufficient  sum 
from  the  public  purse  and  that  once  that 
had  been  spent,  we  saw  a sufficiently  attrac- 
tive prospect  to  believe  that  any  further 
cash  needed  for  its  further  development 
would  be  capable  of  being  raised  from  the 
private  sector, 

1333.  Further  cash  by  way  of  tranche  or 
further  cash  by  way  of  your  getting  your 
investment  back? 

(Sir  Arthur  Knight.)  We  did  not  jump  to 
a conclusion  about  that  at  that  stage.  We 
were  clear  in  our  own  minds  at  that  stage 
that  £50  million  ought  to  get  this  into  a 
position  where  private  investment  would 
find  it  attractive.  It  follows  from  that  logi- 
cally that  they  ought  therefore  to  be  inter- 
ested in  buying  the  Government’s  NEB 
stake;  but  we  did  not  take  a view  on  that. 
It  was  not  necessary  for  our  purpose  at  that 
time.  Six  months  have  passed  and,  as  I have 
said,  I have  put  in  hand  a further  review. 

Mr  Foster 

133d.  Can  we  ask  whether  there  is  any 
sign  that  the  private  sector  is  any  more 
interested  than  it  was  two  years  ago?  — not 
necessarily  in  Inmos  but  in  this  whole  field. 

(Sir  Arthur  Knight.)  If  1 can  skip  discus- 
sion about  Inmos,  as  I asked  to  be  allowed 
to,  yes,  I think  it  would  be  fair  to  say  — 
and  I should  rather  not  be  pressed  on  par- 
ticular cases  — that  I do  detect  a change  in 
the  private  sector  which  is  quite  encour- 
aging; but  I should  rather  not  be  pressed 
for  cases;  otherwise  I would  have  to  talk 
about  things  that  I am  not  ready  to  talk 
about  in  public. 

Mr  Mikardo 

1335.  On  Nexos,  Sir  Arthur,  you  say  in 
your  memorandum:  “Until  the  creation  of 
Nexos  the  United  Kingdom  lacked  a vehicle 
for  co-ordinating  the  development  of  inte- 
grated systems  and  marketing  and  support- 
ing them.”  What  has  actually  been  the 
effect  of  Nexos?  How  has  it  worked  out  in 
practice;  or  is  it  too  early  to  make  a 
judgment? 

(Sir  Arthur  Knight.)  In  the  Nexos  proj- 
ect, at  this  stage,  it  is  much  too  early.  All 
that  has  happened  so  far  has  been  that  some 
people  have  been  recruited  — some  able 
people — some  development  work  has  been 
done  and  the  project,  as  a development 
project,  is  progressing  well.  But  I have  not 
got  a single  thing  to  point  to  that  would 
lead  you  or  anyone  else  to  say,  “This  is  a 
success.”  Ail  that  I can  say,  Chairman,  is 


that  T have  had  independent  confirmation 
of  that.  The  basic  concept  of  this  looks 
sound.  That  is  about  as  far  as  I can  go. 

1336.  Does  it  also  look  to  have  some 
general  applicability? 

(Sir  Arthur  Knight.)  Yes  — general  in 
the  very  widest  sense  that  the  market  will 
not  just  be  a UK  market.  Nexos  has  already 
opened  up  a German  office.  This  concept 
is  going  to  be  saleable  in  Europe  as  a whole. 
And  that  looks  promising;  but  I have  noth- 
ing concrete  to  point  at. 

1337.  Perhaps  we  can  return  to  that  in 
a year’s  time  when  we  all  know  something 
more  about  it.  What  about  BUE?  Has  it 
yet  made  any  contribution  to  the  balance  of 
payments? 

(Sir  Arthur  Knight.)  It  has  gathered  these 
contracts  in  the  Mediterranean.  It  has  built 
up  some  business  in  the  North  Sea.  It 
appears  to  be  building  up  a good  compet- 
ance.  The  object,  you  will  remember,  was 
to  make  sure  that  this  kind  of  work  was  not 
left  wholly  in  the  hands  of  the  American 
contractors.  I could  not  assert  yet  that  I 
could  demonstrate  a turnover  which  has 
been  captured  from  the  American  compe- 
tition — not  yet.  But  it  is  coming  along 
promisingly. 

Mr  Emery 

1338.  On  that  — and  I think  I ought  to 
declare  that  I have  a slight  interest,  not  in 
this  company  but  in  similar  activities  — is 
it  not  very  disappointing  that  British  com- 
panies as  a whole  seem  not  to  have  been 
able  to  make  the  inroads  into  underwater 
engineering  and  sustain  themselves?  There 
have  been  a lot  of  approaches  but  they  all 
seem  to  have  lasted  for  only  short  periods 
of  two  or  three  years.  This  is  disappointing 
and  has  left  the  field  very  much  open  to  the 
Americans  — I will  not  say  “to  run  riot”, 
but  to  have  a fairly  clear  field? 

(Sir  Arthur  Knight.)  This  is  the  origin  of 
the  NEB  project.  It  is  unproven  as  yet  that 
NEB  can  succeed  where  others  failed. 

Mr  Maxwell-Hyslop 

1339.  To  what  extent  have  you  got  what 
it  is  usual  to  term  “lame-ducks”  in  your 
books,  which  you  are  landed  with  and 
which,  had  you  been  chairman  at  the  time, 
you  would  not  have  wished  to  take  on  to 
your  books?  And  to  what  extent  does  this 
represent  a continuing  demand  on  your 
resources  which  you  would  rather  re- 
deploy? 
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(Sir  Arthur  Knight.)  Herbert,  I suppose, 
is  the  first  company  that  springs  to  mind; 
and  my  board  has  taken  the  decision  there 
will  be  no  further  cash  from  NEB.  There- 
fore, no  further  problems  as  far  as  NEB  is 
concerned  on  that  front.  The  Herbert  man- 
agement have  problems,  but  we  have  not. 
We  have  agreed  not  to  talk  about  Ferranti. 
Or  about  Fairey  — we  have  done  a deal  on 
Fairey.  What  else  is  there  in  the  lame-duck 
category? 

(Mr  Willott.)  Cambridge  Instruments. 

(Sir  Arthur  Knight.)  Cambridge  Instru- 
ments is  still  on  our  books.  The  question  is: 

Is  it  taking  up  resources  that  I would  rather 
see  re-deployed?  The  answer  to  that  ques- 
tion has  to  be  that  it  is  one  of  our  larger 
investments;  we  have  got  a programme  as 
a board  for  reviewing  them  within  the  next 
six  months  — one  by  one,  in  great  detail 

— and  I shall  be  able  to  answer  that  ques- 
tion in  a few  months’  time. 

Mr  Crowther 

1340.  How  do  you  define  a “lame 
duck"? 

(Sir  Arthur  Knight.)  I suppose  that  I 
define  a lame  duck  by  reference  to  its 
origins  and  how  it  came  into  the  NEB  port- 
folio; in  other  words,  I define  lame  clucks 
as  those  companies  which  NEB  finds  itself 
owning  because  Government  at  the  time 
decided  that  NEB  should  take  responsibil- 
ity for  them.  Under  our  new  guidelines,  of 
course,  it  is  still  open  to  the  Secretary  of 
State  to  ask  NEB  to  take  on  companies  of 
that  kind. 

1341.  Am  I wrong  in  believing  that, 
from  the  beginning,  NEB  has  only  had  a 
responsibility  for  taking  on  a company 
which  at  least  has  some  kind  of  potential 

— maybe  in  the  long-term  future  — for  a 
return  to  profitability?  Is  that  not  the  case? 

(Sir  Arthur  Knight.)  I should  have  to  take 
advice  on  that  because  it  relates  to  history 
that  I was  not  involved  in. 

(Mr  Willott.)  f’think  that  that  is  fair  to 
say.  The  NEB  board  would  have  found  it 
difficult  to  take  on  something  that  they  saw 
no  prospect  of  returning  to  profitability 
over  a period. 

1342.  I am  really  wondering  how  far  in 
the  future  the  potential  return  to  profita- 
bility has  to  be  for  a thing  to  be  a lame 
duck.  If  it  is  going  to  be  profitable  next 
year,  it  would  not  be  a lame  duck.  How  far 
in  front  do  we  have  to  look  for  this  kind  of 


definition? 

(Sir  Arthur  Knight.)  Never  having  m 
been  faced  with  that  kind  of  decision  £ 
answer  would  be  a hypothetical  one.  1™.  I 
pose  it  is  conceivable  that  I might  be  faced 
with  a real  one.  I suppose  that  it  I am  takmt 
what  I regard  as  a normal  businessman  , 
approach  to  industrial  investment  in  the 
kind  of  company  we  have  been  talking 
about,  one  would  reckon  to  want  to  see  i 
sign  of  a turn  round  into  profitability  within 
a three-to-four  year  time  span  to  feel  jus-  j 
tided  in  putting  energy,  effort  and  money 
into  it.  But  that  is  a very  general  hypothet- 
ical response.  As  I might  be  faced  witiu  t 
real-life  situation,  I would  rather  not  ht  ! 
held  to  it;  because  it  may  be  different  whsa 
it  comes  to  the  real  thing. 

Mr  Maxwell-Hyslop  1 

1343.  When  we  come  to  Insac,  is  the  j 
important  characteristic  of  that  from  the 
point  of  view  of  the  NEB  the  provision  oi 
marketing  and  management  skills  ® j 
money?  If  it  is  the  latter,  what  is  the  real  | 
justification  for  running  it,  as  it  were,  ij 
competition  with  FFI  (is  it  FFI,  at  iht 
moment?)  or  what  was  at  one  time  ICFC? 
How  does  this  not  represent  duplication; 
and  to  what  extent  — because  these  quo'  i 
tions  arc  bound  up  together  — can  yon  1 
provide  the  necessary  service  (bearing  in 
mind  the  terms  of  this  Committee’s  inquiry, 
which  is  related  to  exports  and  imports)  fit  t 
small  firms  — either  because  they  lad 
skills,  and  this  comes  back  to  the  first  part, 
or  because  they  lack  the  financial  muscle  to 
use  the  money  market? 

(Sir  Arthur  Knight.)  The  first  poimis  that 
these  computer  software  activities  are  high 
technology.  They  are  activities  which 
require  talent  of  a very  high  order,  of  which 
the  British  have  some  command.  Our  rep- 
utation in  this  field  stands  high.  So  we  start 
by  looking  at  this  as  a high  technology  field. 
It  is  a peculiar  high  technology  field  in  thal 
it  does  not  require  a lot  of  investment  in 
hardware.  It  therefore  requires  individuals 
of  talent  who  can  build  up  businesses.  These 
are,  on  the  whole,  relatively  small  busi- 
nesses. A lot  of  these  people  who  are  so 
successful  have  a strong  urge,  understand- 
ably, to  want  to  retain  control.  The  com- 
bination, therefore,  of  growing,  high-risk 
business  that  needs  cash  to  expand,  with 
very  able  men  in  command,  who  are  vital, 
creates  a package  which  many  parts  of  the 
financial  system  in  this  country  find  unpal- 
atable. Therefore,  the  gap  is  created  which 
has  justified  NEB  investing  public  money 
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in  these  companies.  This  is  not  to  assert  reverse  of  labour-intensive,  is  it  not,  very 
that  all  software  companies  have  these  often?  So,  does  it  follow  that  your  function, 
characteristics;butenoughofthem. Having  as  opposed  to  the  special  investment 
got  these  — and  we  have  got  five  — you  scheme  operated  by  the  Department  of 
then  have  the  additional  point  that  the  Industry,  is  not  primarily  to  create  signifi- 
exporl  possibilities  are  quite  substantial,  cant  amounts  of  employment  but  to  alter 
But  the  expenses  and  methods  required  to  the  posture  in  the  import/export  field? 
develop  the  export  markets,  mainly  in  the  (Sir  Arthur  Knight.)  I think  I must  go 
United  States,  require  organisation  and  back  to  the  earlier  discussion  that  we  had 
expenditures  which  these  small  companies  where  my  emphasis  was  on  the  inevitable 
cannot  individually  command.  This  is  the  consequences  for  import  and  export,  ben- 
logic  that  led  the  NEB  board  into  the  for-  eficial  consequences,  of  making  successful 
mation  of  Insac.  investments.  I think  that  I must  take  suc- 

cessful investment  as  my  key  criterion  and 

1344.  Do  you  expect  this  to  be  quanti-  argue  that  the  consequences  for  exports  and 
tatively  an  increasing  side  of  your  business?  imports  are  a natural  consequence  of 
Obviously,  as  chairman,  one  of  your  most  success. 

important  functions  is  to  decide  which  parts 

of  the  totality  of  your  function  you  ought  to  Mr  Foster 

give  more  prominence  to  and  which  less.  Is  1346.  How  far  do  you  view  the  regional 

die  fertilisation  rather  than  blood-bank  (in  role  of  the  NEB  as  important?  — a role 

medical  terms)  function  one  that  you  feel  which  for  many  of  us  has  been  rather  dis- 

you  would  be  justified  in  increasing  in  the  appointing  in  tne  past?  Has  even  that  thrust 

high  technology  small-firm-field?  Everyone  gone  out  of  it  now  in  the  context  of  what 

concentrates  on  computers  at  the  moment  you  have  just  been  explaining? 

but  the  present  price  of  fuel,  for  instance,  (Sir  Arthur  Knight.)  We  have  concen- 

might  mean  that  more  efficient  fuel  control  trated  on  high  technology.  The  regional 

systems  for  vehicles  and  things  of  that  kind  role  is  identified  as  a separate  role.  A lot  of 

could  mean  that  sort  of  fertilisation?  what  we  do  in  the  regions  does  of  course 

(Sir  Arthur  Knight.)  Fertilisation,  relate  to  high  technology  activities.  But  we 
whether  the  project  is  large  or  small , in  the  do  have  a separate  role  which  we  take  seri- 
high  technology  field  is  our  main  objective,  ously.  We  have  got  these  regional  boards, 
As  between  the  large  projects  and  the  as  you  know.  I am  sad  to  hear  the  comment 
small,  I have  no  strong  preconceived  that  it  has  been  disappointing;  because  from 
notions  and  I think  it  would  be  wrong  to  the  regions  themselves  I get  word  of  some 
have  them.  I think  that  our  job  is  to  look  at  delight  at  some  of  the  successful  things  for 
opportunities,  whether  large  or  small.  It  is  which  we  have  been  responsible.  In  looking 
true  that  when  one  looks  at  the  small  oppor-  at  our  present  new  approach  — and,  after 
tunities,  the  costs  in  manpower  and  effort  all,  we  have  a new  Act  of  Parliament,  we 
can  become  large  in  relation  to  any  possible  have  a new  board  and  have  therefore  been 
benefit.  It  would  also  be  true  to  recognise  re-examining  our  strategy  — we  see  that  in 
that  a lot  of  what  has  been  done  in  NEB  so  the  regions  our  special  contribution  ought 
far  does  relate  to  computers  and  to  activities  to  be  to  look  at  these  large  foreign  firms 
of  that  kind;  so  that  one  would  like  now,  who  might  be  thinking  of  coming  into  this 
purely  as  a businessman  wanting  to  have  a country  and  to  see  whether  we  have  a role 
portfolio  of  activities,  to  see  us  take  up  a to  play  in  helping  the  formation  of  new 
new  activity  less  heavily  related  to  the  com-  businesses  in  the  regions,  which  otherwise 
puter  field.  1 think  that  wc  have  done  a lot  would  not  get  established  if  we  were  not 
in  that  field.  This  is  not  to  say  that  we  shall  active, 
not  do  more. 

Mr  Crowther 

1345.  Lastly,  are  your  criteria  more  the  1347.  I wonder,  Sir  Arthur,  if  you 
effect  that  it  is  likely  to  have  on  imports  and  would  now  comment  on  the  influence  of  the 
exports  (which  is  a measurable  financial  external  role  of  sterling  on  import  and 
thing)  rather  than  labour  intensity,  the  export  performance.  There  is  an  interesting 
number  of  jobs?  It  would  appear  that  these  piece  in  paragraph  11  of  the  paper  that  you 
two  might  be  in  conflict.  You  have  empha-  supplied  which  deals  with  this  subject.  Am 
sised  in  your  evidence  “high  technology".  I right  in  thinking  that  you  take  the  view 
It  has  come  into  most  of  your  replies.  As  a that  it  is  the  rate  of  change  in  the  level  of 
general  proposition,  high  technology  is  the  sterling  that  can  have  serious  effects  rather 
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than  the  level  itself?  Is  that  the  position? 

(Sir  Arthur  Knight.)  Can  1 make  a prior 
point,  Chairman?  In  talking  about  the  ster- 
ling exchange  rate,  in  my  role  as  chairman 
of  NEB  I am  talking  about  a very  modest 
group  of  business  activities.  Any  views  that 
I express  as  NEB,  therefore,  cannot  carry 
a lot  of  weight.  I have  to  stress  the  very 
modest  size  of  NEB  as  contrasted  with  some 
of  our  big  industrial  companies  and  any 
views  that  they  might  express.  Having  said 
that  — and  I do  want  to  stress  it  for  I do 
not  want  to  be  misunderstood  — there  are 
two  things  we  are  saying.  The  first  is  that  in 
the  high  technology  field,  the  exchange  rate 
is  not  as  vital  a factor  in  export  performance 
as  it  is  in  other  activities  which  we  have 
where  the  products  are  much  more  run-of- 
the-mill  products.  That  is  the  first  and  the 
main  point  which  we  are  making.  The  sec- 
ond point  we  are  making  is  that  to  the 
extent,  in  the  high  technology  field,  that 
one  can  be  a little  more  relaxed  about  the 
exchange  rate,  one  is  nevertheless  asserting 
that  violent,  rapid  changes  are  obviously 
disturbing;  because  they  upset  contractual 
discretions,  contractual  arrangements  and 
so  on.  But  I do  stress  that  we  are  not  really 
the  right  people  to  give  you  a very  author- 
itative statement  on  the  subject. 

1348.  In  your  paper  you  describe  it  as 
“disastrous”  in  the  case  of  unspecialised 
products.  What  I am  coming  to  are  the 
words  in  the  first  line  of  page  51  of  your 
paper  where  you  are  referring  to  “recent 
sharp  rises”.  Is  it  the  sharpness  of  the 
change  that  is  more  damaging  than  the 
actual  level  of  sterling  in  relation  to  other 
currencies? 

(Sir  Arthur  Knight.)  In  relation  to  the 
high  technology  business,  yes;  in  relation  to 
the  run-of-the-mill  business,  it  is  the  high 
level.  They  are  two  separate  points. 

1349.  Are  your  companies  in  general 
able  to  cope  with  the  present  high  rate  of 
sterling?  Are  they  going  to  survive  in  the 
export  field? 

(Sir  Arthur  Knight.)  Because  of  our 
emphasis  on  high  technology,  I can  feel 
much  more  relaxed  on  that  score  than  I 
could  in  my  earlier  job. 

(Mr  Mikardo .)  What  you  are  really  say- 
ing is  that  when  you  get  into  the  field  of 
high  technology,  price  is  not  the  major 
factor. 

Mr  Carlisle 

1350.  You  mentioned  in  paragraph  10 
]See  p 383,  para  11. 


the  shortage  of  skilled  engineers  Hoi 
much  of  a restriction  on  our  activities  is  thai 
in  comparison  with  the  exchange  rata  i 
How  important  would  you  say  the  shortage  I 

(Sir  Arthur  Knight.)  It  is  a very  important 
factor,  not  just  in  relation  to  our  companies  > 
but  generally,  as  is  well  known.  ' 

1351.  Does  that  cover  the  whole  spec 
trum  of  your  businesses,  from  Herbert  right 
through  to  your  high  technology  ones’  1 

(Sir  Arthur  Knight.)  All  those  businesses 
which  require  highly-qualified  skilled  engi- 
neers are  today  having  problems  became  1 
they  cannot  get  skilled  men. 

1352.  And  that  is  a factor  in  your  ina-  i 

bility  to  compete  better,  is  it?  t 

(Sir  Arthur  Knight.)  It  is  a factor  in  the  < 
cases  which  we  have  quoted;  but  as  we  all  ' 
have,  I have  other  evidence  — for  instance,  I 
a letter  in  the  Financial  Times  this  morning  : 
from  the  Marconi  people  in  Scotland  — 
that  this  is  a general  problem  and  not  just  I 
ours. 

Mr  Foster 

1353.  In  the  field  of  computer  hardware 
and  electronics,  you  say  “the  mainUScom- 
petitors  obtain  very  substantial  benefits 
from  massive  and  reasonably  assured  levels 
of  government  support  via  research  devel- 
opment spending  and  purchasing  for  the 
space  and  defence  programmes."  Does  the 
United  Kingdom  industry  receive  similar 
support,  or  adequate  support? 

(Sir  Arthur  Knight.)  1 really  do  not  think 
that  I can  help  much  in  reply  to  that  ques- 
tion from  my  present  NEB  seat.  In  other 
positions,  I have  been  able  to  see  the  extent 
of  the  American  support  as  contrasted  with 
British,  but  1 have  not  in  my  NEB  role  yet 
had  any  occasion  to  inform  myself  suffi- 
ciently to  know  how  to  answer  that 
question. 


1354.  Would  you  like  to  see  more  sup- 
port for  industry  in  this  direction?  Would 
it  be  helpful  to  your  businesses? 

(Sir  Arthur  Knight.)  The  answer  to  thal 
must  be,  Yes. 

(Mr  Willott.)  I think  that  the  feeling 
among  the  NEB  companies  who  were  con- 
sulted on  this  was  that  the  scale  of  spending 
in  the  US  in  support  of  the  space  pro- 
gramme coming  on  top  of  the  continuing 
support  for  defence,  was  a very  great  stim- 
ulus to  development,  to  solving  technical 
problems  and,  particularly  with  the 
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space  programme,  making  something  of  a 
quantum  jump  forward  in  the  reliability  of 
electronic  components  and  all  the  parts  that 
were  essential  to  the  space  programme. 
And  this,  of  course,  fed  off  into  computer 
hardware  and  others  as  a result  of  that.  It 
is  a terribly  generalised  feeling  which  it  is 
extremely  hard  to  substantiate  in  specific 
examples  where  one  has  particular  cases  to 
quote.  That  was  really  what  this  was  getting 
at. 

(Sir  Arthur  Knight.)  And  that,  Chair- 
man, was  the  reason  lor  my  hesitation  in 
saying,  Yes.  I would  not  like  to  be  taken  at 
this  meeting  as  making  a case.  I am  not 
armed  to  make  a case.  I am  passing  on  the 
kind  of  comments  that  industrial  managers 
make. 

Mr  Emery 

1355.  Is  it  not  really  like  saying  that  if 
a company  is  able  to  be  given  more  money, 
grant  or  aid  from  another  source,  it  is  fairly 
obvious  that  they  may  not  need  as  much 
from  me?  And  you  are  not  making  a value 
judgment  about  that  factor? 

(Sir  Arthur  Knight.)  That  is  exactly  the 
point  that  I wanted  to  make. 

Mr  Foster 

1356.  Can  we  turn  to  software,  where 
you  refer  to  the  “breadth  and  strength  of 
Government  support  in  France”.  Can  you 
say  what  you  know  about  that? 

(Sir  Arthur  Knight.)  I can  quote  a docu- 
ment which  has  come  into  my  hands  on  that 
subject,  if  it  will  help  your  Committee, 
Chairman.  It  is  a document  by  one  of  the 
well-known  consulting  firms  in  this  field. 
Would  you  like  me  to  read  it?  It  says:  “No 
European  country  compares  with  the 
French  computer  services  industry  in  terms 
of  Government  participation,  a major  fac- 
tor in  the  exceptionally  rapid  growth  of 
French  computer  seivices  companies.” 
Then  they  go  on  to  give  details.  I shall  be 
happy  to  lodge  a copy  of  that  with  you, 
Chairman. 

(Chairman.)  If  you  could  let  us  have  a 
copy,  Sir  Arthur;  but  what  I think  we  would 
be  very  interested  in  would  be  your  com- 
ments in  development  of  that  point.  How 
can  the  British  Government,  or  one  of  your 
companies,  match  and  beat  the  French 
effort  in  software.  Are  the  French  “pulling 
a quick  one”  on  us? 

Mr  Emery 

1357.  Maybe  you  would  like  to  tell  us 
about  it? 


(Sir  Arthur  Knight.)  The  French  methods 
in  these  matters  are  very  different  from  our 
own.  I feel  pretty  confident  that  our  com- 
puter software  companies,  as  we  have 
them,  managed  as  they  are,  are  going  to  be 
able  to  succeed  and  I do  not  want  to  hide 
behind  what  the  French  are  alleged  to  do. 

I would  rather  be  judged  by  our  perfor- 
mance in  computer  software  on  the  basis  of 
what  we  have  done  and  what  we  have 
backed. 

1358.  Is  there  any  way  that  either  you 
or  we  might  know  of  how  much  aid  into  this 
particular  field  the  French  have  actually 
put?  — because  they  have  been  at  it  for  a 
long  time.  I have  a feeling — and  you  might 
comment  on  this  — that  they  have  put  a 
very  much  greater  amount  of  money  than 
we  are  likely  to  have  been  willing  to  spend 
for  even  the  return  that  they  have  achieved? 

(Sir  Arthur  Knight.)  Have  we  any  details, 
Brian? 

(Mr  Willott.)  I think  it  is  extraordinarily 
difficult  because  they  have  gone  about  this 
in  rather  different  ways.  The  result  of  what 
they  have  done  is  to  produce  some  rather 
large  software  houses,  much  bigger  than 
the  software  houses  in  this  country.  They 
have  done  it  either  by  participation  through 
bodies  like  the  Energy  Authority  or,  some- 
times, through  the  publicly-owned  banks  in 
France,  with  the  implication  that  this  has 
for  available  financial  resources.  It  also 
means  that  companies  of  a rather  larger  sire 
find  it  easier  to  carry  the  overheads  involved 
in  export  marketing  and  so  on.  The 
approach  that  NEB  adopted  in  this  country 
was  to  set  up  Insac,  which  was  (if  you  like) 
a sort  of  co-operative  marketing  vehicle  but 
also  as  a channel  for  investing  and  produc- 
ing products.  That  is  really  a totally  differ- 
ent kind  of  approach  and  it  is  really  rather 
difficult,  anyway,  to  compare  with  what  the 
French  might  be  doing,  even  if  one  could 
get  at  the  figures  which  I think  would  be 
exceedingly  difficult. 


Chairman 

1359.  Is  all  that  the  French  have  done 
within  the  rules  of  GATT  and  within  the 
rules  of  the  Economic  Community  in  rela- 
tion to  fair  and  free  trading?  And  is  it 
merely  the  sharp  edge  of  the  piece  of  com- 
petition that  they  have  beaten  us  on  at  the 
moment? 

(Sir  Arthur  Knight.)  I would  need  to  look 
very  hard  at  the  details  to  give  you  a proper 
answer.  I know  to  my  cost  how  difficult  it 
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is  to  prove  that  this  or  that  count™  has 
broken  the  rules.  If  I am  able  to  do  so, 
perhnps  I could  send  you  a note,  but  I doubt 
whether  I would  be  able  to  do  so.  And  I 
say  that  through  having  had  many  years 
trying  to  do  these  things,  and  failing. 

(Chairman.)  If  you  can,  Sir  Arthur,  a 
note  will  be  very  welcome.  This  Committee 
has  spent  many  hours  so  far  on  this  partic- 
ular inquiry  looking  into  problems  associ- 
ated with  competition  within  the  GATT 
rules  and  within  the  EEC  rules;  and  we  see 
some  of  the  difficulties. 


1363.  And  they  are  quite  happy  wth 


the  operation? 

(Mr  Wiilotl.)  They  have  not  commented 
on  the  particular  point  that  you  raised. 


Mr  Carlisle 

1360,  How  effective  in  your  view  are 
the  operations  of  the  British  Overseas 
Trade  Board  and  the  ECGD? 

(Sir  Arthur  Knight.)  Again,  Chairman,  I 
must  preface  my  answer  by  saying  that  our 
NEB  evidence  on  this  is  not  worth  a lot  to 
you;  because  we  are  really  very  small  fish. 
The  comments  that  we  pass  on  are  com- 
ments from  managers.  I pass  them  on  for 
what  they  are  worth.  They  are  the  com- 
ments that  I know  managers  make. 
Equally,  and  I am  not  talking  as  chairman 
of  NEB,  I was  a member  of  the  BOTB  and 
I have  in  my  past  had  a great  deal  to  do 
with  the  ECGD.  So,  I repeat,  I pass  on 
these  NEB  managers’  comments  for  what 
they  are  worth  and  emphasise  how  small 
fish  they  are  in  the  context  of  the  great 
problem  you  are  dealing  with. 


Mr  Kerr 

1361,  Sir  Arthur,  you  do  in  fact  have  a 
vantage  point  which,  I should  have  thought, 
puts  you  almost  in  an  unrivalled  position  as 
an  assessor  of  the  situation.  I think  that 
your  modesty,  though  becoming,  is  perhaps 
slightly  out  of  place  here? 

(Sir  Arthur  Knight.)  Chairman,  if  you 
were  asking  me  to  be  an  assessor,  I would 
need  more  time  than  I have  had  to  prepare 
my  evidence. 


Mr  Maxwell-Hyslop 

1364.  Returning  to  Government  pur. 
chasing  and  to  your  own  observations  on 
page  6‘  of  your  memorandum,  you  say  that 
the  purchase  of  equipment  by  Govenunem 
and  official  agencies  was  vital  for  establish, 
ing  product  credibility  in  the  eyesofpotsn- 
tial  overseas  customers.  This  Committee 
recently  took  evidence  concerning  the 
ordering  of  radar  equipment  for  air  traffic 
control  purposes,  as  you  might  possibly  be 
aware.  Would  you  care  to  expatiate  not 
only  on  examples  but  on  whether  you 
believe  that  this  country  attaches  as  much 
priority  in  spending  public  money  on  Brit- 
ish-made products  at  now  great  cost  disad- 
vantage compared  with  either  what  its 
competitors  do  overseas  or  whal,  in  your 
judgment,  should  prudently  be  done? 

( Sir  Arthur  Knight.)  The  main  evidence 
we  have  got  is  in  the  case  of  Fairey,  in 
relation  to  some  of  their  nuclear  work, 
where  the  fact  that  we,  the  British,  have 
decided  to  go  down  the  AGR  route  has 
necessarily  meant  that  they  do  not  have  the 
products  for  international  business  that 
they  might  otherwise  have  had.  We  have 
gone  a particular  route  and  that  necessarily 
means  that  our  UK  suppliers  are  not  in  the 
world  league  for  some  purposes,  I think 
that  that  is  the  biggest  piece  of  evidence 
that  we  have  got  — and  that  will  not,  I 
guess,  come  as  a new  fact  to  this 
Committee. 


1365.  Is  it  your  view  that  the  AGR  is 
not  likely  to  catch  on  overseas?  Is  that  a 
technical  opinion  about  its  merit  or  a com- 
mercial opinion  about  what  you  have 
observed  thut  other  countries  are  actually 
purchasing? 

(Sir  Arthur  Knight.)  It  is  a purely  com- 
mercial comment  on  life  as  our  company 
sees  it  and  not,  by  any  means,  embarking 
on  a much  bigger  question  which  I am  not 
competent  to  have  a view  upon. 


Mr  Carlisle 

1362.  Is  there  any  evidence  as  yet  that 
the  cut  back  in  the  numbers  employed  by 
ECGD  is  having  any  effect  on  this  opera- 
tion; or  are  you,  again,  not  able  tosay  much 
on  this? 

(Mr  Willott.)  I do  not  think  we  can  say 
much  about  this.  What  we  have  said  here 
is  really  the  sum  total  of  what  we  have  to 
say.  It  reflects  the  comments  of  the  man- 
agers whom  we  asked  about  it  and  there  is 
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1366.  And  in  so  far  as  NEB  functions 
in  the  defence  world  — and  of  course  you 
have  just  shed  Rolls  Royce;  so  that  my 
matter  in  parenthesis  probably  removes 
most  of  the  point  of  the  question  — you  do 
say,  “The  UK  Armed  Forces  were  still 
highly  regarded  overseas.  This,  and  the 
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prevalence  of  UK  trained  personnel  over- 
seas, has  given  UK  companies  a degree  of 
competitive  advantage” . The  evidence  that 
this  Committee  has  had  to  date  is  that 
although  that  may  be  so,  it  is  not  nearly  as 
true  of  Britain  as  it  is  true  of  the  United 
States  and  France  that  they  use  every  pos- 
sible organ,  included  their  armed  forces 
overseas  and  diplomatic  missions,  in  partic- 
ular, to  advance  very  aggressively  the  sales 
of  their  country’s  products  in  a way  which 
is  considered  either  indecent  or  just  simply 
is  not  done  for  other  reasons,  whatever  they 
may  be,  in  the  United  Kingdom.  In  brief, 
do  you  see  greater  scope  for  the  use  of 
organs  of  the  State,  direct  or  indirect,  in 
promoting  British  exports  at  no  noticeable 
extra  cost  to  the  public  purse? 

(Sir  Arthur  Knight.)  As  NEB  chairman, 
on  the  evidence  I have  got,  I have  no  real 
reason  to  be  able  to  comment.  One  knows 
that  these  things  are  said.  In  other  incar- 
nations, one  has  had  evidence;  but  as  NEB 

— which  is  what  you  have  got  me  here  for 

— not  really.  If,  Chairman,  you  wanted  to 
pursue  this,  you  might  find  it  interesting  to 
invite,  let  us  say,  the  senior  management  of 
Ferranti  — if  that  were  not  so  difficult  an 
issue  politically  today.  I should  be  quite 
happy,  if  you  would  like  to  to  do  so,  to  get 
a memorandum  from  the  Ferranti  people. 

T think  that  they  would  be  the  best  people. 
Would  that  be  helpful? 

(Chairman.)  Indeed,  Sir  Arthur,  that 
would  be  very  helpful.  Thank  you  very 
much. 

Mr  Emery 

1367.  May  I follow  this  up  with  one 
question  of  fact  and  one  in  principle?  You 
say  in  16(c)  that  Government  purchasing 
provides  credibility  for  exports.  To  what 
level  do  you  consider,  therefore,  a pur- 
chaser should  go  to  refuse  to  take  the  best 
buy  (taking  up  the  price  and  all  the  other 
factors  of  the  best  buy)  to  take  the  second 
or  third  best  buy  in  order  to  take  the  British 
which  would  therefore  help  stimulate  the 
exports.  How  far  down  this  track  are  you 
actually  suggesting — because  it  is  a difficult 
and  dangerous  road  to  begin  to  tread? 

(Sir  Arthur  Knight.)  It  is  a bit  more  fun- 
damental, I suggest,  than  the  way  it  is  put 
in  that  question.  I can  only  quote  a recent 
ACARD  report  about  research  and  the 
extent  to  which,  in  this  country,  the  way  in 
which  Government-related  research  is  han- 
dled in  a fashion  which  does  not  encourage 
the  suppliers  to  develop  products  for  world 
markets.  This  was  the  point  of  a very  vivid 


piece  written  by  ACARD.  So  that  it  is  not 
quite  a matter  of  price;  it  is  a matter  of  the 
methods  by  which  we,  in  this  country, 
organise  ourselves  to  supply  the  public 
requirements. 

1368.  I never  mentioned  price.  I talked 
about  the  best  buy.  Price  is  only  one  of  a 
number  of  factors  in  procurement,  as  you 
understand  just  as  well  as  I do.  Leaving  that 
answer  as  not  getting  a figure,  I come  to  the 
more  principled  second  question  that  I wish 
to  pose.  When  one  is  attempting  to  stimu- 
late free  and  fair  competition  between  all 
nations  — GATT  rules  and  everything  else 
— would  it  not  be  very  much  better  if, 
instead  of  getting  into  the  situation  of  pro- 
viding varying  degrees  of  different  types  of 
export  subsidy  (because  that  is  really  what 
you  are  suggesting  in  this;  because  you  are 
not  really  taking  the  best  buy)  to  try  to 
ensure  that  we  all  behaved  in  the  same  way 
and  that  all  nations  pursued  a policy  of 
obtaining  the  best  buy,  irrespective  of 
where  it  came  from,  rather  than  all  getting 
into  different  degrees  of  assistance  in  Gov- 
ernment purchasing? 

(Sir  Arthur  Knight.)  It  is  a sad  fact  that 
the  rest  of  the  world  in  the  developed  coun- 
tries does  not  appear  to  adhere  to  your 
principles.  Therefore,  much  as  one  might 
welcome  the  wider  acceptance  of  those 
principles,  in  the  world  as  it  is,  so  far,  we 
could  be  disadvantaged  if  we  believed  that 
the  rest  of  the  world  was  going  to  go  in  the 
direction  we  would  like  the  world  to  go. 

Mr  Maxwell-Hyslop 

1369.  Does  it  follow  from  that  that 
where  we  could  improve  our  public  sector 
performance  in  Britain  is  by  consciously 
writing  our  specifications  in  a way  that  is 
compatible  with  significant  overseas 
demand?  If  I can  take  reverse  examples, 
we  were  recently  told  in  evidence  the  CAA 
specification  for  the  radar  controlled  air 
traffic  monitoring  equipment  was  a unique 
specification  that  led  precisely  nowhere  in 
terms  of  export  prospects.  Other  examples 
are  the  -100  senes  Trident,  a short-range, 
quite  inadequate  aircraft  to  the  specifica- 
tion of  BEA;  the  Vickers  Vanguard,  a BEA 
specification,  with  only  one  other  purchaser 
in  the  whole  world.  Do  you  regard  this  as 
marginal  or  trivial  or  of  great  importance 
in  terms  of  what  the  public  sector  can  do 
— again,  not  at  great  extra  expense  but  by 
refocusing  the  direction  of  its  thoughts? 

(Sir  Arthur  Knight.)  I happen  to  believe 
that  it  is  potentially  rather  important,  that 
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[Mr  Maxwcll-Hyslop  Contd.] 
it  does  not  necessarily  lead  to  the  hidden 
subsidisation  that  Mr  Emery  referred  to; 
but  I must  say  that  you  are  not  really  talking 
here  to  a man  who  has  any  particular  wis- 
dom or  knowledge  to  help  you.  In  my  NEB 
role,  I am  no  more  in  this  field  than  an 
informed  layman. 

Chairman 

1370.  Thank  you  for  that  cautious 
reply,  Sir  Arthur.  You  also  have  in  mind, 

I have  no  doubt,  the  rules  of  fair  and  free 
competition  throughout  the  world,  about 
which  we  make  many  complaints  concern- 
ing our  rivals? 

(Sir  Arthur  Knight .)  That  is  right. 

(Chairman.)  They  may  make  the  same  if 
they  read  this  transcript. 

Mr  Mikardo 

1371.  Sir  Arthur,  you  will  not  be  sur- 
prised to  know  that  we  have  been  looking 
specifically  at  particular  defined  restraints 
to  trade.  One  tnat  we  have  not  looked  at  so 
far  is  the  subject  of  my  question  to  you.  Do 
any  of  your  subsidiaries  operate  on  licence 
from  foreign  countries  which  would  restrict 
the  areas  in  which  they  could  market  their 
products  — or  perhaps  that  is  an  unfair 
question? 

(Sir  Arthur  Knight.)  No,  it  is  not  at  all  an 
unfair  question.  I am  reflecting  on  the  range 
of  my  knowledge  of  what  we  do.  Let  us 
take  that  Exon  licence  to  Nexos,  which  is 
rather  important  in  the  Nexos  scene  and 
which  gives  Nexos  European  rights.  I have 
not  read  the  document  but  I would  be  rather 
surprised  if  we  have  much  rights  under 
those  processes  in  the  United  States.  It 
would  oe  rather  odd  if  the  Americans  had 
given  us  a licence  for  Europe  and  allowed 
us  access  to  the  States;  but  I would  have  to 
read  the  document. 

1372.  That  is  why  I thought  it  might  be 
an  unfair  question  for  you  to  answer  off  the 
top  of  your  head? 

(Mr  Willott.)  It  is  really  something  of  a 
commercial  matter.  The  licensing  is  part 


of  everyday  business  — and  really  you 
get  what  you  pay  for.  If  you  are  goint  i! 
get  world  rights  in  a licence  you  are  gob,  I 
to  have  to  pay  a lot  more  than  for  the  nghii  I 
for  a particular  area.  It  is  a matter  of  cam. 
mercial  judgment  in  each  case.  What  it  is 
sensible  to  go  for  at  a particular  time. 


1373.  Have  you,  Sir  Arthur,  or  you 
companies  come  across  any  other  specific 
restraints  to  trade  that  have  inhibited  their 
exports? 

(Sir  Arthur  Knight.)  I know  of  none.  Do 
you,  Brian? 

(Mr  Willott.)  Not  really,  other  than  the 
generally  received  wisdom. 


Chairman 

1374.  Sir  Arthur,  that  brings  us  to  the 
end  of  our  questioning  this  morning.  It  h 
1159  and  we  have  covered  quite  a fair 
ground.  My  colleagues,  I know,  wish  me  to 
thank  you  and  your  secretary  for  coming 
here  this  morning,  for  giving  us  your  paper 
and  for  giving  us  such  answers  to  our  ques- 
tions as  you  have  done.  We  look  for- 
ward to  receiving  the  papers.  I ought  to  say 
perhaps  what  1 omitted  to  say  at  the  begin- 
ning: that  we  are  looking  forward  to  seeing 
you  again  later  this  year  when  we  will  have 
a further  detailed  discussion  on  the  annual 
report  and  accounts  of  the  NEB,  which  will 
become  an  annual  practice  of  ours.  We  may 
well  cover  again  a number  of  the  fields 
which  wc  covered  this  morning  and  may, 
perhaps,  go  into  a little  more  detail  about 
them.  This  morning,  we  sought  to  confine 
our  investigation  to  the  question  of  selling 
abroad  anti  buying  less  from  abroad.  Mean- 
while, Sir  Arthur,  on  behalf  of  all  the  Mem- 
bers of  the  Committee,  thank  you  very 
much  indeed. 

(Sir  Arthur  Knight.)  Thank  you  very 
much,  Chairman.  1 merely  take  note  of 
what  you  say  about  our  further  meeting.  1 
am  meeting  the  PAC  at  their  request  on 
25th  June,  with  the  Department's  secretary, 
Sir  Peter  Carey. 

(Chairman.)  Thank  you  very  much. 
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Letter  from  the  Chairman,  Dunlop  Holdings  Limited,  to  the 
Chairman  of  the  Committee  dated  29th  April  1980  (M123) 


I understand  that  the  Select  Committee  on  Trade  and  Industry  that  you  chair  is  looking 
at  the  question  of  Britain’s  export  performance  and  the  related  subject  of  the  growth  of 
imports.  In  this  connection,  you  may  well  be  considering  the  vehicle  industry  and  its 
related  industries,  of  which  the  tyre  and  rubber  industry  is  of  particular  importance. 

Perhaps  it  would  be  helpful  to  make  a few  brief  points.  The  basic  problem  of  the  UK 
tyre  and  rubber  industry  stems  from  two  main  causes  — the  fall  in  the  number  of  vehicles 
produced  by  the  British  motor  industry  in  the  last  seven  years,  thereby  reducing  the 
demand  for  original  equipment  tyres;  and  the  increasing  use  of  steel  radial  tyres  which 
last  up  to  2{  times  longer  than  tyres  of  a previous  decade.  The  combined  effects  of  these 
market  and  technical  changes  have  been  a relatively  static  level  of  demand  with  consequent 
effects  on  the  industry’s  international  competitiveness. 

Despite  this,  the  tyre  industry  still  exports  a third  of  its  output,  although  imports  have 
just  about  doubled  in  the  last  seven  years.  Even  in  a country  where  the  tyre  industry  is 
well  established,  there  will  always  be  a demand  for  imports  — of  particular  types  and  sizes 
not  made  here,  or  at  the  lower  end  of  the  market  as  the  industry  concentrates  on  the 
premium  types  of  tyre.  Fortunately,  as  a result  of  the  representations  of  the  industry 
through  the  EEC,  it  now  seems  that  the  Eastern  European  countries  have  agreed  to 
amend  their  pricing  policies  which  were  causing  considerable  disruption  in  the  UK  market 
place. 

In  this  connection,  the  supply  of  technology  to  Eastern  Bloc  countries  has  been  a cause 
of  some  argument.  As  a company,  we  are  careful  to  ensure  that  any  such  deal  has  the 
minimum  impact  on  our  own  operations  in  this  country.  But  the  stark  fact  is  that  if  we  did 
not  bid  for  such  business,  then  Eastern  Europe  would  obtain  its  technology  from  our 
competitors  either  in  Europe  or  the  USA,  and  so  give  us  even  less  influence  on  the  final 
destination  of  the  finished  products. 

I can  assure  you  that  it  has  long  been  Dunlop’s  policy  to  maximise  its  exports  from  its 
home  base  in  the  United  Kingdom.  Total  exports  of  tyres  and  other  products  have  risen 
from  £141  million  in  1977  to  £155  million  in  1979,  of  which  tyres  accounted  for  between 
a fifth  and  a quarter.  But  in  1979  in  particular,  it  did  become  more  difficult  to  sustain  the 
previous  growth  rate  faced  with  the  high  exchange  rate  of  sterling  (which  has,  incidentally, 
encouraged  the  inflow  of  imports),  the  high  cost  of  money  to  finance  the  long  export 
pipelines,  and  with  lower  productivity  levels,  both  absolutely  and  relatively,  compared 
with  some  of  our  major  overseas  competitors,  Additionally,  one  of  the  first  industries  to 
be  set  up  in  developing  countries  is  a tyre  industry  and,  as  a result,  local  markets  tend  to 
be  increasingly  protected  by  tariffs  and/or  quotas. 

You  may  be  interested  to  see  a copy  of  a talk  which  I recently  gave  to  the  Motor 
Industry  Group  in  the  House  of  Commons.  I would  gladly  send  additional  copies  and,  if 
it  would  help  your  enquiries,  I should  be  pleased  to  attend  your  committee  to  expand 
these  points  orally. 


Campbell  Fraser 
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Examination  of  witnesses 

Sir  Campbell  Fraser,  Chairman,  and  Mr  E G Wheater,  Managing  Director,  Tyres 
(Europe),  Dunlop  Holdings  Limited;  called  in  and  examined.  ’ ' 


Chairman 

1375.  May  I welcome  you.  Sir  Camp- 
bell Fraser,  as  chairman  of  Dunlop  Hold- 
ings Limited  and  Mr  Wheater,  managing 
director,  Tyres,  Europe  and  to  thank  you 
very  much  for  your  letter  of  the  29th  April 
last"  with  its  memorandum  dealing  with  the 
specific  point  of  your  company.  I ought  to 
tell  you  that  we  nave  also  received  a mem- 
orandum from  the  British  Rubber  Manu- 
facturers’ Association  Limited  generally  on 
the  whole  question  of  rubber  and  late  yes- 
terday we  received  a document  from  the 
Tyre  Industry  SWP  by  Mr  John  Cousins 
who  has  made  a submission  to  this  Com- 
mittee on  Britain’s  Trade  Performance. 
You  may  have  seen  it.  I am  not  sure? 

(Sir  Campbell  Fraser.)  Just. 

1376.  You  have  just  received  it.  Then 
you  are  level  with  us.  As  you  know,  we,  as 
a Committee,  are  looking  at  the  broad  and 
general  question  as  to  why  this  country  does 
not  sell  more  abroad  and  why  we  import  so 
much  at  the  present  time.  Your  contribu- 
tion is  most  helpful  and  we  will  ask  one  or 
two  questions  upon  your  letter  and  the 
memorandum  you  kindly  submitted  to  us. 
If  I may,  I will  begin  by  asking  you  about 
the  decline  of  the  motor  industry  generally. 
What  has  been  the  effect  on  your  company 
of  the  indirect  import  of  tyres  through  the 
increased  penetration  of  foreign  cars  into 
the  United  Kingdom  market?  I may  couple 
with  that  as  a one-level  question:  is  the 
problem  not  just  the  growing  import  of  cars 
but  also  the  declining  export  of  built-up 
cars  fom  the  United  Kingdom? 

(Sir  Campbell  Fraser.)  I imagine  that  the 
figures  are  well  known  to  you. 

1377.  If  you  would  like  to  remind  us, 
we  are  prepared  to  be  reminded? 

(Sir  Campbell  Fraser.)  Between  1972  and 
1979,  the  industry  lost  4-million  car  tyres 
because  of  the  import  of  cars.  Clearly,  this 
has  a substantial  effect  on  us.  We  were  the 
major  supplier  to  the  original  equipment 
market  in  the  United  Kingdom,  so,  we  felt 
this  more  than  anybody  else.  But  it  has  a 
knock-on  effect,  too,  because  once  the  cars 
have  come  in  with  other  brands  on  them 
there  is  a fair  chance  that  the  new  brands 
will  be  replaced  by  the  same  brands  in  the 
replacement  market. 


1378.  Is  that,  in  fact,  taking  place  at  the  l 
present  time? 

(Sir  Campbell  Fraser.)  Indeed,  it  is. 

1379.  To  your  detriment? 

(Sir  Campbell  Fraser.)  To  the  extent  that 
we  have  more  of  the  market  in  this  country 
than  we  have  of  the  cars  coming  in.  To  that 
extent,  we  must  lose. 

Mr  Mikardo 

1380.  What  percentage  of  the  tyres  that 

the  British  car  manufacturers  put  on  their 
cars  are  made  in  Britain?  And  do  you  know 
the  similar  figures,  for  example,  for  the 
French  and  the  West  German  car  manufac- 
turers? Are  all  the  tyres  on  British  cars 
British  tyres? 

(Sir  Campbell  Fraser.)  That  is  to  say, 
cars  assembled  in  the  United  Kingdom? 

1381.  That  is  right? 

(Sir  Campbell  Fraser.)  I should  have 
thought  that  a very  high  proportion  came 
from  the  United  Kingdom. 

Chairman 

1382.  “High  proportion”  to  the  extent 
of,  say,  over  90  per  cent? 

(Sir  Campbell  Fraser.)  I would  not  be 
absolutely  certain. 

(Mr  Wheater.)  Over  90  per  cent;  proba- 
bly over  95  per  cent. 

Mr  Mikardo 

1383.  Is  it  pretty  well  the  same  in 
France  and  Germany? 

(Sir  Campbell  Fraser.)  I would  imagine 
so. 

Mr  Ken- 

1384.  Would  that  apply  to  the  products 
of  foreign-owned  companies  like  Firestone, 
for  example?  Are  you  thinking  of  them  at 
British-made  tyres? 

(Sir  Campbell  Fraser.)  I would  have 
included  Firestone,  Goodyear  and  others 
with  Dunlop  when  I am  talking  about  Brit- 
ish tyres. 

(Mr  Kerr.)  That  is  what  I wanted  to 
establish. 


Mr  Foster 

1385.  I wonder  if  you  could  give  us  a 
more  precise  indication  of  the  relationship 
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[Mr  Foster  Conid.  ] 

between  the  initial  equipment  and  the 
replacement  tyre  market? 

(Sir  Campbell  Fraser.)  I happen  to  have 
an  expert  on  that  with  me. 

(Mr  Wheater.)  In  terms  of  replacement, 
it  would  be  a fair  assessment  of  the  market 
to  say  that  about  half  the  replacement  tyres 
sold  are  for  the  same  brand  as  the  car  was 
originally  fitted  with.  The  figure  has  been 
falling  in  recent  years  as  brand  loyalties 
have  decreased;  but  it  would  still  be  a half. 
And  it  would  vary  very  much  from  the 
ouality  cars  (the  top  end  of  the  market)  to 
the  bottom  end.  At  the  top  end  of  the 
market,  I would  expect  their  loyalty  to  be 
higher;  at  the  bottom  end  of  the  market,  it 
would  be  less.  Then  it  goes  on.  If  the  car 
gets  into  the  hands  of  a second  owner,  then 
Lhe  second  owner  is  not  quite  as  particular 
as  the  first  owner  and  that  loyalty  would 
again  decrease. 

1386.  Is  that  applicable  to  the  whole  of 
Europe?  Is  that  a general  statement  about 
the  way  the  public  behave  across  the  world 
— or  just  in  this  country? 

(Mr  Wheater.)  I would  think  that  that  is 
generally  true  for  Europe  as  a whole. 

Mr  Mikardo 

1387.  Has  the  in-general  longer  life  of 
tyres  meant,  as  would  be  expected,  that  the 
ratio  of  replacement  tyres  to  initial  tyres 
has  fallen? 

(Sir  Campbell  Fraser.)  It  is  bound  to  fall. 
To  put  it  slightly  differently,  the  initial 
equipment  market  will  become  increasingly 
more  important  than  the  replacement  mar- 
ket. If,  Chairman,  I may  answer  the  second 
part  of  your  question,  you  may  remember 
that  you  asked  whether  we  were  affected 
by  the  fact  that  our  exportation  of  vehicles 
had  decreased.  I think  that  to  a large  extent 
the  answer  to  that  is,  No.  It  is  a fair  time 
now  since  cars  were  exported  with  tyres  on 
them. 

(Mr  Wheater.)  A high  proportion  of  cars 
were  exported  in  the  knocked-down  (the 
so-called  CKD  state)'  and  tyres  very  often 
did  not  go  with  those  cars. 

Mr  Maxwell-Hyslop 

1388.  Just  before  we  leave  this  point,  is 

it  the  case  that  if  a car  is  designed  (as  many 
French  cars  are)  to  run  not  just  on  radial 
ply  tyres  but  on  metal-braced  radials,  as 
opposed  to  textile-braced  radials,  that  — 
for  reasons  not  of  brand  loyalty  but  for 
sound  engineering  reasons  — it  is  likely  to 
need  to  be  replaced  with  tyres  of  a similar 
1 Note  by  witness:  In  1979, 60  per  cent  of  cars  produced 
for  export  were  jmage  digitised  by  the  Univen 
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structure;  namely,  metal-braced  rather 
than  textile-braced?  Or  is  this  a popular 
fallacy? 

(Mr  Wheater.)  I would  say  that  if  the  car 
was  originally  equipped  with  a steel-braced, 
a metal-braced,  tyre  then  it  is  probably 
better  when  the  replacement  comes  along 
that  that  tyre  is  also  a metal-braced  tyre; 
because  the  suspension,  the  design  of  the 
car,  has  been  adopted  for  that  particular 
tyre.  That  does  not  preclude  the  fitting  of 
a textile  radial  tyre,  for  example;  but  it  is 
better  probably  on  the  steel-braced.  You 
mentioned  specifically  a French  steel- 
braced  tyre.  British  steel-braced  tyres  or 
German  steel-braced  tyres  or  Italian  steel- 
braced  tyres  would  be  perfectly  adequate 
replacement  tyres. 

1389.  But,  in  respect,  do  you  think  it 
was  wise  to  base  so  much  of  the  British  tyre 
effort  on  the  textile-braced  radial  as 
opposed  to  the  steel-braced  radial,  bearing 
in  mind  the  success  that  Michelin  have  with 
the  “X”  and  its  subsequent  derivatives? 

(Sir  Campbell  Fraser.)  In  retrospect,  it 
would  have  been  better  if  we  had  managed 
to  produce  a steel  radial  tyre  before  we  aid. 
In  fact,  it  took  most  companies  a very  long 
time  to  achieve  it.  May  I say  something 
personally?  If  you  want  a really  good  tyre, 
ouy  a textile-braced  tyre  and  not  a steel- 
braced  tyre. 

Chairman 

1390.  Thank  you  for  that  advice.  We 
will  seek  to  follow  it  if  we  can.  But  have 
you  lost  out  in  any  way  on  this  business  of 
replacing  Continental  cars  with  English 
tyres?  Or  must  they  always  be  Continental? 

(Sir  Campbell  Fraser.)  One  steel  tyre  is 
as  good  as  another  steel  tyre,  except  that 
the  Dunlop  brand  is  better  than  any  other. 

(Mr  Emery.)  I am  glad  to  see  that  you 
are  so  unbiased,  Sir  Campbell. 

Mr  Crowther 

1391.  Returning  for  a moment  to  rub- 
ber products  other  than  tyres  and,  firstly, 
those  that  go  to  the  car  industry,  would  it 
be  right  to  assume  that  in  that  field  you 
have  been  affected  in  the  same  proportion 
as  in  the  case  of  tyres  by  the  decline  of  the 
British  car  industry;  or  have  you  held  up 
better  in  the  field  of  rubber  products  other 
than  tyres? 

(Sir  Campbell  Fraser.)  Clearly,  as  the 
vehicle  industry  here  has  declined,  all  our 
components,  apart  from  tyres,  that  go  to 
the  vehicle  industry  have  been  affected,  and 
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to  some  extent  affected  auite  badly.  How- 
ever, because  most  of  these  components 
are  quite  small,  you  can  be  more  flexible  in 
their  production;  you  can  change  produc- 
tion more  readily  and  you  can  direct  them 
to  different  markets  more  readily.  They  are 
more  easily  exportable,  for  example.  So,  as 
a general  statement,  we  have  not  suffered 
to  the  same  extent  with  our  non-tyre  com- 
ponents as  we  have  with  tyres. 

1392.  Thank  you.  The  manufacturers’ 
association  tell  us  that  about  60  per  cent  of 
the  total  products  of  the  rubber  industry  go 
to  the  motorcar  industry.  Does  that  pro- 
portion apply  to  your  company? 

(Sir  Campbell  Fraser.)  Yes.  We  must  be 
a very  high  proportion  of  the  60  per  cent. 

1393.  If  we  can  look  for  a moment  at 
the  rubber  products  other  than  tyres  which 
ar  not  involved  with  the  motorcar  industry, 
for  example,  belting,  how  do  you  see  the 
future  there? 

(Sir  Campbell  Fraser.)  The  belting  mar- 
ket at  the  present  time  is  very  good.  With 
the  search  for  energy  and  especially  with 
increased  coal  production,  belting  is  boom- 
ing almost  throughout  the  world. 

1394.  I notice  in  your  annual  report, 
the  1979  Report,  “Our  UK  belting  division 
obtained  a number  of  substantial  con- 
tracts." But  it  was  during  that  same  year, 
1979,  that  you  saw  quite  some  contraction 
at  Speke.  About  2,500  jobs  there  disap- 
peared — which  was  very  serious  in  a small 
community.  Is  this  trend  now  being 
reversed  in  the  light  of  what  you  have  just 
said? 

(Sir  Campbell  Fraser.)  I think  that  the 
numbers  in  the  belting  division  have  been 
held,  rather  than  increased. 

1395.  How  do  you  see  the  future  for 
that  side  of  your  operations? 

(Sir  Campbell  Fraser.)  In  the  next  year 
or  two  I think  belting  will  do  very  well. 

Mr  Emery 

1396.  As  far  as  the  British  industry  as 
a whole  is  concerned,  would  you  say  that 
Dunlop  has  suffered  more  than  any  other 
companies  or  in  approximately  the  same 
fashion? 

(Sir  Campbell  Fraser.)  Dunlop  in  the 
United  Kingdom,  as  you  will  appreciate, 
does  a great  many  things  beyond  its  contri- 
bution to  the  vehicle  industry.  You  will 
remember,  I hope,  that  we  are  a very  sub- 


stantial sports  firm.  But  I think  that,  to  the 
extent  that  we  were  the  major  supplier  to 
the  British  vehicle  industry,  we  must  have 
suffered  more  than  other  people.  ' 

1397.  In  looking  at  the  harm  that  you 
have  suffered  from  imports  — and  you  have 
outlined  that  that  is  considerable  — as  a 
large  proportion  (if  not  all)  of  German  and 
Italian  and  French  cars  coming  arc  roll-on 
roll-off  and  not  broken-down,  KD  but 
assembled,  have  you,  with  your  interna-  I 
tional  holdings,  been  able  to  take  anything  ' 
with  your  overseas  companies  of  the  import  j 
business  into  this  country,  which  would 
therefore  be  set,  in  some  proponion  I 
against  the  loss  that  you  would  have  front  I 
your  home  production  because  of  these 
imports? 

(MrWhealer.)  Yes,  particularly  in  Frame  I 
and  Germany  where  we  have  Dunlop  com- 
panies, we  have  a proportion  of  the  leading  I 
makes  — Mercedes,  Volkswagen,  Audi. 
Renault,  Peugeot  and  so  on  — so  that,  to 
that  extent,  we  have  a proportion  of  Dunlop  I 
tyres  on  the  cars  coming  in.  But  generally  ' 
our  shares  in  France  and  Germany  are  of  a 
lower  proportion  than  our  share  in  the 
United  Kingdom,  being  our  home  country. 

Mr  Mikardo 

1398.  Is  it  substantial?  What  son  of 
order  is  it?  Is  it  15  per  cent,  20  per  cent? 

(Mr  Wheater .)  Of  the  order  of  15  per 
cent. 

(Mr  Mikardo.)  That  is  quite  substantial. 

Mr  Emery 

1399.  It  is  right  and  proper  that  we 
should  set  that  against  the  total  decline. 

(Sir  Campbell  Fraser.)  Absolutely. 
Indeed,  one  can  carry  that  argument  for- 
ward and  say  that  not  only  do  imports 
adversely  affect  us  but  exports  help  us;  and 
we  are  a very  substantial  exporter. 

Mr  Maxwcll-Hyslop 

1400.  Is  the  original  equipment  supply 
profitable  for  you  in  meaningful  terms orts 
it  the  replacement  market  that  has  a much 
better  mark-up  for  you? 

(Sir  Campbell  Fraser.)  This  varies  from 
country  to  country.  In  the  United  Kingdom, 
the  original  equipment  market  has  not  been 
a profitable  market  and  profit  has  been 
taken  in  the  replacement  market. 

1401.  So.  to  that  extent,  the  advent  of 
the  brace-tread  tyre,  quite  apart  from  num- 
bers, by  reducing  the  incidence  of  replace- 
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ment  must  have  had  a disproportionate 

effect  on  your  profits. 

(Sir  Campbell  Fraser.)  This  is  bound  to 
be  the  case.  If  you  look  ahead,  of  course, 
dearly  there  has  to  be  a change  in  the 
pricing  structure  in  the  industry. 

Mr  Emery 

1402.  The  last  question  I want  to  pose, 
which  falls  very  neatly  in  what  Mr  Maxwell- 
Hyslop  was  asking  you  is  this.  Are  you  able 
to  estimate  in  the  decline  of  your  home 
production  how  much  of  that  would  have 
been  a decline  anyway  because  of  the  longer 
life  of  a tyre  today  and  is  not  due  to  imports 
or  to  any  other  factor? 

(Sir  Campbell  Fraser .)  I think  that  if  I 
were  to  put  the  things  in  order,  the  first 
adverse  effect  would  have  been  the  import 
of  vehicles;  the  second  would  have  been  the 
knock-on  effect  in  the  replacement  market; 
and  the  third  would  have  been  the  advent 
of  the  steel  radial  tyre  which,  if  nothing 
else,  has  prevented  a growth  in  the  market 
which  otherwise  would  have  existed. 

Mr  Mikardo 

1403.  Is  there  some  offset  in  that  from 
the  fact  that  — 1 have  not  looked  at  the 
figures  — I imagine  that,  even  in  real  terms 
(discounting  inflation),  that  because  tyres 
are  so  much  better  now  than  they  were,  you 
charge  more  for  them  in  real  terms  than 
was  the  case  a few  years  ago.  Would  you 
have  a bit  of  offset  in  value  as  against  the 
drop  in  volume?  Or  am  I wrong? 

(Sir  Campbell  Fraser.)  It  is  a nice  thought 
but,  in  fact,  you  are  wrong.  We  are  now 
selling  tyres  in  real  terms  substantially 
below  what  we  were  ten  years  ago. 

(Mr  Vf heater. ) In  fact,  if  I may  add  to 
that,  the  benefit  from  the  longer  life  of  the 
radial  tyre  really  has  been  passed  on  to  the 
consumer. 

Mr  Emery 

1404.  I am  sorry  but  I must  return  to 
my  question  because  you  did  not  answer  it. 
I am  sure  it  was  an  oversight.  You  said  that 
you  would  put  in  order  the  effects  that  were 
adverse  to  you.  In  that  order  you  did  not 
actually  mention  the  long  life  of  the  tyre. 
What  I have  asked  you  is  whether  you  could 
estimate  the  propoition  of  the  decrease  in 
production  or  in  your  sales  would  have  been 
there  because  of  the  longer  life  of  the  tyre, 
irrespective  of  any  other  of  the  three  factors 
that  you  have  mentioned? 

(Sir  Campbell  Fraser.)  You  will  appre- 
ciate that  when  I say,  “the  radial  tyre",  we 


in  the  trade  associate  that  with  the  longer 
life. 

(Mr  Emery.)  Therefore,  the  metal  radial , 
which  is  what  you  said,  is  the  term  for  die 
longer  life. 

Chairman 

1405 . What  we  want  is  a tyre  that  never 
wears  out  and  never  deflates.  Why  do  you 
not  invent  one  like  that? 

(Sir  Campbell  Fraser.)  I am  doing  my 
best  to  do  the  opposite. 

(Mr  Emery.)  Goodbye,  Sir  Campbell. 

(Mr  Mikardo.)  You  must  not  say  that  in 
one  of  your  commercials. 

1406.  I was  told  that  Lutyens  devised 
the  roundabouts  in  New  Delhi  so  that  tyres 
were  screeching  round  and  round  every 
minute  of  every  hour  especially  for  the  ben- 
efit of  the  Dunlop  Company.  Is  there  any 
truth  in  that? 

(Sir  Campbell  Fraser.)  I admire  the 
thought. 

(Chairman.)  Let  us  look  at  the  question 
of  exports.  Mr  Maxwell-Hyslop? 

Mr  Maxwell-Hyslop 

1407.  Could  you  tell  us  how  has  both 
the  export  proportion  of  your  output  and 
the  volume  changed  in  the  last  decade? 

(Sir  Campbell  Fraser.)  The  figures  I 
remember  are  for  1969  and  1979.  The  pro- 
portion of  our  production  exported  in  1969 
was  15  per  cent  and  the  proportion  in  1979 
was  11  per  cent. 

1408.  And  what  has  been  the  presence 
in  the  British  market  of  subsidiaries  of  over- 
seas companies,  particularly  American  — 
Firestone,  Uniroyal,  Goodyear,  and  so  on. 

I am  not  talking  about  imports  in  the  sense 
of  tyres  manufactured  outside  Britain;  but 
what  has  been  the  change  in  the  market 
place,  if  any,  in  the  last  ten  years  in  British 
— and  by  “British”,  I mean  yourself,  for 
instance  and  Avon,  for  instance.  Do  you 
make  Pirelli  under  licence  or  do  Pirelli 
make  Pirelli? 

(Sir  Campbell  Fraser.)  Pirelli  make 
Pirelli. 

1409.  You  did  have  an  arrangement 
with  them  at  one  time,  did  you  not? 

(Sir  Campbell  Fraser.)  We  have  a union 
with  them. 

1410.  What  does  that  mean? 

(Sir  Campbell  Fraser.)  We  have  cross 
share  holdings. 
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1411.  I see.  What  has  been  in  the  Brit- 
ish marketplace  the  movement  of  demand 
as  between  British-owned  tyre  companies 
and  particular  American  subsidiaries  — 
Goodyear,  Firestone,  Uni-Royal? 

(Sir  Campbell  Fraser.)  You  are  aware  of 
the  fact  that  the  Firestone  company  has 
closed  its  major  plant  in  London  and, 
although  I cannot  be  absolutely  certain 
about  this,  I imagine  that  it  is  sourcing  much 
of  its  sales  now  from  the  Continent.  In  the 
case  of  the  Goodyear  company,  like  our- 
selves it  closed  a major  plant.  Presumably, 
like  most  companies  which  have  other  man- 
ufacturing units  within  Europe  it  will  source 
according  to  the  greatest  efficiency  of  its 
plants. 

1412.  And  the  movement  in  the  mar- 
ketplace — and  I am  not  talking  about  the 
total  increase  or  decrease  of  sales  — if  you 
cannot  speak  for,  say,  Avon  as  well  as 
yourselves,  have  you  held  your  market 
share  compared  with  (a)  the  "other  manu- 
facturers within  Britain  and  (b)  more  par- 
ticularly the  Ajnerican-owned  ones? 

(Sir  Campbell  Fraser.)  We  have  lost  mar- 
ket share  in  Britain.  But  we  have  main- 
tained market  share  roughly  as  against 
American  companies. 

1413.  Lastly,  in  terms  of  employment 
particularly,  what  is  the  relative  importance 
of  the  car  tyre  (what  is  to  date  what  we 
have  been  talking  about  this  morning)  and 
all  other  tyres  other  than  car  tyres  — that 
is  to  say,  for  trucks,  constructional  vehicles, 
agricultural  vehicles  and  everything  of  that 
kind? 

(Mr  Wheater.)  I make  the  broad  estimate 
that  car  tyres  are  probably  at  least  60  per 
cent  of  the  total  employment. 

Mr  Emery 

1414.  The  movement  of  the  American 
company,  Firestone,  to  Europe  that  you 
indicated  allows  me  lo  ask  this.  Is  it  not 
surprising  that  this  happened  and  again  is 
it  not  surprising  that  our  export  figures  have 
not  been  greater  when,  in  the  paper  sub- 
mitted by  John  Cousins,  we  see  that  in 
comparative  labour  costs  Britain  in  1970 
was  nearly  bottom  (Japan  being  lower)  but 
now  well  bottom,  with  half  the  labour  costs 
of  Germany  and  only  about  two-thirds  the 
labour  costs  of  France?  Could  you  tell  us 
why  therefore  we  have  not  gone  a long  way 
to  sweeping  the  field  in  tyre  sales?  It  is  on 
page  5 if  you  would  like  to  see  the  figures. 
They  do  make  fairly  impressive  reading  (or 


discouraging  reading,  whichever  wav  vn, 
like  to  see  it)  when  you  consider  that  i! 
present  times,  most  of  our  major  commi 
tors  with  the  exception  of  Japan  are  at  Uu 
50  per  cent  higher  in  labour  costs  and  some 
of  them  much  higher  - West  Germ® 
being  100  per  cent  greater  _ 
ourselves. 

(Sir  Campbell  Fraser.)  I think  that  Mr 
Cousins’  figures  in  fact  refer  to  the  nation 
as  a whole  and  to  these  countries  as  a whole 
Presumably,  the  answer  is  to  be  found  on 
page  7,  in  the  column  on  the  right-hand  side 
which  is  the  index  of  international  compet- 
itiveness where  there  has  been  a steady  fall 
from  1970  to  1979.  In  other  words,  com- 
petitiveness is  more  than  just  labour  costs 
Unfortunately,  we  have  been  a low  labour 
cost  and  low  productivity  nation. 


Chairman 

14 15.  I see  that  he  has  a note  to  say  that 
the  source  of  those  figures  is  the  Institut der 
Deutschen  Wirtschaft  — that  is,  all  manu- 
facturing industry. 

(Sir  Campbell  Fraser.)  It  is  not  just  the 
tyre  industry,  but  the  tyre  industry  would 
follow  roughly  in  the  same  way. 


Mr  Maxwell-Hyslop 

1416.  Before  we  leave  these  figures, 
which  I take  it  are  bald  pay  and  do  not 
include  the  employer's  national  insuranct 
charges  which  he  has  to  pay  over  andabow 
the  man’s  pay,  if  you  cannot  off  the  cuff  do 
so,  would  you  care  to  put  in  a memorandum 
correcting  these  figures  as  far  as  you  can  for 
total  direct  employment  costs  to  the 
employer?  In  other  words,  it  looks  from 
here  as  if  in  1979  a French  employer’s  costs 
were  28  per  cent  greater  than  a UK 
employer's  costs;  but  it  might  be  that  when 
you  added  national  insurance  charges  on 
top  of  the  British  and  on  top  of  the  French 
you  did  not  get  the  French  coming  up  28 
per  cent  more.  1 do  not  know.  Can  you  help 
us  on  that? 

(Sir  Campbell  Fraser.)  I will  certainly 
send  you  a piece  of  paper  on  that1. 

Chairman 

1417.  I think  it  is  most  desirable  that 
you  study  this  document  at  your  leisure. 
We  got  n only  this  morning  in  effect  II 
would  be  as  well  if  you  tried  to  point  out 
the  relative  figures  in  relation  to  the  tyre 
industry  and  the  rubber  industry  generally 
— if  that  is  possible. 

(Sir  Campbell  Fraser.)  If  it  Is,  we  will 
certainly  provide  it. 

(Chairman.)  Thank  you  very  much. 

•See  p 411. 
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Mr  Carlisle 

1418.  I would  like  to  turn  to  imports 
and,  first  of  all,  in  the  replacement  market. 
Could  you  say  what  the  growth  in  imports 
in  the  replacement  market  has  been  both 
by  share  of  the  market  and  by  volume? 

(Mr  Wheater.)  In  1972,  we  estimated  that 
imports  were  about  20  per  cent  of  the 
replacement  market  and  that  has  risen  in 
1979  to  40  per  cent,  42  per  cent  or  43  per 
cent. 

1419.  Would  that  be  related  to  the 
increase  in  the  import  of  cars?  Are  they 
coming  in  to  replace  the  original  tyres  on 
those  cars?  Or  there  is  some  other  factor? 

(Sir  Campbell  Fraser.)  That  would  be  the 
major  factor  but  clearly  there  are  others  as 
well.  If,  for  example,  in  a particular  size 
there  was  a shortage,  other  countries  could 
send  in  marginally-costed  tyres  quite 
quickly. 

1420.  What  are  the  main  sources  of 
these  imports? 

(Sir  Campbell  Fraser.)  They  are  either 
from  the  EEC  itself  or  from  other  parts  of 
Europe:  Spain,  Portugal  and  Finland  par- 
ticularly. After  that,  from  Eastern  Europe. 

Mr  Maxwell-Hyslop 

1421.  Why  Finland?  What  are  the  par- 
ticular characteristics  of  the  industry  in  Fin- 
land that  makes  it  a spectacularly  successful 
competitor  here?  You  said,  “Finland 
particularly”? 

(Sir  Campbell  Fraser.)  Well,  I said 
“Spain,  Portugal  and  Finland  particularly”. 

1422.  What  is  there  in  Finland  — which 
is  not  known  for  low  costs? 

(Mr  Wheater.)  Finland  is  a relatively  low- 
wage,  low-cost  producer  of  tyres.  I think 
that  that  is  the  main  factor  in  it. 

Mr  Carlisle 

1423.  Have  any  of  these  imports 
increased  because  we  have  vacated  various 
sections  of  the  tyre  market? 

(Sir  Campbell  Fraser.)  I do  not  think  that 
that  would  be  the  main  reason.  The  vaca- 
tions have  taken  place  fairly  recently;  and 
there  has  been  a steady  increase  in  impor- 
tation over  20  years. 

1424.  How  important  is  the  fact  that  we 
simply  have  not  been  productive  enough? 

('Sir  Campbell  Fraser.)  I think  it  is  a very 
important  fact.  One  cannot  really  get  away 
from  that.  If  you  compare  ourselves  with 


the  Japanese,  we  have  a very  long  way  to 
go  before  we  become  as  productive  as  they 
are.  We  have  the  great  advantage  as  an 
international  company  of  being  able  to 
make  this  measurement  in  a very  honour- 
able way.  And  I have  no  doubt  that  the 
Japanese  win  hands  down  in  productivity. 

1425 . Is  there  any  sign  that  we  are  mak- 
ing things  better,  that  we  are  starting  to 
close  the  gap? 

(Sir  Campbell  Fraser.)  Yes,  there  are 
signs,  quite  significant  signs. 

(Mr  Carlisle.)  What  are  they? 

Mr  Crowther 

1426.  How  important  is  technology  as 
compared  with  labour  costs  in  productivity 
and  competitiveness  in  this  industry,  in  con- 
nection with  the  tyre  industry? 

(Sir  Campbell  Fraser.)  While  I was 
answering  the  question,  I was  assuming  — 
and,  I think,  fairly  — that  the  technology 
that  would  apply  in  a Japanese  factory  (the 
one  that  we  happen  to  have  a share  in) 
would  be  very  similar  to  the  technology 
applied  in  a United  Kingdom  factory. 

1427.  So  the  technology  is  of  the  same 
standard.  Are  the  labour  costs  of  the  same 
standard  in  Japan.  On  this  table  we  have 
here  they  are  somewhat  higher.  What 
makes  them  more  competitive?  You  said 
that  the  level  of  productivity  is  better  — 

(Sir  Campbell  Fraser .)  Substantially 
better. 

1428.  — on  the  basis  of  similar  tech- 
nology. Why  is  that? 

(Sir  Campbell  Fraser.)  I think  the  Japa- 
nese worker  is  more  consistent  and  more 
persistent  in  the  way  he  goes  about  his 
work. 

(Mr  Wheater.)  They  are  also  able  to 
operate  their  plants  in  Japan  — and  the 
specific  plant  that  Sir  Campbell  referred  to 
operates,  I think,  347  days  a year,  which 
ooviously  makes  for  a much  greater  spread 
of  the  overhead  costs  in  that  plant,  com- 
pared with  maybe  230  to  235  which  we  get 
out  of  a typical  plant  in  the  United 
Kingdom. 

Mr  Kerr 

1429.  They  are  also,  if  I may  say  so, 
rather  more  adept  in  the  use  of  statistics. 
For  example,  a sizeable  part  of  their  labour 
— 10  per  cent  to  15  per  cent  — is  contract 
labour  which  can  be  sot  rid  of  and  put  on 
again  almost  at  the  drop  of  a hat,  or  the 
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wink  of  a manager's  eye.  This,  I think  you 
may  find,  affects  very  substantially  the 
question  of  statistics  and  the  information 
on  which  certain  statistics  are  being  based. 

(Sir  Campbell  Fraser.)  This  is  true  of 
quite  a fair  share  of  Japanese  industry.  It  is 
not,  as  it  happens,  true  of  the  tyre  industry. 

(Mr  Kerr.)  Not  true  at  all. 

Mr  Emery 

1430.  Have  you  attempted  to  negotiate 
so  that  you  could  operate  your  plant  to  the 
same  time  scale  as  that  which  you  have 
been  saying  has  been  so  advantageous  to 
the  Japanese?  And,  if  not,  why  not? 

(Sir  Campbell  Fraser.)  The  answer  is  that 
we  have  not  attempted  to  run  the  plant  for 
347  days  a year.  We  are  now  attempting  to 
increase  the  use  of  our  plant  quite  substan- 
tially so  that  it  will  be  worked  at  weekends 
rather  in  the  way  that  the  Japanese  do,  too. 
It  is  a failure  of  ours. 

Mr  Foster 

1431.  May  I ask  how  important  the  Jap- 
anese arc  as  competitors  at  the  moment  and 
is  this  likely  to  be  changed  very  much  in  the 
foreseeable  future? 

(Sir  Campbell  Fraser.)  The  Japanese  are 
very  substantial  competitors,  especially  in 
third  markets. 

1432.  But  not  so  much  in  the  United 
Kingdom? 

(Sir  Campbell  Fraser.)  No,  not  so  much 
in  the  United  Kingdom. 

Mr  Mikardo 

1433.  One  hears  it  said  — and  I am  not 
speaking  specifically  of  Japan ; it  is  probably 
true  of  other  places  — that  some  tyres  are 
imported  at  low  prices  into  the  United 
Kingdom  which  are  not  very  good.  Some 
newspapers  have  said  that  they  are  danger- 
ous. Is  there  any  statutory  standard 
enforced? 

(Sir  Campbell  Fraser.)  The  main  statu- 
tory standard,  I think,  is  the  tread  depth 
legislation.  There  is  a requirement  that  no 
tyre  shall  run  unless  there  is  a minimum  of 
1 millimetre  across  three-quarters  of  its 
tread1. 

1434.  In  that  case  — and  perhaps  this 
is  not  a question  to  ask  you  and  one  should 
be  asking  it  of  somebody  in  a Government 
Department  — how  can  it  be  said  that  tyre 
“A”  is  of  lower  quality  if  there  is  no  stand- 
ard and  no  monitoring  of  quality? 

■See  p 409. 


(Sir  Campbell  Fraser.)  There  are  non- 
statutory  standards,  of  course.  For  exam- 
ple, one  standard  would  be  how  far  the  tyre 
runs  before  it  wears  out.  In  general  the 
steel  radial  tyre  is  the  one  that  goes  furthest 
The  cross-ply  tyre  would  go  least  far  against 
that  standard. 

Mr  Foster 

1435.  Can  we  turn  to  Comecon  fora 
few  moments?  Can  you  say  what  types  of 
tyre  the  East  European  firms  were  supply, 
ing  and  whether  the  gravity  of  the  situation 
was  because  they  were  supplying  what  ate 
called  “premium”  tyres  at  “lower  end" 
prices? 

(Sir  Campbell  Fraser.)  I am  pretty  sure 
that  they  were  not  supplying  premium 
types.  I think  that  they  were  supplying 
cross-ply  tyres  — the  ones  that  I referred  to 
when  replying  to  Mr  Mikardo.  You  will 
remember  that  I talked  about  the  tyres 
which  gave  the  lowest  mileage.  And  they 
were  selling  their  tyres  at  prices  which  were 
incredibly  low. 

1436.  There  has  recently  been  an  anti- 
dumping case  against  East  European  tyres. 
Can  you  describe  the  history  of  the  case  in 
some  detail? 

(Mr  Wheater .)  The  case  began  about  two 
years  ago  and  particularly  through  the  rub- 
ber manufacturers’  association,  the 
BRMA.  It  was  a case  that  we  had  to  fight 
very  much  on  our  own  because  when  we 
approached  the  sister-associations  (if  von 
like)  in  Germany,  Italy  and  so  on,  they 
were  not  being  affected  as  much  as  we  were 
and,  therefore,  we  were  left  to  fight  the 
case.  It  took  quite  a long  time  to  get  the 
necessary  information  together.  It  is  a long 
process.  The  Commission  required  very 
considerable  amounts  of  information,  sta- 
tistics, figures  and  so  on,  which  needed  to 
be  got  together.  And  then,  having  submit- 
ted them,  the  case  itself  took,  I think, 
between  12  months  and  18  months2  before 
it  was  finally  resolved.  It  has  been  a long 
process.  At  the  end  of  the  day  we  were 
successful  in  the  sense  that  the  Commission 
was  able  to  ensure  that  the  Eastern  bloc 
countries  undertook  to  supply  in  future  at 
a more  realistic  price.  We  now  haVe  to  wait 
and  see  just  how  that  works  out.  I think  it 
is  too  early  to  judge  how  that  is  going  to  be 
effective. 

Mr  Mikardo 

1437.  We  have  had  evidence  from  other 
witnesses  about  the  problem  of  countcr- 


■Sce  p 410. 
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purchases  from  the  Eastern  European 
countries.  They  are  insisting,  if  they  buy 
something,  on  some  proportion  of  it  being 
covered  By  counter-purchases.  Does  any 
significant  quantity  of  East  European  tyres 
come  in  on  that  basis? 

(Sir  Campbell  Fraser.)  Not  through 
anything  that  Dunlop  have  done. 

1438.  No,  no.  I am  sure. 

(Sir  Campbell  Fraser .)  There  are,  of 
course,  organisations  which  are  almost  set 
up  to  deal  with  that  — 

1439.  We  have  heard  about  those. 
What  I had  in  mind  was  this.  Does  it  hap- 
pen, for  example,  that  some  Eastern  Euro- 
pean country  will  say,  "We  will  buy  trucks 
from  Great  Britain  if  you  will  buy  tyres 
from  us”  — or  something  like  that? 

(Sir  Campbell  Fraser.)  It  is  quite  a com- 
mon thing  where  technology  is  being  sold, 
for  the  buyer,  generally,  in  order  to  get 
hard  currency,  to  say  that  the  seller  should 
take  a proportion  of  the  output.  This  very 
often  puts  off  the  seller  from  providing  the 
technology. 

Chairman 

1440.  May  I clarify  my  mind  with  regard 
to  the  anti-dumping  case.  Was  it  taken  on 
your  initiative  alone  or  on  your  initiative  by 
driving  the  rubber  association;  or  was  it 
taken  by  the  rubber  association  with  your 
help? 

(Sir  Campbell  Fraser.)  It  was  the  British 
Rubber  Manufacturers  with  our  help. 

1441.  They  started  it.  Have  you  ever 
reported  any  other  cases  to  the  Association 
or  to  the  Commission  direct? 

(Sir  Campbell  Fraser.)  Not  that  I am 
aware  of. 

Mr  Foster 

1442.  Do  you  find  it  easy  to  work  with 
the  European  Commission? 

(Mr  Wheater.)  In  the  sense  that  they 
demand  a very  thorough  preparation  of  the 
case  and  then,  having  got  the  case  pre- 
sented, take  a long  time  to  deliberate  over 
it,  it  is  a long  drawn  out  process;  and. 
obviously,  at  a time  when  we  are  anxious 
to  make  a quick  conclusion.  On  the  other 
hand,  I think  that  from  our  experience  we 
would  have  to  say  that  they  were  generally 
helpful,  generally  fair,  generally  objective 
in  their  approach  to  it. 

1443.  CanyoutelluswhatisComecon's 
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market  share  now? 

(Mr  Wheater.)  About  5 per  cent  of  the 
replacement  market. 

1444.  In  the  light  of  the  competition 
that  you  are  having  from  Comecon  coun- 
tries, do  you  think  it  is  not  a short-sighted 
policy  to  sell  technology  to  Eastern  Euro- 
pean countries? 

(Sir  Campbell  Fraser.)  I personally  do 
not.  I think  that  selling  technology  is  part 
and  parcel  of  one’s  business.  It  is  something 
that  you  decide  to  do  if  you  believe  it  is  of 
help  to  your  company.  One  can  obviously 
see  that  there  can  be  disadvantages  to  it. 
Clearly,  you  can  be  setting  up  another  com- 
petitor; although  that  is  not  always  the  case. 
There  are  plenty  of  cases  where  the  tech- 
nology is  only  used  within  the  country  to 
which  it  has  been  sold. 

Mr  Crowther 

1445.  Can  you  tell  us  something  about 
the  non-tyre  products  from  the  Comecon 
countries?  Is  the  level  of  penetration  into 
the  UK  market  on  the  increase?  Do  you 
fear  it  is  a serious  threat  at  all? 

(Sir  Campbell  Fraser.)  No.  I do  not 
regard  that  as  a serious  matter. 

Chairman 

1446.  Did  you  get  on  all  right  with  the 
European  Commission  when  you  were 
arguing  your  dumping  case? 

(Sir  Campbell  Fraser.)  I think  the  answer 
to  that  was,  yes,  we  did;  but  they  did  take 
a very  long  time  to  reach  their  conclusions. 

1447.  Are  you  in  a position  to  tell  us, 
either  now  or  on  a piece  of  paper,  how 
much  such  a dumping  case  has  cost  your 
company  within  the  last  two  years? 

(Sir  Campbell  Fraser.)  It  appeals  to  the 
Scot  to  put  that  down  on  a piece  of  paper. 
We  shall  put  it  down  on  a piece  of  paper. 

I do  not  know  the  answer. 

(Chairman.)  Of  course1. 

Mr  Crowther 

1448.  You  say,  “a  very  long  time”. 
How  long  was  it? 

(Sir  Campbell  Fraser.)  Of  the  order  of  3i 
years1. 

Mr  Mikardo 

1449.  So  that,  whatever  result  you  get 
out  of  it,  it  is  virtually  locking  the  stable 
door  after  the  horse  has  bolted,  is  it  not? 

(Sir  Campbell  Fraser.)  There  is  a tend- 
ency that  way. 

‘See  p 410. 
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Mr  Crowther 

1450.  Would  you  be  surprised  to  hear 
that  the  officer  in  charge  of  anti-dumping 
measures  (whom  we  met  very  recently  in 
Brussels)  maintains  that  the  average  time 
taken  by  his  department  to  deal  with  dump- 
ing complaints  is  four  to  five  months? 

(Sir  Campbell  Fraser.)  Yes,  I would  be 
surprised. 

1451 . In  tbe  areas  outside  the  EEC,  do 
you  feel  that  your  export  attempts  suffer 
from  any  kind  of  unfair  competition  from 
other  countries? — unfair  either  on  the  part 
of  your  competitors  or  unfair  practices 
operated  by  the  country  of  destination  in 
the  way  of  artificial  barriers.  Do  you  come 
up  against  any  problems  which  you  feel  are 
unfair? 

(Sir  Campbell  Fraser.)  This  is  the  case  in 
some  place  like  Brazil,  perhaps,  where  they 
can  export  to  us  relatively  freely  and  they 
are  very  difficult  :o  import  into.  I do  not 
think  that  that  has  been  a major  problem. 
Perhaps  the  most  difficult  place  to  export 
to  in  this  respect  is  Japan.  I am  not  certain 
that  could  be  called  unfair  competition;  it 
is  probably  fair  competition. 

1452.  What  is  particular  in  the  case  of 
Japan?  Why  should  this  be  so? 

(Sir  Campbell  Fraser.)  The  import  of  cars 
into  Japan  is  negligible. 

1453.  Is  this  simply  because  of  a sort  of 
healthy  chauvinism  on  the  part  of  the 
Japanese? 

(Sir  Campbell  Fraser.)  I think  it  probably 
started  off  like  that,  but  none  the  less  they 
have  an  extraordinarily  productive  and 
effective  industry.  I think,  incidentally,  that 
you  get  chauvinism  within  the  EEC.  I would 
have  thought,  without  disrespect  to  them, 
that  both  France  and  Italy  illustrate  that 
perfectly  well. 

1454.  Y es,  but  at  least  we  have  got  free 
trade  within  the  EEC.  Outside,  it  is  of 
course  open  to  Governments  to  introduce 
all  kinds  of  barriers.  I just  wonder  whether 
your  industry  finds  it  a serious  drawback. 
Apparently  it  is  not. 

(Sir  Campbell  Fraser.)  I would  not  say 
so.  I am  interested  in  what  you  said  because 
even  within  the  EEC,  it  seems  to  me  that 
the  rules  of  the  game  are  sometimes  differ- 
ent in  different  countries.  It  has  always 
been  a surprise  to  me  that  a German  com- 
pany who  had  gone  through  the  1970s  mak- 
ing losses  almost  every  year  and  never 


paying  a dividend,  but  still  managing  to 
continue;  and  at  the  end  of  the  period  finds 
$100  million  to  buy  another  companv  I 
should  have  thought  that  in  this  country 
under  the  rules  by  which  we  play,  we  would 
not  have  been  able  to  do  that. 

Mr  Maxwell-Hyslop 

1455.  What  was  the  name  of  that 
company? 

(Sir  Campbell  Fraser.)  Continental.  1 
would  have  thought  that  when  we  — 

Chairman 

1456.  There  is  not  a note  of  envy  in 
your  answer,  is  there? 

(Sir  Campbell  Fraser.)  These  are  the 
facts  as  I saw  them , Chairman  and  I would 
only  hope  that  when  we  decide  what  oiu 
rules  should  be,  we  look  over  our  shoulders 
and  see  what  other  people  are  doing. 

Mr  Crowther 

1457.  You  are  by  no  means  the  fmt 
witness  to  suggest  that  Britain  is  about  the 
only  EEC  country  that  does  keep  to  the 
rules. 

(Sir  Campbell  Fraser.)  Of  course,  there 
are  other  illustrations.  There  is  a case,  1 
think  in  Italy,  where  a chosen  company  can 
receive  funds  at  half  the  going  rate  of 
interest. 


Mr  Mikardo 

1458.  You  said  that  it  seems  to  be  that 
in  some  countries  the  rules  are  different,  Is 
it  the  problem  that  the  rules  are  different 
or  that  the  rules  are  the  same  but  some 
people  honour  them  more  in  the  breach 
than  in  the  observance? 

(Sir  Campbell  Fraser.)  I think  this  is  a 
case  where  the  circumstances  perhaps  are 
fairly  different. 

(Mr  Mikardo.)  I am  asking  quite  simply 
whether,  as  some  witnesses  nave  said,  we 
are  the  only  country  that  sticks  to  the  rules. 

Chairman 

1459.  You  may  not  answer  that  if  you 
do  not  wish  to  do  so. 

(Sir  Campbell  Fraser.)  I would  find  il 
very  difficult. 


Mr  Emery 

1460.  Is  it  not  the  case  that  many  devel- 
oping countries  wish  to  set  up  and  establish 
their  own  tyre  production?  Have  you  bees 
able  to  assist  in  this  and  get  some  of  your 
own  technology  into  manufacturing  plants 
in  Africa? 
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(Sir  Campbell  Fraser.)  In  many  devel- 
oping countries,  I think  that  a tyre  factory 
is  one  of  the  first  things  that  they  look  for. 
With  our  long  association  in  Empire  and 
Commonwealth,  inevitably  Dunlop  were 
the  company  that  put  up  factories,  at  the 
behest  very  often  of  the  local  government. 

To  that  extent  our  technology  has  gone  into 
the  developing  countries  — a lot  of  them, 
incidentally,  with  an  additional  advantage 
to  us.  Very  few  of  these  countries  had  a 
market  quite  large  enough  to  have  a very 
broad  range  of  tyre  production  so  that  there 
was  almost  always  associated  with  that  a 
substantial  export  from  the  United 
Kingdom. 

1461.  This  is  what  I wish  to  pursue.  But 
before  I do  that,  could  you  say  whether  you 
consider  that  in  assisting  under-developed 
countries,  Dunlop  has  played  a greater  role, 
a very  much  greater  role , or  about  the  same 
role  as  other  major  American  or  French 
competitors? 

(Sir  Campbell  Fraser.)  A greater  role 
than  any  other  tyre  company  with  the  pos- 
sible exception  of  an  American  tyre 
company. 

1462.  Firestone? 

(Sir  Campbell  Fraser.)  No,  Goodyear. 

1463.  Now  could  we  go  to  the  market 
factor?  Is  it  the  case  that  home  production 
in  emerging  cases  has  cut  us  off  from  a 
traditional  level  of  expons  or  — and  you 
have  hinted  at  this  — has  the  expansion  of 
the  market  been  so  great  that  often  it  has 
been  beneficial  to  Dunlop  to  have  given 
that  particular  technology? 

(Sir  Campbell  Fraser.)  Yes,  there  is  a 
very  good  example  in  Nigeria,  which  is  a 
booming  country , of  course , and  where  two 
foreign  companies  have  tyre  businesses.  We 
have  increased  our  exports  substantially  to 
Nigeria  since  we  built  our  plant  there. 

1464.  Have  you  been  affected  in  any 
way  by  imports  into  this  country  from  these 
newly-emerging  countries? 

(Sir  Campbell  Fraser.)  No. 

1465.  But,  having  said  that,  if  we  are 
attempting  to  build  up  trade  for  developing 
countries  and  to  provide  them  with  the 
ability  to  earn  foreign  currency,  is  not  our 
manufacturing  activity  suitable  for  a devel- 
oping country  and  their  wage  structure  to 
a much  greater  extent  than  that  in  the 
United  Kingdom  and  ought  we  riot,1  if'we 
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are  being  absolutely  fair  to  the  developing 
countries,  to  be  encouraging  them  into  this 
area  and  be  willing  to  take  some  of  their 
imports  into  this  country? 

(Sir  Campbell  Fraser.)  I do  not  think  that 
the  developing  countries  are  the  most  effec- 
tive tyre  producers.  I would  have  thought 
that,  for  all  our  sins,  we  are  among  the  best 
producers  of  tyres.  I think  I should  say  that 
in  so  far  as  one  can  foresee  what  is  happen- 
ing, the  next  change  in  tyres  will  be  auto- 
mation applied  to  the  process;  and  that  will 
reduce  the  labour  content  substantially. 

1466.  Lastly,  in  most  of  the  developing 
countries,  is  or  is  not  most  of  the  plant  that 
has  been  installed  cross-ply  tyres  and  not  of 
the  highest  technology  of  metal-reinforced? 

(Sir  Campbell  Fraser.)  That  depends 
more  on  the  operating  circumstances  within 
the  country  than  any  other  single  thing. 
There  are  some  places  where  it  is  more 
appropriate  to  have  cross-ply  but  there  are 
plenty  of  other  instances  in  developing 
countries  where  they  have  the  radial  tyre, 
too. 

Mr  Foster 

1467.  Is  the  present  value  of  the 
exchange  rate  an  adverse  factor  at  the 
moment?  And  if  so,  how  important? 

(Sir  Campbell  Fraser.)  Yes,  the  pound  is 
strong  and  it  clearly  affects  our  margins  in 
our  exports  and  it  tends  to  pull  imports  into 
the  country.  But,  having  said  that,  the 
exchange  rate  is  the  exchange  rate  and  we 
have  got  to  live  with  it. 

1468.  It  is  not  something  that  you  find 
particularly  worrying? 

(Sir  Campbell  Fraser,)  If  you  ask  me  the 
separate  question:  For  my  company  would 
I like  a much  lower  exchange  rate,  the 
answer  is,  Yes,  I would.  But,  as  I say,  the 
exchange  rate  is  the  exchange  rate. 

1469.  Did  you  find  a lower-valued  ster- 
ling particularly  helpful  in  the  years  when 
we  had  it? 

(Sir  Campbell  Fraser.)  When  the  value 
of  sterling  was  at  (what?)  1.60  or  1.65,  my 
company  had  an  extraordinarily  good  year. 

Mr  Mikardo 

1470.  What  role,  do  you  think,  if  any, 
the  Government  ought  to  play  in  your 
industry?  For  example,  what  is  your  view 
about  the  activities  in  helping  British  indus- 
try of  the  Department  of  Industry  and  the 
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[Mr  Mikardo  Conti!.} 

Trading  Board,  Export  Credits  Guarantee 
Department?  Can  you  give  us  a bird’s  eye 
view  of  what  you  think  are  and  what  ought 
to  be  between  you  and  Government? 

(Sir  Campbell  Fraser.)  I think  that  the 
thing  the  Government  could  best  do  for  us 
is  to  get  down  the  rate  of  inflation.  Desir- 
ably, that  would  also  bring  down  the  inter- 
est rate  structure,  which  would  be  very 
helpful.  I think,  too,  that  the  Government 
might  try  to  apply  the  tread-depth  legisla- 
tion more  vigorously;  I think  that  the  Gov- 
ernment might  help  more  with  research  and 
development;  I think  the  Government 
might  remember  what  I said  about  the  rules 
of  the  game  being  different  in  other  places. 
I think  that  the  Overseas  Trade  Board  is 
very  good.  I think  it  has  been  veiy  helpful 
to  us.  I think  that  one  of  its  subsidiaries  has 
put  in  a requirement  recently  for  a mini- 
mum project  size  of  £20  million,  which  is 
rather  high;  and  ECGD  has,  I think,  been 
consistently  helpful  throughout  its  life1. 


have  you  run  up  against  any  problems  in 
the  United  States  of  America  with  their 
legislation  which  seems  to  fit  in  with  youi 
description  of  what  you  think  we  might  be 
doing? 


(Sir  Campbell  Fraser.)  As  a matter  of 
fact,  as  a company,  we  have  not.  1 hope  ! 
that  one  does  not  give  the  impression  that 
British  industry  is  absolutely  hopeless 
because  this  is  not  so.  In  the  United  States 
now  that  you  have  given  me  the  opportune 
— and  one  tries  to  be  unbiased  about  these  I 
things  — the  Department  of  Transportation  I 
has  no  doubt  that  the  Dunlop  brand  is  the  I 
best  brand  in  the  United  States. 


Mr  Mikardo 

1475.  All  that  you  have  to  do  is  to  gel 
them  to  say  so  publicly  in  a loud  voice. 

(Sir  Campbell  Fraser.)  Well,  Mr 
Mikardo,  I am  constantly  saying  it. 


1471.  You  have  said  what  you  think  the 
Government  ought  to  do  in  macro  terms, 
so  to  speak.  Is  there  anything  in  micro  terms 
that  you  would  want  that  the  Departments 
or  BOTB  or  ECGD  to  be  doing? 

(Sir  Campbell  Fraser.)  Well,  the  tread 
legislation.  I think  that  those  bodies  meet 
our  needs  satisfactorily 

Mr  Crowther 

1472.  Do  you  find  the  present  proposed 
EEC  legislation  on  product  liability  a mat- 
ter of  serious  concern? 

(Sir  Campbell  Fraser.)  Yes,  I do,  very 
much.  1 think  that  we  have  got  to  be 
extraordinarily  careful  about  that.  The  tyre 
is  a very  good  example  of  a product  which 
should  be  looked  at  with  substantial  care 
before  you  rush  into  stupid  legislation.  If 
you  can  imagine  the  situation  where  a tyre 
has  perhaps  been  re-treaded  three  or, 
indeed,  four  times,  who,  then,  is  product 
liable?  My  guess  would  be  that  it  is  the 
name  that  appears  most  prominently  on  the 
side  — and  almost  certainly  that  would  be 
Dunlop. 

1473.  What  representations  are  you 
making  to  the  Government  on  that  matter? 

(Sir  Campbell  Fraser.)  Through  our 
trade  associations,  the  SMMT  and  the 
BRMA,  we  are  making  very  considerable 
representations. 

Chairman 

1474.  Purely  as  a matter  of  interest, 


Mr  Emery 

1476.  You  are  a very  reticent  Scot. 
(Sir  Campbell  Fraser.)  Am  I? 


Chairman 

1477.  All  Scots  are  reticent,  I think,  as 
a clan. 

(Sir  Campbell  Fraser.)  Thank  you,  Sit 
Donald. 

1478.  Sir  Campbell,  I think  that  that 
has  brought  us  to  the  end  of  the  questions 
we  wished  to  ask  you.  Whether  we  have 
omitted  the  very  question  that  you  were 
wanting  to  answer,  I know  not.  If  such  be 
the  case,  now  is  the  opportunity. 

(Sir  Campbell  Fraser.)  You  asked  all  the 
questions  that  I expected  and  about  three 
times  the  number  that  I had  not. 

1479.  Then  we  are  very  happy  about 
that. 

(Sir  Campbell  Fraser.)  There  were  one 
or  two  things  that  we  did  say  that  we  would 
respond  to  you  about.  And  we  will  do  that. 

1480.  Then  it  remains  for  me  to  say  on 
behalf  of  all  the  Committee  and  of  the 
Members  individually  thank  you  very  much 
for  your  letter  and  your  paper,  for  the  infor- 
mation you  have  given  us  and  for  the 
delightful  way  in  which  you  have  answered 
our  questions. 

(Sir  Campbell  Fraser.)  Thank  you  very 
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Supplementary  Notes  by  the  Chairman,  Dunlop  Holdings  Limited 

Q 1433 

Mr  Mikardo’s  question  related  to  legal  requirements  of  new  tyres  as  products.  My 
answer  related  to  the  legal  requirements  governing  tyres  in  use,  as  does  most  existing 
legislation.  The  attached;  summary  shows  this,  except  for  the  last  item  — Tyre  Type 
Approval — which  relates  to  new  tyres. 

UK  LEGAL  REQUIREMENTS  — CAR  TYRES 

C & U Regulation  No.  65 
Prohibits  the  use  of  re-cut  tyres  on  motor  cars. 


C & U Regulation  No.  107 

1.  Tyres  must  be  so  inflated  to  make  them  fit  for  the  use. 

2.  No  break  in  its  fabric  or  a cut  in  excess  of  25mm  or  10  per  cent  of  the  section  width, 
whichever  is  the  greater  and  deep  enough  to  reach  the  body  cords. 

3.  No  lumps  or  bulges  caused  by  separation  or  partial  failure  of  its  structure. 

4.  No  portion  of  ply  or  cord  structure  must  be  exposed. 

5.  Minimum  tread  depth  1mm  throughout  at  least  three-quarters  of  the  breadth  of  the 
tread  and  round  the  entire  outer  circumference  of  the  tyre. 

6.  All  tyres  must  be  free  from  any  defect  which  might  in  any  way  cause  damage  to  the 
surface  of  the  road  or  danger  to  persons  on  or  in  the  vehicle  or  to  other  persons  using 
the  road. 

7.  Deflated  or  not  fully  inflated  tyres  are  prohibited  unless  the  tyre  and  the  wheel  are  so 
constructed  that  they  are  fit  for  the  use  in  that  condition  and  are  marked  on  their 
sidewalls,  to  enable  the  tyre  to  be  identified. 


C & U Regulation  No.  108 

1.  Tyres  of  different  types  of  structure  are  not  permitted  on  the  same  axle. 

1 Radial  tyres  must  not  be  fitted  on  the  front  axle  with  diagonal  or  bias  belted  tyres 
fitted  on  the  rear  axle. 

3.  Bias  belted  tyres  must  not  be  fitted  on  the  front  axle  with  diagonal  tyres  fitted  on  the 
rear  axle. 


Tyre  Type  Approval  (EEC  Regulation  No.  30) 

Specifies  — tyre  markings,  treadwear  indicators,  overall  dimensions,  load/speed  per- 
formance test,  conformity  of  production. 

Applicable  to  new  tvres  for  private  (passenger)  cars  and  their  trailers.  It  does  not  apply 
to  "V'  or  “VR”  tyres. 

B R Holmes, 

Technicat  University  of  Southampton  Library  Digitisation  Unit 
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Qs  1436  and  1448 

I said  31  years  (Q  1448)  because  that  is  the  time  it  took  from  the  moment  the  BRMa 
decided  to  go  ahead  and  start  getting  the  information  together  to  make  a case 
Mr  Crowther’s  subsequent  statement  that  the  EEC  Commission  claim  they  take  4-5 
months  on  average  to  deal  with  such  a case , needs  to  be  related  to  Mr  Wheater’s  statement 
under  (Q  1436)  that  in  our  case  the  time  taken  was  12-18  months  from  submission  to 
decision.  For  the  record,  the  actual  time  was  13  months  and  5 days. 


Q 1470 

It  is  perhaps  helpful  to  enlarge  on  what  was  meant  here.  The  Overseas  Projects  Group 
helps  companies  tendering  for  factory  projects  with  pre-project  expenses.  The  sum 
received  is  repayable  by  tne  tenderer  if  he  wins  the  contract.  The  previous  minimum 
contract  size  to  qualify  for  such  help  was  flOm.  Earlier  this  year,  it  was  raised  to  £20m, 
which  is  obviously  far  more  than  would  be  appropriate  to  cover  inflation.  So,  effectively! 
projects  that  would  in  the  past  have  qualified  for  such  help,  now  no  longer  do  so.  Iti 
addition,  smaller  firms  are  by  definition  cut  out  altogether.  So  the  export  of  technology 
and  plant  through  such  projects  has  been  made  that  much  more  difficult  than  it  was 
before. 


Letter  from  the  Chairman,  Dunlop  Holdings  Limited,  to  the 
Chairman  of  the  Committee  dated  1 July  1980 


Thank  you  for  your  letter  of  19  June.  Mr  Wheater  and  I were  only  too  glad  to  contribute 
to  the  work  of  your  Committee . 

I now  enclose  the  cost  estimate  by  the  British  Rubber  Manufacturing  Association  of  its 
costs  in  putting  forward  to  Brussels  the  anti-dumping  case  on  E.  European  tyres. 

As  you  will  see,  the  amount  was  really  very  modest.  They  have  put  in  direct  costs  only 
and  not  allowed  for  overheads  or  speculative  “loss  of  opportunity”  costs. 

Work  is  being  done  on  the  other  information  I promised  you.  It  will  be  sent  shortly. 


Ref:  im 


Estimated  Costs  of  Preparation  of  Anti-dumping  Complaint 

£ 

BRMA  Staff  time  5,000 

Consultant  1,500 

Member  Companies’  Staff  time  (supply  of  statistics,  information  on  prices,  advice  on 

methodology  and  time  spent  at  confrontation  meetings  in  Brussels) 2,500 

Department  of  Trade  Staff  time  1,000 

Travel  and  Accommodation 2,000 

Telex,  postage,  stationery,  etc  500 


£12,500 
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Letter  from  the  Chairman,  Dunlop  Holdings  Limited,  to  the 
Chairman  of  the  Committee  dated  3 July  1980  (M224) 

Following  my  letter  of  1 July,  I now  have  some  more  information. 

The  first  sheet,  marked  Attachment  “A”,  shows  Comparative  Employment  Costs  of 
manual  workers  in  the  European  Rubber  Industry.  It  is  the  rubber  industry  equivalent  of 
the  data  quoted  by  John  Cousins  on  Page  5 of  his  paper.  It  is  not  quite  the  same:  some  of 
the  countries  are  different,  while  the  second  year  shown  is  1978,  not  1979.  However,  the 
broad  pattern  is  not  very  different  as  regards  the  UK’s  relationship  with  the  other 
countries,  except  for  France  where  the  rubber  industry  seems  to  have  held  its  costs  down 
rather  better  than  manufacturing  industry  as  a whole. 

The  second  sheet,  marked  Attachment  “B”,  shows  the  UK  rubber  industry  figures 
alongside  those  submitted  by  John  Cousins.  This  shows  clearly  the  decline  of  employment 
in  the  rubber  industry,  the  increase  in  productivity  which  is  better  than  the  average,  and 
a sharp  increase  in  wages,  especially  in  1978,  which  was  linked  in  that  year  to  productivity. 
Interestingly,  the  index  of  international  competitiveness  has  come  out  the  same  in  1978 
as  for  industry  generally. 


Attachment  “A" 


Comparative  Employment  Costs  of  Manual  Workers 
in  the  Rubber  Manufacturing  Industry 

(US$  per  hour) 


1970 

1978 

Sweden  

3.12 

Luxembourg 

11.48 

Germany  

3.07 

Germany  

. . 10.83 

France  

2.95 

Sweden  

. . 10.03 

Italy 

2.75 

Italy 

8.88 

Netherlands 

2.60 

Netherlands 

8.57 

Luxembourg 

2.05 

France  

7.31 

UK  

2.03 

UK  

5.68 

Notes: 

(1)  Data  are  for  representative  rubber  industry  companies  in  each  country. 

(2)  All  employment  costs  borne  by  the  employer  are  included  (ic  social  security  contributions,  etc  as  well  as 
wages  and  salaries). 

(3)  Source:  European  Rubber  Manufacturers’  Conference. 


Ratio  of  Employment  Costs 


1970  1979 

Germany/UK 1-51  1-91 

France/UK  1.45  1.29 
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The  UK’s  Index  of  International  Competitiveness 


Attachment  ■•B" 


Year 

1 

Index  of 
employ- 
ment 

2 

Index  of 
production 

3 = 7 
Index  of 
product- 
ivity 

4 5 

Index  of  Index  of  $ 
wages  exch.  rate 

6-4x5 
Index  of 
wages  in 
US$ 

7 - 1 

Index  of  inter- 
national com- 
petitivcncss 

1970 

100 

100 

100 

100 

100 

100 

100 

100* 

100 

100 

100* 

100 

too 

1971 

96.7 

97.8 

100.5 

99.1 

104 

101.3 

111 

122.8 

101.8 

113 

125 

92 

81 

1972 

97 

91.0 

102.6 

96.8 

106 

106.4 

125 

139.2 

104.2 

130 

145 

81 

73 

1973 

99.2 

93.2 

110.3 

102.3 

111 

109.8 

142 

145.8 

102.2 

145 

149 

76 

74 

1974 

99.7 

94.7  106.3 

98.3 

107 

103.8 

167 

174.3 

97.5 

162 

170 

66 

61 

1975 

99 

90.6  101 

94.0 

102 

103.8 

212 

205.2 

92.6 

196 

190 

52 

55 

1976 

98.2 

87.5 

103.3 

102.3 

105 

116.9 

241 

256.3 

75.3 

181 

193 

58 

61 

1977 

100.3 

90.1 

107.2 

105.8 

107 

117.4 

270 

288.9 

72.7 

196 

210 

54 

56 

1978 

101.4 

87.7  111.1 

107.6 

109 

122.7 

310 

350.0 

80 

248 

280 

44 

44 

1979 

QII 

100.2 

83.4 

116.5 

110.7 

116 

132.7 

348 

NA 

90 

313 

NA 

37 

1979 

Year 

83.4 

108.0 

129.5 

NA 

NA 

Sources:  IMF,  OECD  DATA. 

Figures  In  small  type  are  for  the  rubber  industry  alone. 

Sources:  BSO  (employment  and  production). 

ERMC  (employment  costs). 

‘Total  hourly  employment  costs,  including  employer's  social  security  contributions,  etc. 
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WEDNESDAY  18  JUNE  1980 
Afternoon  sitting 


Mr  Kenneth  Carlisle 
Mr  Stan  Crowther 
Mr  Peter  Emery 
Mr  Derek  Foster 


Members  present: 

Sir  Donald  Kaberry  in  the  Chair 

Mr  Russel  Kerr 
Mr  Thomas  McNally 
Mr  Robin  Maxwell-Hyslop 
Mr  Ian  Mikardo 


Memorandum  by  The  British  Steel  Corporation  (M135) 

This  memorandum  has  been  produced  by  the  British  Steel  Corporation  (BSC)  at  the 
request  of  the  Committee.  It  is  divided  into  three  sections.  Part  I deals  with  the  trends  in 
imports  and  exports  of  goods  covered  by  the  main  steel  using  industries  and  with  the 
impact  of  this  on  the  market  for  steel  in  the  UK.  Part  II  deals  with  direct  trade  in  steel. 
Finally,  an  addendum  to  the  paper  covers  the  operation  of  international  trade  rules  and 
practices  as  they  relate  to  world  steel  trade. 

Part  I 

Imports  and  Exports  of  the  Main  Steel  Using  Industries 

(u)  Background 

1.  Demand  for  steel  in  the  UK  is  a function  of  the  level  of  activity  in  the  steel  using 
industries.  The  BSC  therefore  analyses  the  prospects  for  these  industries  to  assess  the 
future  trends  in  steel  demand. 

2.  As  background  for  this  analysis,  the  Corporation  has  examined  the  past  performance 
of  UK  manufacturing  industry  and  the  main  steel  using  sectors  within  manufacturing.  It 
is  clear  that  a deteriorating  trade  balance  has  been  a major  factor  in  dampening  the  growth 
of  manufacturing  production  in  the  UK. 

3.  Table  1 sets  out  the  average  rate  of  change  of  demand  for  manufactured  goods  in  the 
UK  during  the  1970s  compared  with  the  rate  of  change  of  imports,  exports  and  UK 
production,  over  the  same  period.  The  figures  in  this  table  show  that  imports  have  grown 
more  rapidly  than  home  demand  or  exports.  The  share  of  the  UK  market  taken  by  imports 
has  increased  from  17  per  cent  in  1970  to  29  per  cent  in  1979. 

4.  The  deterioration  in  the  trade  balance  for  finished  manufactured  goods  is  illustrated 
in  Graph  1.  This  shows  that  the  ratio  of  exports  to  imports,  in  value  terms,  has  declined 
from  over  3:1  in  the  early  1960s  to  about  1:1  in  1979.  The  trend  still  appears  to  be 
downwards  and  in  1979  the  volume  of  imports  of  finished  manufactured  goods  increased 
by  18  per  cent  whereas  volume  of  exports  declined  slightly. 

(b)  Steel  using  Industries 

5.  The  main  steel  using  sectors  have  suffered  from  the  same  adverse  trends.  Graph  2 
illustrates  that  the  UK  steel  using  industries  within  the  manufacturing  sector  have  failed 
to  recover  from  the  mid  1970s  recession.  The  performance  of  these  industries  in  the  UK 
is  in  marked  contrast  to  their  performance  in  the  rest  of  the  EEC  or  in  the  USA.  Increasing 
import  penetration  is  a major  part  of  the  explanation  of  this. 

6.  Graph  3 illustrates  the  now  familiar  picture  of  rapid  penetration  of  motor  cars  into 
the  UK  market.  This  is  one  of  the  most  important  steel  consuming  sectors  (the  motor 
vehicle  industry  as  a whole,  directly  and  indirectly,  accounts  for  about  20  per  cent  of  the 
steel  consumed  in  the  UK).  The  share  of  the  market  taken  by  imports  has  grown 
dramatically. 
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7.  The  performance  of  the  UK  mechanical  engineering  (15  per  cent  of  steel  consump-  ! 
tion)  and  miscellaneous  metal  goods  industries  (20  per  cent  of  steel  consumption)  is  set  f 
out  in  Table  1.  These  industries  have  also  suffered  from  rapid  import  penetration.  The  I 
share  of  imports  of  mechanical  engineering  goods  has  doubled  since  1970  growing  front 

18  per  cent  to  36  per  cent  in  1979.  In  the  metal  goods  industry  the  import  share,  albeit 
from  a low  base,  has  more  than  tripled  from  5 per  cent  to  17  per  cent. 

8.  The  combination  of  relatively  low  growth  in  home  demand  and  in  exports  and  high  1 
growth  in  imports  has  meant  a stagnant  or  declining  level  of  production  in  the  UK  since 
the  mid  1970s.  The  profile  of  the  output  of  these  key  steel  using  industries  is  shown  in 
Graph  4. 

9.  Import  penetration  has  also  been  a problem  in  some  of  the  high  growth  industries. 

In  electrical  engineering,  for  example,  the  share  of  imports  has  risen  from  21  per  cent  in 
1970  to  37  per  cent  in  1979. 

(c)  Impart  on  Steel  Demand  in  the  UK 

10.  Demand  for  steel  in  the  UK  in  1979  was  almost  20  per  cent  below  the  peak  level  of  1 
1973.  There  are  many  reasons  for  the  continuing  recession  in  the  steel  industry.  It  is  clear, 
however,  that  the  length  and  depth  of  the  steel  recession  in  the  UK  has  been  exacerbated 
by  the  declining  international  performance  of  the  main  steel  using  industries. 

11.  It  has  been  estimated  that  if  the  main  steel  using  industries  in  the  UK  had  held  their 
share  of  the  domestic  market  against  imports,  even  at  1975  levels,  then  steel  consumption 
in  1979  would  have  been  1 mt  (or  about  7 per  cent)  higher. 

12.  If,  in  addition,  the  exports  of  these  industries  had  grown  at  no  more  than  the  rate 
of  growth  of  demand  for  their  goods  in  the  UK  (and  this  has  generally  been  well  below 
the  rate  of  growth  in  international  demand)  then  a further  3 mt  would  have  been  added 
to  steel  consumption. 

13.  So  since  1975  the  poor  performance  of  UK  steel  using  industries  relative  to  their 
international  competitors  has  cost  about  lj  to  2 mt  (or  about  12  per  cent)  of  the  UK 
market  for  steel. 

(d)  The  Causes  of  the  Decline 

14.  The  decline  in  the  international  trading  performance  of  British  industry  has  been 
the  subject  of  numerous  studies  but  few,  if  any.  have  been  able  to  identify  conclusively 
the  causes.  A study  prepared  by  the  Treasury1  came  to  the  conclusion  that  there  was  a 
link  between  price  competitiveness  and  cyclical  changes  in  import  penetration,  but  the 
authors  also  concluded  that  “one  issue  that  appears  to  remain  impervious  to  economic 
analysis  is  any  indentilication  of  the  economic  factors  behind  the  trend  rise  in  import 
penetration". 

15.  The  importance  of  non-price  factors  such  as  innovation,  design,  quality,  delivery 
dates,  after  sales  service,  etc,  has  been  highlighted  by  other  studies.  BSC's  own  analysis 
has  concentrated  on  the  main  steel  using  industries.  Another  official  study1,  however 
examined  the  trade  performance  of  63  manufacturing  industries  and  observed  that  those 
industries  serving  high  growth  markets,  such  as  electronics  and  domestic  electrical  appli- 
ances, tended  to  have  a relatively  poorer  trade  performance.  This  puts  in  question  the 
ability  of  UK  industry  to  respond  to  new  and  growing  markets.  Other  commentators  have 
suggested  more  fundamental  factors  such  as  declining  profitability  leading  to  inadequate 
investment  which  in  turn  contributes  to  poorer  productivity. 

16.  The  research  has  been  inconclusive  but  has  indicated  a whole  range  of  non-price 
factors  that  could  be  relevant.  Recently,  however,  the  dramatic  deterioration  in  the  price 
competitiveness  of  UK  manufacturing  industry  overshadows  this. 

(e)  The  Exchange  Rule 

17.  On  one  criterion  of  competitiveness  UK  manufacturing  industry  is  now  about  30 
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per  cent  less  competitive  against  its  major  trading  partners  than  on  average  over  the 
beriod  1973-1978  when  floating  exchange  rates  were  generally  introduced.  This  is  illus- 
trated in  Graph  5 which  also  shows  that  the  supposedly  “strong”  currencies  of  West 
Germany  and  Japan  have  never  put  their  manufacturing  industries  at  such  a massive 
disadvantage.  Moreover,  the  current  value  of  the  yen  means  that  Japanese  manufacturers 
are  about  10  per  cent  more  competitive  than  over  the  period  1973-1978. 

18.  The  so-called  "strong”  currency  countries  have  not  had  to  cope  with  a high  rate  of 
domestic  inflation.  The  UK's  increasing  loss  of  competitiveness  is  due  to  the  strength  of 
the  pound  being  compounded  by  a continuing  and  rising  inflation  in  industry's  costs.  This 
inflation  is  now  running  at  a much  higher  level  than  that  of  the  UK's  main  competitors. 

A significant  part  of  this  inflation  is  caused  by  large  price  increases  by  monopoly  or  semi- 
monopoly suppliers,  including  nationalised  industries,  which  (unlike  the  steel  industry) 
can  raise  prices  to  cover  additional  costs  and/or  to  meet  Government  financial  targets. 

19.  Whatever  the  improvements  in  non-price  factors  it  is  very  difficult  to  see  the  adverse 
trends  in  trading  performance  being  reversed  while  UK  manufacturing  industry  is  suffering 
under  such  a severe  handicap  on  price.  A major  indication  of  this  is  tne  fact  that  the  rising 
value  of  the  pound  through  1979  was  sufficient  to  cover  the  average  cost  increase  of 
imports  without  any  rise  in  their  sterling  prices.  So,  for  example,  import  prices  of  finished 
manufactured  goods  were  unchanged  through  1979  while  domestic  producers  faced  cost 
inflation  of  about  17  per  cent.  Moreover,  at  current  relative  rates  ot  inflation  the  pound 
will  need  to  devalue  by  about  lOper  cent  merely  to  prevent  any  further  deterioration  in 
the  competitiveness  of  UK  manufacturing  industry  in  1980. 

20.  A further  substantial  devaluation  would  be  required  to  remove  the  disadvantage 
that  has  been  built  up  over  the  past  18  months.  It  seems  unreasonable  to  expect  this 
competitive  disadvantage  to  be  more  than  partially  offset  by  improved  produenvity  in  a 
declining  market.  So  the  prospects  for  UK  manufacturing  industry  look  bleak  unless  the 
international  value  of  the  pound  returns  to  a more  competitive  level. 

PART  II 

Imports  and  Exports  of  Steel 

(a)  Background 

21.  The  International  Iron  and  Steel  Institute  (IISI)  has  recently  completed  a study 
into  the  causes  of  the  mid  1970s  world  steel  recession3.  The  executive  summary  of  the 
published  report  on  this  study  begins  as  follows: 

“The  iron  and  steel  industry  was  in  many  countries  among  the  industrial  sectors 
which  were  very  severely  affected  by  the  recession  of  the  mid  1970s.  The  economic 
and  social  consequences  of  this  deepest  and  longest  trough  of  post-war  cycles  were 
such  as  to  lead  in  many  countries  to  far-reaching  Government  measures,  ranging 
from  steel  price  control  and  import  protection  to  subsidised  restructuring  of  the 
sector." 

22.  Steel  demand  in  the  western  world  as  a whole  has  recovered  significantly  since  1975 
but,  as  Graph  6 illustrates,  a very  substantial  surplus  of  steel  making  capacity  remains. 
Moreover,  the  IISI  forecasts  that  demand  for  steel  is  likely  to  decline,  rather  than  grow, 
in  1980.  It  is  against  this  background  that  the  performance  and  prospects  of  the  UK  steel 
industry  must  be  assessed. 

23.  Steel  imports  into  the  UK  in  the  early  1970s  were  2]  mt  and  rose  rapidly  to  33  mt  by 
1974.  Since  then  they  have  stabilised  at  around  that  level.  Steel  exports  in  the  early  1970s 
averaged  4J  mt  but  fell  away  in  the  mid  1970s  to  33  mt.  However,  since  1977  they  have 
recovered  again  and  have  averaged  43  mt  per  annum.  These  figures  are  illustrated  in 
Graph  7. 

24.  It  can  be  seen  from  Graph  7 that  in  the  early  1970s  the  UK  was  a net  exporter  of 
steel  to  the  extent  of  about  13  mt  per  annum.  In  1974  a combination  of  rising  imports  and 
falling  exports  reversed  this  position.  Exports  have  risen  again,  however,  and  for  the  last 
three  years  the  UK  industry  has  achieved  a small  surplus  on  steel  trade. 
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(b)  Steel  Imports 

25.  Imports  of  steel  into  the  UK  grew  in  terms  of  volume,  and  even  more  in  terms  of  ' 
share,  during  the  first  half  of  the  1970s.  In  1970,  imports  had  only  5 per  cent  of  the  UK 
market  but  by  the  mid  1970s  this  had  risen  to  about  20  per  cent  and  has  remained  at  about 
that  level  since. 

26.  There  were  a variety  of  reasons  for  this  growth  in  import  penetration: 

— the  inevitable  desire  by  customers  to  second  source  where  nationalisation  created 

a domestic  monopoly  , 

— entry  into  EEC,  which  removed  tariff  barriers 

— the  growth  of  the  stockholding  industry  which  tended  to  be  a large  importer 

— these  factors  were  exacerbated  by  BSC’s  production  and  delivery  difficulties 
especially  during  the  boom  in  1973774. 

27.  The  loss  of  share  was  particularly  marked  in  commodity  products,  where  BSC’s 
near  monopoly  position  was  very  vulnerable  to  alternative  sources  of  supply.  For  example,  ■ 
the  hot  rolled  coil  and  cold  reduced  sheet  products,  where  BSC  share  fell  from  90  per  cent 

in  1970  to  60  per  cent  by  the  mid  1970s,  This  fall  accounted  for  ahout  half  of  the  loss  in  the 
BSC  market  share  overall. 


28.  The  recession  in  the  world  steel  market  and  the  continuing  surplus  in  world 
steelmaking  capacity  has  produced  an  intensification  of  competitive  pressures  since  1975. 
Also,  the  sharp  rise  in  the  value  of  the  pound  over  the  last  18  months,  combined  with  a 
high  rate  of  cost  inflation  (see  paragraph  18  and  Graph  5),  has  made  the  UK  one  of  the 
most  attractive  markets  to  sell  into.  Nevertheless,  UK  steel  producers  have  managed  to 
contain  imports. 

29.  In  this,  UK  steel  producers  have  been  aided  by  the  measures  taken  by  EEC 
Commissioner  Davignon  and  these  are  discussed  in  the  addendum  to  this  paper. 

30.  Obviously,  the  BSC  strike  will  have  given  imports  another  opportunity  to  encroach 
further  into  the  UK  market.  However,  the  BSC  is  hopeful  of  regaining  most  if  not  all  of 
its  domestic  business.  But  the  difficulty  of  doing  this  at  a time  when  the  Corporation's 
cost/price  relationship  is  under  increasing  pressure  should  not  be  underestimated. 

(c)  Steel  Exports 

31.  UK  steel  exports  averaged  41  nit  per  annum  except  for  the  period  in  the  mid  1970s 
when  BSC  had  to  cut  back  on  exports  in  order  to  meet  its  home  market  business.  Id 
recent  years,  the  export  business  has  been  maintained  in  the  face  of  the  large  surpluses  in 
world  steelmaking  capacity  and  intensifying  competition. 

32.  Over  the  past  decade  BSC  exports  have  averaged  just  under  3 mt  per  annum. 
They  have  ranged  from  3.7  mt  in  1971/72  to  2.1  mt  in  1974/75.  Table  2 shows  the  year  by 
year  exports  by  major  region  since  1968/69.  It  can  be  seen  from  Tabic  2 that  exports  to  the 
EEC  have  been  increased  whereas  we  have  recently  reduced  sales  to  the  USA  to  levels 
much  lower  than  in  the  early  1970s.  This  is,  in  part,  a reaction  to  the  measures  taken  by 
steel  companies  and  the  Government  in  the  USA  to  reduce  steel  imports. 

33.  Now  the  sharp  rise  in  the  value  of  the  pound,  combined  with  the  continuing  high 
rate  of  increase  in  domestic  cost  inflation,  has  made  exporting  from  the  UK  harder  and 
financially  less  attractive.  With  the  continuing  world-wide  surplus  of  steel  capacity,  which 
is  most  marked  in  Europe,  export  prices  are  unlikely  to  rise  significantly,  and,  given  the 
strength  of  the  pound,  cannot  be  expected  to  remunerate  the  full  cost  of  production  of 
many  steel  products. 

34.  This  does  not  mean  that  the  UK  steel  producers  plan  to  withdraw  completely  from 
export  markets.  Indeed  BSC  expects  to  maintain  exports,  from  its  ongoing  plants,  at 
about  15  per  cent  to  2(1  per  cent  of  total  production.  This  will  help  reduce  unit  costs  by 
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spreading  overheads  across  the  maximum  volume  of  business.  The  difference  between 
current  and  expected  export  prices  and  the  full  costs  of  BSC’s  surplus  capacity  is  so  great, 
however,  that  it  is  just  not  a viable  option  to  retain  plants,  no  longer  needed  for  home 
business,  solely  to  supply  exports  to  general  world  markets. 

35.  Private  sector  steel  companies  are  undoubtedly  under  similar  pressures.  So  the 
prospects  for  the  future  are  likely  to  be  a reduction  rather  than  an  increase  in  UK  steel 
exports  unless  there  is  very  substantial  devaluation  of  the  pound. 

36.  The  surplus  of  trade  in  steel  that  has  been  achieved  in  the  past  is  therefore  at  risk 
from  the  combination  of  the  strong  pound  and  the  high  inflation  rate  referred  to  above. 
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Table  1 

Steel-consuming  Industries:  average  annual  % changes  in  home  demand,  imports, 
exports  and  production,  1970-79 

Average  annual  % change,  in  volume  terms,  1970- 79 


Total  manufacturing 
Mechanical  engineering 
Miscellaneous  metal  goods 


Home 

demand 

Imports 

Exports 

Home 

production 

n 

n 

41 

{ 

1! 

9 

2 

0 

0 

34 

-1 

Sources:  CSO;  Monthly  Digest  of  Statistics:  Monthly  Review  of  External  Trade  Statistics:  Digest  of  UK  Energy 
Statistics. 

Notes-  I.  Mechanical  engineering  imports  index  is  the  published  index  for  "mechanieul  muchincrv”  (SITC 71-74 
less  716). 

2.  Miscellaneous  metal  goods  imports  and  exports  indices  arc  the  published  indices  for  "metal  manufac- 
tures" (SITC  69). 

3.  The  import  shares  quoted  in  the  text  arc  constant  price  ratios  (slightly  different  from  current  price  ratios 
published  in  Business  Monitor  MQ12  and  "British  Business"). 


Table  2 
BSC  Exports 


( million  tonnes ) 


Historical  Data 

6819 

69/0 

7 Oil 

71/2 

7 213 

7 314 

74/5 

75/6 

76/7 

7718 

75/79 

EEC  (8) 

0.4 

0.3 

0.3 

0.4 

0.6 

0.6 

0.5 

0.4 

0.7 

0.7 

07 

Associate  EEC 

0.4 

0.5 

0.4 

0.6 

0.6 

0.3 

0.2 

0.2 

0.3 

0.4 

0.3 

USA 

0.9 

0.6 

0.7 

1.0 

1.0 

0.7 

0.4 

(1.3 

0.4 

0.7 

0.3 

Rest  of  World 

1.6 

1.4 

1.4 

1.8 

1.5 

1.1 

1.0 

1.2 

1.3 

1.4 

1.6 

Total 

3.2 

2.9 

2.9 

3.7 

3.6 

2.7 

2.1 

2.2 

El 

U| 

o 
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Finished  manufactures 


Source:  Monthly  Review  of  External  Trade  Statistics 
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Graph  2 

METAL  PRODUCTS.  MACHINERY  & EQUIPMENT 
(including  Motor  Vehicles  and  Shipbuilding) 

Index  of  Output 
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U.K.  NEW  CAR  REGISTRATIONS 
IMPORTED  SHARE  (%) 

(not  including  kits) 
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GDP  AND  THE  MAIN  STEEL  USING  INDUSTRIES  Graph! 
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1.  Source:  Customs  Information.  UK  Iron  and  Steel  Statistics  Bureau. 

2.  Exports  include  exports  by  the  BSC  private  sector  companies  and  by  stockholders  and  merchants. 
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Operation  of  International  Trade  Rules  and  Practices 

International  Trade  in  Steel  (Other  than  Intra-ECSC) 


ADDENDUM 


This  is  within  the  purview  of  the  GATT,  trade  flows  being  in  practice  influenced  by  the  : 
extent  to  which  each  trading  partner  has  accepted  commitments  under  the  latest  negoti- 
ating round  and  the  terms  on  which  such  commitments  have  been  enshrined  in  national 
(or  Community)  legislation.  The  experience  of  the  past  15  years  is  that  domestic  steel 
producers  in  the  USA  continuously  use  their  national  legislation  to  restrict  imports  to  a 
maximum  of  15-18  per  cent  of  national  consumption  by  use  of  countervailing  and  ami-  , 
dumping  procedures  (an  anti-dumping  case  brought  by  US  Steel  Corporation  against  all 
major  ECSC  producers  is  currently  being  processed);  threats  of  quota  or  other  restrictive 
legislation  being  introduced  by  supporters  in  Congress;  and  actions  by  the  Administration 
designed  to  bespeak,  in  the  interest  of  international  trade  relations,  protective  initiatives 
by  domestic  producers  (eg  the  ECSC  and  Japanese  voluntary  restraint  undertaking  of 
1969-74  and  the  trigger  pnee  system  of  1978-80). 


On  relative  cost  grounds,  compounded  by  current  exchage  rate  relationships,  there  is 
no  prospect  of  other  than  marginal  sales  of  specialised  products  into  Japan,  whilst  many  t 
other  trading  partners  make  only  limited  concessions  as  their  contribution  to  GATT  ! 
negotiations.  A number  of  potential  markets  therefore  remain  relatively  highly  protected,  1 
and  Australia,  for  example,  has  recently  reinforced  its  tariff  arrangements  with  quantity 
licensing  for  a range  of  steel  products.  In  summary,  therefore,  the  results  of  GATf 
negotations  for  direct  trade  in  steel  is  that  the  concessions  by  Japan  and  the  USA  are  of  I 
very  little  practical  value,  and  that  the  liberalisation  of  other  potential  markets  is  modest! 
On  the  other  hand,  the  Community  market,  where  tariffs  are  traditionally  low.  is  further  I 
opened  to  competition  from  the  increasing  range  of  "third  country"  steel  producers,  some 
of  whom,  moreover,  benefit  from  preferential  treatment  under  the  Generalised  Prefer- 
ences arrangements. 


In  the  context  of  the  current  steel  crisis,  the  Community  had  negotiated  voluntary 
import  restraint  arrangements  with  the  governments  of  a number  of  major  steel  exporters 
for  the  years  1978,  1979  and  1980.  These  have  been  intended  to  maintain,  by  means  of 
tonnage  and  price  undertakings,  traditional  steel  trade  flows  at  level  consonant  with  the 
reduced  level  of  consumption  in  the  Community.  For  the  year  1980  such  arrangements 
have  been  concluded  with  12  countries;  only  in  the  case  of  the  five  Eastern  European 
countries  concerned  are  the  total  ECSC  import  tonnages  broken  down  into  national 
markets.  These  arrangements  have  been  successful  to  the  extent  that  imports  into  the  I 
ECSC  have  generally  been  held  to  lower  levels  than  might  otherwise  have  been  the  case 
in  a situation  of  acute  market  weakness  during  which  attempts  were  simultaneously  being 
made  (through  other  aspects  of  the  Davignon  Plan)  to  raise  internal  Community  steel 
prices  to  levels  designed  to  alleviate  the  critcal  financial  difficulties  experienced  since  1975 
by  nearly  all  ECSC  producers. 


Intra-ECSC  trade  in  Steel 

The  relevant  regulations  contained  in  the  Treaty  of  Paris  are: 

i.  The  requirement  that  steel  products  be  freely  traded  in  all  respects  within  the 
Community,  save  only  for  the  possibility  of  temporary  derogation  in  circum- 
stances of  major  national  crisis  under  Article  37. 

ii.  The  reuuirement  that  producers  sell  throughout  the  Community  either  at  their 
own  published  prices  plus  transport,  or  hy  “alignment"  on  the  price  at  which  an 
ECSC  competitor  can  deliver  to  the  same  customer  or  on  an  actual  offer  from 
a third  country  supplier  (except  offers  from  countries  with  which  the  Community 
has  negotiated  crisis  arrangements  — sec  above).  In  essence  these  price  rules 
provide, for  legalised  dumping  within  a floor  level  established  by  legitimate 
competing  offers. 

The  objective  of  these  ECSC  requirements  is  to  strike  between  promotion  of  compe- 
tition (including  cross-frontier)  and  the  maintenance  of  a measure  of  commercial  stability 
in  a free  trade  situation.  In  practice  however,  the  market  comes  under  great  pressure  in 
times  of  weak  demand. 
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Examination  of  witnesses 

Sir  Charles  Villiers,  MC,  Chairman,  Mr  R Scholey,  Deputy  Chairman  and  Chief 
Executive  and  Mr  G H Sambrook,  Board  Member  and  Managing  Director,  Commercial, 
British  Steel  Corporation,  called  in  and  examined. 


Chairman 

1481.  Sir  Charles,  may  I welcome  you 


and  your  colleagues  from  the  British  Steel 
Corporation.  Tnank  you  for  the  paper 
which  you  have  given  us  on  the  question  of 
our  enquiry  into  the  import  and  export 
trade  in  this  country.  For  your  information, 
we  have  numbered  that  M135.  This  is  not 
a meeting  to  deal  with  the  annual  report 
and  accounts  of  the  Steel  Corporation;  that 
will  come  later  this  year  after  your  report 
has  been  published.  What  we  are  anxious 
to  do  is  to  learn  from  the  British  Steel 
Corporation  what  is  their  experience  on 
exports  and  on  imports.  We  shall , of  course, 
meet  with  you  later  again  this  year  to  deal 
with  prospects  for  the  future.  I begin  by 
dealing  with  the  question  of  import  pene- 
tration. Although  the  import  penetration 
of  steel  into  the  British  market  has  risen,  it 
is  in  fact  still  below  that  in  most  other 
Western  European  nations  as  a ratio.  Does 
the  increase  in  the  share  of  imports  mainly 
result  from  the  reduction  in  the  tariff  pro- 
tection of  the  British  market  which  existed 
before  our  entry  into  the  European  Eco- 
nomic Community? 

(Sir  Charles  Villiers.)  Thank  you  for  that 
question.  Basically  I would  ask  Mr  Sam- 
brook to  answer  it  since  this  is  his  direct 
responsibility,  for  which  he  has  to  speak.  I 
would,  however,  like  to  draw  the  attention 
of  yourself  and  your  Committee  to  Table  2 
in  the  paper  which  we  have  lodged  in  front 
of  you  which  shows  the  evolution  of  the 
exports  from  the  BSC  for  the  last  ten  years, 
and  we  have  in  fact  not  lost  ground  over  the 
period  although  wc  have  not  been  able  to 
maintain  the  high  rate  of  exports  which  we 
got  in  1971-72.  Nevertheless  you  will  see 
that  we  have  in  fact  increased  our  level  of 
exports  to  the  Common  Market  countries 
steadily  over  the  years.  That  is  just  the  first 
point.  May  I now  ask  Mr  Sambrook  to  pick 
this  up  and  answer  your  question  in  detail? 

(Mr  Sambrook.)  You  asked  the  question 
about  the  level  of  imports  into  the  UK  and 
whether  this  was  due  to  the  removal  of 
tariffs.  I am  quite  sure  that  the  removal  of 
tariffs  assists  our  competitors  in  importing 
into  this  country  and  therefore  that  must  be 
one  factor.  But  it  is  certainly  not  the  only 
factor  and  I have  figures  in  front  of  me 
which  show,  for  example,  that  between  the 


period  1969  and  our  entry  into  the  Com- 
munity there  was  a rising  trend  of  imports 
from  something  like  5 per  cent  to  nearer  12 
per  cent.  Certainly  they  went  on  increasing 
after  that  date.  But  there  was  that  trend 
originally.  Certainly  to  some  extent  which 
is  very  difficult  to  quantify  those  imports 
must  have  been  assisted  by  the  removal  of 
the  tariff  barrier  with  other  Community 
countries. 

1482.  In  paragraphs  10  to  12  you  state 
that  the  poor  import  savings  and  export 
performance  of  the  United  Kingdom  steel- 
using industries  has  reduced  the  market  for 
UK  steel  by  something  like,  14  to  2 million 
tonnes  a year.  Is  it  not  true  to  say,  however, 
that  the  direct  import  of  steel  has  taken  far 
more  of  the  market  than  the  indirect  import 
and  therefore  most  of  the  lost  home  market 
sales  of  steel  are  due  in  fact  to  the  British 
Steel  Corporation’s  own  performance? 

(Mr  Sambrook.)  No1.  We  were  trying  to 
indicate  rather  that  in  addition  to  these 
increases  in  import  tonnages,  whatever 
market  share  we  had  lost  as  a result  of  that 
— and  as  you  said  earlier  we  had  and  still 
have,  as  UK  steel  producers,  a high  share 
of  steel  sold  in  the  UK  market  — our  cus- 
tomers, the  manufacturing  sector,  have  lost 
much  more  to  imports  of  their  products. 
That  has  been  very  wounding  to  us  and  it 
is  a matter  for  debate  which  has  been  most 
harmful  to  us.  Certainly  both  have  reduced 
the  amount  of  steel  that  we  have  been  able 
to  sell  onto  the  market  as  a share  of  total 
consumption. 

1483.  Is  it  or  is  it  not  a fact  that  the 
British  steel  industry  failed  to  take  ade- 
quate steps  to  prepare  for  the  increased 
competition  from  the  European  steel  mak- 
ers after  1973? 

(Sir  Charles  Villiers.)  That  is  an 
extremely  complicated  question  to  answer. 
It  is  fair  to  say  that  the  great  problems  of 
nationalisation  and  the  restriction  of  prices 
and  the  reduction  of  demand  all  perhaps 
did  take  our  eye  off  the  ball  to  some  extent. 
But  I believe  that  the  main  problem  has 
been  the  fact  that  it  is  our  customers  who 

'Footnote  by  witness:  Imports  of  steel  averaged  Ij  mil- 
lion tonnes  aycar  in  the  early  1970s  and  3 million  lonnes 
in  the  late  1970s  an  increase  of  U million  tonnes  a year. 
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[Chairman  Comd.] 

have  reduced  their  demands  upon  us  which 
has  caused  the  diminution  in  the  demand 
for  steel  in  this  country.  Although  we  may 
not  have  taken  all  the  necessary  precau- 
tions, we  do  not  believe  really  that  we  are 
solely  to  be  blamed  here  because  it  is  the 
customers  who  use  our  steel  who  perhaps 
also  failed  in  that  respect  to  some  extent.  I 
should  like  to  come  back  to  Mr  Sambrook 
because  he  does  deal  direct  with  the  cus- 
tomers and  he  can  give  some  evidence 
there. 

(Mr  Sambrook.)  I would  answer  your 
question  in  short  by  saying,  no,  it  is  not 
correct.  We  embarked  on  what  has  turned 
out  to  be  perhaps  an  overambitious  pro- 
gramme of  capital  expansion  and  moder- 
nisation. Our  plant  at  that  time  was  less 
modem  than  that  of  our  competitors  in 
Europe,  some  of  which  had  been  damaged 
more  than  ours  during  the  war  and  replaced 
with  new  equipment.  So  in  fact  we  were 
modernising  our  equipment  to  make  us 
competitive  at  that  time,  not  only  for 
Europe  certainly,  but  part  of  it  was  so  that 
we  could  counter  European  competition. 
In  addition  to  that  we  have  set  up  sales 
offices  in  Europe.  BSC  is  there  in  its  own 
right  and  not  using  agencies.  That  has  been 
helpful  in  increasing  our  exports  into 
Europe.  Wc  have  set  up  merchanting  activ- 
ities in  Europe  which  were  designed  quite 
deliberately  to  help  us  trade  in  the  new 
environment.  So  I do  not  think  it  is  correct 
to  say  that. 

1484.  May  I ask  a question  generally 
about  technological  change?  To  what 
extent  has  the  Steel  Corporation  lost  busi- 
ness because  of  technological  change  such 
as  products  that  were  once  made  out  of 
steel  now  being  made  from  plastics  or  alu- 
minium? Has  this  in  itself  affected  increased 
imports  into  this  country  or  in  a similar  way 
has  it  affected  your  exports? 

(Sir  Charles  Villiers. ) This  is  a world-wide 
movement.  There  is  a desire  to  economise 
on  the  amount  of  steel  used  both  in  weight, 
for  example  in  motor  cars  which  is  very 
noticeable,  and,  as  you  say,  to  some  extent 
in  the  use  of  tubes  and  pipes  where  there 
has  been  a move.  I should  like  to  ask  Mr 
Scholey,  who  is  the  Chief  Executive  of  the 
Corporation  and  responsible  for  this  area, 
to  answer  in  detail  but  from  what  I have 
been  able  to  see  over  the  last  four  years  we 
have  made  a great  technological  advance 
from  where  we  were.  We  have  moved  out 
of  the  old  open  hearths;  there  are  now  no 
open  hearths.  We  have  moved  into  contin- 
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uous  casting  to  a very  high  degree.  We  have 
introduced  measures  such  as  vacuum 
degassing  and  secondary  steelmakins 
which  do  improve  the  quality  of  the  steel  to 
a very  great  extent.  There  are  gaps  in  our 
defences  which  we  know  about.  At  this 
point  could  I ask  Mr  Scholcv  to  pick  it  up 
and  give  you  his  more  complete  answer?  ' 

1485.  Perhaps  he  could  also  say 
whether  the  Corporation  has  been  affected 
by  any  such  technological  changes  to  any 
considerable  or  inconsiderable  extent?  ’ 

(Sir  Charles  Villiers.)  If  my  predecessors 
had  gone  for  continuous  casting  of  billets  at 
a rather  earlier  stage  we  would  have  bene- 
fited. They  went  for  the  continuous  casting 
of  slabs  and  in  two  cases  of  blooms  but  they 
did  not  go  for  continuous  casting  of  billets 
and  it  has  fallen  to  Mr  Scholey  and  myself 
to  initiate  a programme  for  that  which  is  a 
bit  behind.  I am  bound  to  admit. 

(Mr  Scholey.)  In  answer  to  the  first  part 
of  your  question,  there  is  no  doubt  about 
it,  technological  change  has  affected  steel 
consumption  along  the  lines  mentioned 
previously.  The  advent  of  plastic  and  also 
the  fact  that  thinner  gauge  materials  of 
higher  strength  have  started  to  come  along 
have  affected  it.  This  is  offset  to  some 
degree  of  course  by  an  increased  usage  of 
metal  per  capita  as  economies  have  grown 
and  improved.  In  respect  to  the  second  part 

— Sir  Charles  just  mentioned  continuous 
casting  and  particularly  related  it  to  billets 

— we  nave  to  bear  in  mind  our  inheritance. 
Our  inheritance  at  the  time  of  nationalisa- 
tion, particularly  in  that  field,  was  that  we 
acquired  from  the  private  companies  fairly 
modern  billet  mills  which  obviously  were 
part  of  the  heritage  and  we  had  to  use.  In 
a sense  these  were  obsolescent  at  that  time 
and  there  is  no  doubt  that  we  have  an  area 
here  that  we  have  got  to  catch  up  in.  I 
would  also  add  on  this  side  that  in  the  early 
days  of  the  Corporation  from  Lord  Mel- 
chett's  time  onwards,  the  approach  to 
improved  technology  was  to  start  at  the 
beginning  and  end  at  the  end.  The  begin- 
ning was  with  coke  making,  iron  making, 
through  to  the  steel  plant  and  to  the  finish- 
ing. The  events  of  the  oil  crisis  onwards  — 
which  the  Committee  will  he  well  aware  of 

— certainly  presented  us  with  a degree  of 
dislocation  in  that  direction.  First  of  all 
there  was  not  the  volume  prospect  and  sec- 
ondly there  was  the  increasing  pressure  on 
our  finances  which  today  of  course  has  led 
to  a very  much  reduced  capital  programme. 
Nevertheless,  it  is  quite  true  that  we  do 
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need  very  much  to  move  forward  in  this 
continuous  casting  field. 

Mr  Emery 

1486.  Has  the  share  of  the  direct 
imports  of  steel  into  the  UK  market  not 
been  entirely  at  the  expense  of  the  BSC 
share  of  the  market? 

(Sir  Charles  Villiers. ) Mr  Sambrook  has 
the  numbers  in  front  of  him. 

(Mr  Sambrook.)  The  answer  to  that  is, 
no,  it  has  not.  We  have  suffered  mainly 
from  the  increased  share  gained  bv  imports 
primarily  because  we  had  flat  products  pro- 
duction almost  in  a monopoly  situation 
within  the  Corporation.  Customers  wanted 
a second  source  and  they  were  not  alto- 
gether satisfied  with  our  service.  In  partic- 
ular sectors,  yes,  it  is  entirely  from  that; 
elsewhere  that  is  not  the  case.  Other  prod- 
ucts coming  in  have  certainly  affected  the 
private  sector  as  well. 

1487.  Is  it  not  the  case  that  the  private 
sector  has  maintained  approximately  a 25 
per  cent  share  of  the  market? 

(Mr  Sambrook.)  That  is  the  case  but 
equally  the  private  sector  have  been 
increasing  their  capability  through  this 
period.  Had  they  been  able  to  fully  utilise 
every  bit  of  that  capacity  it  would  maybe 
have  been  at  32  per  cent. 

1488.  We  were  not  talking  about  the 
capability.  We  were  just  saying  that  as  far 
as  imports  are  concerned  the  private  sector 
have  maintained  its  share  of  the  market  of 
about  25  per  cent  and  BSC  has  slipped  as 
against  the  foreign  competition? 

(Mr  Sambrook.)  The  figures  can  be  inter- 
preted in  that  way.  I understand  the  point 
you  are  making.  Equally  it  is  then  very  easy 
to  get  that  into  an  area  which  says;  "the 
Corporation  is  slipping  and  is  continuing  to 
slide."  I just  wanted  to  anticipate  that 
question. 

1489.  I am  only  trying  to  be  helpful.  I 
am  not  trying  to  be  destructive.  We  are  all 
trying  to  search  for  the  truth  in  this  Com- 
mittee. What  I then  wanted  to  ask  you  was, 
if  my  thesis  that  I have  put  forward  was  at 
least  partly  true,  why  do  you  consider  that 
the  independent  producers  have  been  more 
successful  in  maintaining  their  share  of  the 
market  than  you? 

(Mr  Scholey.)  The  private  sector  oper- 
ates in  a field  which  is  narrower  than  ours. 
When  you  are  comparing  the  market  share 
of  the  private  sector  with  that  of  the  Steel 


Corporation,  you  are  comparing  a wider 
product  range  in  the  Steel  Corporation  than 
that  of  the  private  sector.  Therefore  if  you 
look  at  our  spread  and  you  look  particularly 
at  flat  rolled  products  you  will  find  that  that 
is  the  area  where  we  have  had  the  biggest 
movement  in  respect  of  our  market  share 
over  time  as  opposed  to  the  product  areas 
also  covered  by  the  private  sector.  So  if  Mr 
Sambrook,  in  going  on,  were  able  to  com- 
pare our  sector,  which  is  equivalent  to  the 
private  sector’s,  that  would  be  a truer  com- 
parison. Then  he  could  deal  with  flat  rolled 
which  have  been  an  acute  problem  with  us 
and  which  relates  very  much  to  the  fact  that 
our  development  programme  in  flat  rolled, 
apart  from  being  late,  was  severely  handi- 
capped by  installation  problems  and  took 
longer  than  it  should  have  done.  Conse- 
quently there  were  times  when  we  were 
starving  our  market  because  we  had  got  the 
plant  in  pieces  being  rebuilt. 

(Sir  Charles  Villiers.)  I do  not  want  in 
any  way  to  seem  defensive  trying  to  explain 
the  situation  of  why  the  private  sector  seem 
to  have  suffered  less  than  we  have.  But 
there  is  one  overriding  reason  which  strikes 
me  as  someone  coming  in  from  the  outside . 
This  is  that  in  no  case  do  the  private  sector 
make  steel  by  what  we  call  the  hot  metal 
route  — that  is  through  the  blast  furnace, 
down  through  the  LD  or  BOS  system.  They 
make  it  in  electric  arcs  — what  is  called  a 
cold  metal  route  — and  they  have  enjoyed 
having  very  cheap  scrap  metal.  Their  costs 
therefore  have  been  substantially  lower 
than  products  made  by  the  hot  metal  route 
and  this  has  given  them  an  advantage.  It  is 
not  always  like  that,  but  over  the  last  four 
or  five  years  they  have  had  the  advantage 
of  cheap  scrap  for  the  way  they  make  steel. 

1490.  Surely  BSC  has  always  been  a 
price  leader  in  the  price  of  scrap? 

(Sir  Charles  Villiers.)  We  buy  a very  large 
amount  of  scrap  but  we  have  to  do  other 
things  as  well. 

1491.  Can  I come  back  to  import  pric- 
ing? It  has  been  alleged  certainly  in  some 
quarters  that  BSC’s  prices  in  the  home  mar- 
ket have  often  been  higher  than  those  of 
imported  products  and  indeed  have  risen 
faster.  Is  this  true  and  if  it  is  true  what  is 
the  justification  for  it? 

(Sir  Charles  Villiers.)  It  is  true.  Mr  Sam- 
brook can  give  the  justification. 

(Mr  Sambrook.)  First  of  all  some  of  the 
competitors  that  we  face,  selling  in  this 
country,  sell  only  a small  proportion  of  their 
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total  output  here.  It  is  not  unknown  in  the 
steel  industry  of  the  world  for  exports  in 
marginal  terms  to  be  priced  on  the  margin 
as  well.  In  recent  times  that  has  been 
assisted  by  the  strength  of  the  pound.  So, 
yes,  certainly  that  does  happen.  On  the 
other  hand  it  does  depend  when  you  strike 
your  position,  when  you  say  that  our  prices 
were  higher,  If  you  go  back  to  pre-Com- 
munity  days  the  previous  chairman,  Sir 
Monty  Finniston  always  made  very  plain 
that  price  control  in  our  industry  had  in  fact 
kept  down  the  prices  below  the  market.  He 
often  used  a figure  of  a loss  of  revenue  of 
some  £750  million,  So  what  Mr  Emery  has 
said  is  true  latterly  but  it  has  not  always 
been  true. 

1492.  If  we  take  the  latter  part  — and 
I am  well  aware  of  Monty  Finniston’s  posi- 
tion on  that  — would  you  suggest  that  that 
had  been  a considerable  contribution  to 
BSC’s  loss  of  market  share.  Secondly, 
would  you  term  this  variable  pricing  policy 
of  overseas  producers  as  a form  of  dump- 
ing? Is  there  any  dumping  in  it  or  are  you 
just  saying  it  is  a better  commercial  pricing 
policy  than  BSC  have  been  able  to  obtain- 

(Mr  Sambrook.)  If  we  take  the  latter 
period  from  1974-75  onwards,  we  lost  our 
market  share  at  that  time  in  flat  products 
due  to  the  fact  that  we  could  not  meet 
market  demand  and  new  patterns  of  pur- 
chasing were  established  at  that  time  which 
have  continued  through.  In  very  recent 
times  undoubtedly  as  the  market  has  dipped 
then  people  in  bulk  purchasing  areas  rather 
than  specialist  analysis  areas  of  markets 
have  tended  to  buy  according  to  price.  They 
have  bought  in  spot  lots.  They  have  bought 
in  an  adnoc  way  whenever  there  was  an 
attractive  bargain  to  be  struck.  There  we 
have  suffered  to  some  extent  but  of  course 
we  have  had  to  bear  in  mind  in  setting  our 
prices  our  own  production  cost  levels  and 
the  overall  financial  result.  It  is  striking  that 
balance  which  is  a very  difficult  task  but  it 
is  something  that  we  keep  our  minds  on  all 
the  time.  Through  all  this,  in  different  trad- 
ing conditions,  one  of  the  things  is  that  for 
the  last  four  or  five  years  our  market  share 
has  been  pretty  static;  that  of  imports  has 
been  the  same.  We  have  held  that  position 
despite  a very  difficult  market  caused  by 
over-capacity. 

1493.  In  analysing  what  you  have  said, 
would  it  be  the  case  that  it  is  therefore  fair 
to  say  that  you  have  set  your  prices  to 
maximise  the  profitability  to  the  Steel  Cor- 


[Continued 


poration  of  the  amount  of  steel  and  the 
price?  When  you  have  got  your  two  curves 
crossing  that  has  been  the  structure  of  your 
pricing  policy?  1 

(Sir  Charles  Villiers.)  To  maximise  reve- 
nue undoubtedly. 

1 494.  Maximising  revenue  has  not  been 
the  case.  If  you  maximise  revenue  you 
would  probably  get  some  more. 

(Mr  Sambrook.)  I would  answer,  yes  to 
your  question. 

Mr  Crowther 

1495.  Did  I understand  you  to  say  that 
it  was  in  1974-75  that  you  were  unable  to 
meet  the  demand? 

(Mr  Sambrook.)  Yes. 

1496.  But  you  were  producing  a good 
deal  more  in  previous  years.  The  capacity 
was  surely  there  to  meet  the  demand,  was 
it  not? 

( Mr  Scholey.)  In  1974  we  missed  a boom 
very  badly  indeed.  Wc  missed  it  for  at  least 
two  principal  causes.  First  of  all  we  were 
starved  of  scrap  in  spite  of  what  has  hap 
pened  since.  We  had  an  acute  scrap  short- 
age. Secondly,  we  had  big  problems  with 
our  craftsmen  in  that  year.  Those  two  prime 
reasons  caused  us  a big  embarrassment  in 
boom  conditions. 

(Mr  Sambrook.)  An  illustration  of  that 
is  Graph  7 in  the  sense  that  if  you  look  at 
the  dip  in  the  export  curve  which  we  show 
there  that  was  not  intentional;  that  was 
because  we  did  not  have  supplies  to  satisfy 
both  markets.  We  were  doing  our  best  to 
feed  the  home  market  but  we  did  not  suc- 
ceed fully. 

(Chairman.)  May  we  turn  our  attention 
to  non-price  factors? 

Mr  Foster 

1497.  To  what  degree  would  you  think 
that  your  loss  of  home  market  share  has 
been  due  to  factors  other  than  price  — for 
example,  quality,  delivery,  service,  etc? 
Has  poor  service  caused  major  steel  users 
to  obtain  substantial  proportions  of  their 
requirements  from  abroad? 

(Sir  Charles  Villiers.)  There  is  no  doubt 
that  there  has  been  some  loss  of  market 
shares  through  late  delivery  and  through 
certain  quality  failures  and  perhaps  even 
through  some  documentation  areas.  Since 
I have  been  in  the  Corporation  I have  vis- 
ited a very  great  number  of  the  customers 
and  have  tried  to  answer  their  complaints. 
The  three  of  us  have  answered  complaints 
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direct.  The  customers  are  certainly  much 
more  satisfied  on  non-price  factors  than 
they  were.  They  all  paid  tribute  to  that  and 
if  they  appeared  before  a Select  Committee 
they  would  not  say  the  things  that  they  did 
in  1976  when  I believe  Sir  Donald  ana  Mr 
Kerr  were  both  on  the  Committee.  There 
is  no  doubt  that  a great  effort  has  been 
made  to  satisfy  them.  Nevertheless  there 
are  certain  problems  which  we  have  found 
extremely  difficult  to  eradicate.  When  you 
come  to  quality  it  does  depend  on  the  proc- 
ess route  and  this  does  depend  on  the  con- 
tinuous casting  and  that  takes  time  to  instal. 
So  we  have  not  completely  solved  the  prob- 
lem but  there  woula  be  a certain  amount  of 
turning  to  second-sourcing  because  of  the 
non-price  factors  and  that  we  cannot  avoid. 
Nevertheless,  for  the  last  five  years  we  have 
held  the  market  share  at  about  54  per  cent. 

1498.  In  Graph  3 you  show  the  imports 
of  motor  vehicles  by  UK  manufacturers  to 
be  a growing  proportion  of  total  imports.  Is 
this  due  in  any  part  to  the  problems  in  the 
supply  of  steel  from  UK  mills  and  to  what 
extent  are  British  made  cars  constructed 
from  imported  steel? 

(Sir  Charles  Villiers.)  I can  say  categori- 
cally that  it  is  not  our  fault  that  that  has 
happened. 

(Mr  Sambrook.)  Perhaps  it  would  be  bet- 
ter were  you  to  ask  other  people.  We  have 
taken  the  liberty  of  anticipating  that  sort  of 
a question  and  we  did  talk  to  the  Society  of 
MotoT  Manufacturers  and  Traders  — and 
I know  they  are  represented  behind  me  so 
I am  careful  in  what  I say.  They  would 
suggest  that,  no,  they  were  not  inhibited. 
Where  we  failed  to  supply  they  took  other 
measures  to  make  sure  that  they  had  ade- 
quate supplies  for  their  business.  But.  of 
course,  tne  impact  of  that  was  that  some  of 
them  enjoyed  what  they  found  elsewhere 
as  products  rather  more  than  our  own  and 
that  is  one  of  the  factors  which  contributed 
to  loss  of  share.  Our  own  actions  did  not 
influence  their  own  loss  of  share. 

(Sir  Charles  Villiers.)  I could  add  a com- 
mentary that  that  does  show  how  demand 
for  our  steel  has  fallen  and  must  fall  through 
the  rising  amount  of  imported  cars. 

Chairman 

1499.  Jobbing  back,  on  a previous 
enquiry  Sir  Terence  Beckett  from  Ford  did 
give  evidence  and  he  rather  gave  you  full 
marks,  at  least  on  quality  if  on  nothing  else. 
Will  the  United  Kingdom  steel  industry, 
yourselves  in  particular,  derive  much  busi- 


ness from  British  Leyland’s  Honda  based 
car  production?  Will  it  be  British  steel  or 
will  the  new  British  Leyland  Honda  be 
made  of  steel  which  will  be  imported? 

(Mr  Sambrook.)  We  have  had  and  hope 
to  maintain,  and  certainly  intend  to  main- 
tain, a good  share  of  steel  supplies  into  BL. 
Where  the  Honda  model  has  components 
imported  then  it  will  obviously  be  difficult 
for  us  to  supply.  But  where,  and  on  an 
increasing  scale,  they  build  that  model  from 
UK  manufacture,  yes,  we  would  expect  to 
supply. 

(Mr  Scholey.)  May  I add  one  tail-end  on 
this  question  of  service  to  the  market?  A 
lot  has  been  said  over  the  years  on  the 
problems  we  have  had  both  through  inter- 
nal disputes  and  the  effects  of  external  dis- 
putes on  supplying  our  customers.  The 
immediate  post-strike  situation  — this  is  a 
tail-end  — is  one  where,  if  you  check  on 
this,  you  will  find  our  service  to  the  market 
is  absolutely  first  class  at  the  moment.  We 
are  running  very  well  and  we  are  doing  well 
by  our  customers.  I just  wanted  to  say  that. 

(Chairman.)  May  we  turn  our  attention 
briefly  to  the  problems  associated  with  the 
impact  of  the  strike  that  you  sustained? 

Mr  Maxwell-Hyslop 

1500.  What  do  you  estimate  was  the 
value  and  the  tonnage  of  steel  imported  as 
a direct  consequence  of  the  strike?  Sec- 
ondly, how  much  of  that  did  you  import, 
taking  up  faute  de  mieux  the  position  of  a 
steel  broker  rather  than  a manufacturer 
because  of  that? 

(Sir  Charles  Villiers.)  Perhaps  I could 
answer  the  first  question  and  Mr  Sambrook 
could  answer  the  second.  As  far  as  January, 
February  and  March  were  concerned  the 
imports  of  steel  were  almost  precisely  the 
same  in  tons  as  they  were  in  the  previous 
year.  But  when  we  come  to  April,  May  and 
almost  certainly  June  when  we  get  the  fig- 
ures, there  will  be  a very  great  increase. 
Certainly  the  figure  for  April  was  double 
the  figure  for  the  previous  year.  This  may 
be  repeated  in  May.  So  there  is  a very 
substantial  increase  in  imports  in  the 
months  of  April,  probably  May  and  maybe 
June  — but  I hope  by  then  it  will  have 
worked  off.  As  regards  your  second  ques- 
tion I should  like  Mr  Sambrook  to  answer 
that  because  he  was  directly  responsible. 

(Mr  Sambrook.)  We  did  not  buy  any 
material  during  the  strike  because  1 felt  it 
would  exacerbate  a very  difficult  position 
and  in  any  case  we  could  not  have  brought 
it  in  because  of  sympathetic  action  at  the 
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[Mr  Maxwell-Hyslop  Contd.] 
docks.  However,  in  order  to  protect  our 
market  situation  I did  put  customers  in 
touch  with  our  competitors  so  that  they 
could  get  supplies  immediately  the  ports 
were  open  and  in  a very  restricted  way, 
after  the  end  of  the  strike.  I made  arrange- 
ments to  bring  some  tonnage  in  very 
quickly.  I was  so  conscious  of  the  fact  that 
previously,  at  the  time  of  the  road  haulage 
strike,  we  failed  to  recover  quickly.  So, 
whereas  our  customers  were  prepared  to 
accept  upset  during  the  strike,  they  were 
not  prepared  for  that  upset  to  go  on  and  on. 
The  combination  of  what  they  did  for  them- 
selves — some  of  it  with  our  assistance  — 
that  which  we  brought  in  for  them  — a 
small  tonnage  — and  our  own  startup 
means  that  the  dislocation  was  removed  in 
a very  short  time  indeed.  We  are  now  short 
of  business  again. 

1501.  Can  you  qualify  Sir  Charles’ 
answer  to  my  first  question?  What  was  the 
tonnage  and  the  value  of  increased  imports 
directly  due  to  the  strike? 

(Mr  Sambrook.)  I can  quantify  them  to 
some  extent.  April  saw  twice  the  level  of 
monthly  average  imports  for  the  whole  of 
1979.  If  you  said  that  through  1979  they 
were  around  300,000  tons,  imports  were 
roughly  600,000  tons  in  April.  I have  seen, 
hot  off  the  press  this  afternoon,  some  fig- 
ures for  May  which  are  certainly  not  veri- 
fied. They  again  look  significantly  higher 
than  the  ’300,000  tons  per  month  average 
figure  but  less  than  the  figure  for  April1.  I 
expected  that  to  happen  because  we  knew 
there  was  a very  significant  tonnage  held 
back  across  the  water.  We  knew  that  surge 
would  come  and  I expect  that  it  will  die 
away,  but  the  extent  to  which  it  will  die 
away  only  time  will  tell.  We  shall  fight  to 
get  our  share  back. 

1502 . Coming  to  the  longer  term  effects 
of  that  strike,  have  you  any  useful  infor- 
mation on  the  extent  to  which  the  market 
that  you  normally  supplied  merely  bought 
ad  hoc  when  you  could  not  supply  them  and 
the  extent  to  which  they  signed  contracts 
which  have  outlasted  the  actual  strike? 

(Sir  Charles  Villiers.)  Yes,  indeed,  there 
has  been  some  signing  of  longer  term  con- 
tracts. But  we  have  got  hopes  of  wooing 
most  of  that  back  — not  all  of  it  I fear  but 


'Footnote  by  witness:  Before  the  strike,  imports  aver- 
aged 315.000  tonnes  per  month.  From  January  to  May 
1980.  they  averaged  450.000  tonnes  per  month,  making 
an  extra  675.000  tonnes,  worth  £170  million.  In  the 
same  period,  exports  fell  by  one  million  tonnes,  worth 
£250  million. 


most  — by  the  end  of  this  year.  That  is  our 
target.  Mr  Sambrook  has  talked  to  all  the 
big  customers  and  he  can  confirm  that  I 
think? 

(Mr  Sambrook.)  Certainly  there  was 
some  signing  forward.  But  I do  believe  that 
many  of  our  customers  have  left  their 
options  open.  There  are  opportunities  for 
us  but  the  hazards  are  not  only  those  which 
we  may  create  ourselves  but  arc  there  as 
the  result  of  the  strength  of  the  pound  and 
so  on,  and  the  price  incentive  now  to  buy 
from  abroad.  ' 

1503.  To  what  extent  have  you  noticed 

any  indication  that  some  of  your  previous 
unique  customers  are  now  second-sourcing 
as  a policy?  [ am  not  referring  to  getting 
over  the  effects  of  the  strike  but  second 
sourcing  as  a policy  for  a predictable  time 
in  the  future? 

(Mr  Sambrook.)  There  have  been  one  or 
two  public  pronouncements  by  major 
accounts  that  they  will  operate  in  this  way 
in  the  future.  There  is  some  evidence  — 
which  I do  not  really  wish  to  discuss  in 
detail  if  you  will  permit  me — that  although 
they  felt  that  way  because  of  the  disruption 
caused  by  our  strike,  they  are  not  carrying 
that  out  in  the  event  as  far  as  I might  have 
feared  at  one  time. 

1504.  But  you  said  you  are  short  of 
customers  at  the  moment? 

(Mr  Sambrook.)  Yes. 

1505.  Have  you  to  that  extent  re- 
covered from  the  strike  or  not?  Are  you 
talking  about  the  total  demand  or  are  you 
talking  about  the  extent  to  which  what  you 
would  normally  expect  to  pick  up  out  of 
that  total  demand? 

(Mr  Sambrook.)  Two  things  afe  happen- 
ing. One  is  that  people  made  dispositions, 
particularly  in  the  second  half  of  the  strike, 
to  bring  in  material.  Some  of  that  material 
came  late  in  any  case.  And  many  of  out 
customers  now  arc  affected  by  a recession. 
The  combination  of  these  two  things  means 
that  there  arc  not  orders  to  be  got  at  this 
time. 


Mr  Crowther 

1506.  There  have  been  fairly  lengthy 
strikes  in  the  French  and  German  steel 
industries  in  recent  years.  Did  the  Corpo- 
ration increase  its  exports  to  those  countries 
as  a result? 

(Mr  Sambrook.)  We  increased  margin- 
ally but  by  and  large  steel  buyers  in  these 
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countries  look  after  their  own  interests  and 
their  own  industries.  That  would  be  partic- 
ularly true,  in  my  view,  of  France  where  a 
steel  user  goes  back  to  his  local  source  of 

SU(?ir  Charles  Villiers.)  I should  like  to 
quote  Germany  where  the  Germans  saw 
this  strike  coming  and  they  warned  all  their 
customers  and  they  stocked  up  absolutely 
to  the  hilt  and  they  did  not  in  fact  in  Ger- 
many increase  their  imports  during  the  six 
or  seven  week  strike  at  all. 

Mr  Carlisle 

1507.  If  there  is  a strike,  for  example, 
in  Germany  can  you  increase  your  proauc- 
tion very  rapidly  or  does  it  take  some  time 
to  build  up  to  meet  the  extra  demand? 

(Sir  Charles  Villiers.)  We  have  a company 
in  Germany  and  we  follow  that  market  very 
carefully  indeed.  It  is  extremely  difficult  to 
sell  in  the  German  market  if  that  is  the 
point  you  were  making. 

1508.  No,  can  you  increase  production 
in  this  country  rapidly  or  does  it  take  a long 
time  to  plan  any  increase? 

(Mr  Sambrook. )\i  does  not  take  a long 
time  to  plan.  It  varies  by  product.  It 
depends  upon  the  sort  of  lead  time  which 
that  product  demands. 

1509.  What  is  the  lead  time? 

(Mr  Sambrook.)  The  lead  time  can  be 

anything  between  two  or  three  weeks  and 
maybe  for  special  steels  more  like  10  or  12 
weeks.  But  if  you  took  a product  like  a bar 
made  out  of  an  electric  process  route,  then 
we  can  switch  in  capacity  which  sits  there 
and  we  can  make  those  sales. 

Chairman 

1510.  Can  you  in  fact  do  it  within  the 
time  or  similar  time  that  any  competitor 
can  do  it? 

(Mr  Sambrook.)  Generally  speaking  the 
answer  is,  yes,  to  that.  The  thing  that  would 
worry  me  at  this  time  is  whether  we  could 
afford  to  sell  at  some  of  the  prices  ruling  on 
the  continent. 

Mr  Maxwell-Hyslop 

151 1 . How  instantaneous  are  your  sales 
to  your  very  big  customers  in  Great  Britain? 
Let  us  take  British  Leyland  and  Ford  for 
instance.  Do  they  order  week  by  week  or 
do  they  enter  into  a long-term  contract?  If 
so,  what  is  the  span  of  that  contract? 

(Mr  Sambrook.)  We  schedule  ahead  with 
these  companies  so  that  we  get  an  estimate 
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of  their  forward  requirements.  We  then 
draw  against  those  schedules  on  a current 
ordering  procedure  so  that  we  have  got  a 
reasonable  view  ahead.  The  length  of  time 
varies  according  to  the  customer. 

1512.  But  are  they  at  liberty  to  divert 
part  or  the  whole  of  that  projection  to 
another  supplier  abroad  who  can  under- 
quote you  or  do  they  have  a contractual 
commitment  which  obliges  them  to  take  the 
supply  from  you? 

(Mr  Sambrook.)  There  is  not  a contrac- 
tual commitment  until  the  order  is  placed. 
By  and  large  the  system  works  well. 

1513.  Is  the  order  placed  weekly?  This 
is  what  I am  trying  to  find  out. 

(Mr  Sambrook.)  Yes. 

1514.  In  other  words,  how  quickly  can 
the  demand  react  to  your  disadvantage  if 
another  supplier  can  underquote  you? 

(Mr  Sambrook.)  The  ordering  pattern  is 
more  that  we  look  a fortnight  or  a month 
ahead  against  a broad  schedule  that  we 
have  seen  of  several  months  predicted 
requirement. 

1515.  But  if  your  prices  got  significantly 
out  of  line  that  could  literally  change  at  a 
week’s  notice  could  it? 

(Mr  Sambrook.)  It  could. 

(Sir  Charles  Villiers.)  And  does. 

Mr  Crowther 

1516.  Would  you  say  your  prices  are 
too  high?  When  you  say  you  are  not  sure  if 
you  could  afford  to  sell  at  some  of  the  prices 
now  ruling  on  the  continent,  does  that  mean 
your  prices  are  too  high  compared  with 
other  people? 

(Mr  Sambrook.)  There  is  a price  differ- 
ential in  a lot  of  our  products.  We  have 
judged  the  market  as  best  we  are  able  to 
decide  against  our  costs  what  sort  of  price 
level  we  can  get.  Really  what  I had  to  say 
was  influenced  more  by  factors  which  we 
cannot  control,  like  the  exchange  rate, 
more  than  that  which  we  can  control  which 
is  our  price  level. 

Mr  Emery 

1517.  Would  your  price  level  not  be 
more  competitive  if  your  productivity  per 
man  employed  was  much  closer  to  the  pro- 
ductivity of  European  competition?  I leave 
Japan  out  because  of  other  factors. 

(Sir  Charles  Villiers.)  That  is  what  we  had 
a 13-week  strike  about.  Exactly. 
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(Mr  Scholey.)  The  answer  is,  yes.  But 
just  going  back  a bit  there  is  no  doubt  about 
it  that  the  continental  prices  — and  there  is 
one  in  particular  which  is  worth  mentioning 
and  that  is  cold  reduced  sheets,  flat  rolled 
sheet  products  — are  woefully  low.  You 
will  find  the  continental  producers  will 
admit  that  it  is  too  low  to  service  the  capital 
involved  but  nevertheless  there  are  pres- 
sures for  volume  and  one  thing  and  another 
which  keep  it  down.  In  the  end  one  hopes 
the  business  will  be  able  to  regenerate  itself 
and  this  is  something  we  have  tried  to  keep 
our  eye  on,  with  great  difficulty. 


Mr  Emery 

1518.  You  are  talking  about  a special 
situation.  Is  that  a generality?  There  will 
always  be  special  situations  from  one  area 
of  products  to  another  area  of  products  but 
do  you  feel  your  pricing  structure  has  been 
too  high  to  maximise  your  selling  overseas? 

(Mr  Scholey.)  It  is  not  as  special  as  it 
sounds.  In  the  total  steel  producing  area 
you  can  pick  two  or  three  products  out 
which  are  big  tonnage  products  by  any 
standard  — hot  and  cold  reduced  sheet  coil 
is  one,  wire  rod  is  another,  carbon  steel 
commercial  plates  is  another.  These  are  big 
tonnage  areas  in  the  whole  of  Europe  which 
are  really  underpriced  against  the  costs  of 
production. 


Mr  Mikardo 

1519.  Is  any  significant  part  of  your 
sales  covered  by  price  fixing  agreements 
with  other  producers  and  if  so  what  sort  of 
percentage  of  the  total  sales  by  value 
roughly  Joes  that  cover? 

(Mr  Sambrook.)  We  have  got  now  within 
Europe  an  arrangement  under  Davignon 
which  does  one  or  two  things.  In  the  area 
which  you  mention  we  have  a product 
for  which  there  is  a mandatory  set  price  at 
which  we  shall  sell.  There  is  a range  of  other 
products  where  there  are  guidance  prices. 
There  we  are  asked  to  confirm  that  we  sell 
at  those  prices  and  we  certainly  do  our  best 
to  do  exactly  that. 

1520.  Do  you  ever  find  that  where  you 
have  price  agreements  with  some  other  pro- 
ducers some  of  them  occasionally  improp- 
erly, illegally,  duck  the  agreements  and  we 
do  not? 

(Mr  Sambrook.)  I will  answer  the  first 
part  if  I may.  I can  only  say  that  there  are 
times  when  I have  been  disappointed  at  the 
way  in  which  the  Davignon  mandatory  and 
guidance  prices  have  not  been  adhered  to 
in  Europe. 


Chairman 

1521.  To  what  extent  has  the  Davignon  ? 

plan  been  successful  in  reducing  any  unfair 
competition  from  other  EEC  producers  1 
the  United  Kingdom  market?  “ 

(Sir  Charles  Villiers.)  This  is  a very  big 
thing  indeed.  Perhaps  we  could  talk  about 
Davignon  for  a moment  to  get  the  perspec. 
live  here.  Davignon's  plan  began  at  the 
beginning  of  1978  when  there  was  a tre- 
mendous crisis  in  steel  with  prices  falling 
very  very  rapidly.  Undoubtedly  he  has 
through  his  plan,  benefited  the  steel  indus- 
tries of  Europe,  BSC  included.  Without 
him  things  would  have  been  very  very  much 
more  difficult.  Perhaps  some  companies 
would  have  gone  bankrupt  or  been  nation- 
alised or  whatever.  But  there  would  have 
been  very  much  more  loss  had  it  not  been 
for  Davignon.  His  plan  relies  upon  three 
feet.  First  the  one  that  Mr  Sambrook  has 
just  referred  to  about  minimum  prices, 
some  of  which  are  mandatory  and  some  of 
which  are  guidance.  Secondly,  he  insisted 
that  companies  produce  certain  limited  ton- 
nages and  do  not  produce  everything  that 
they  want.  There  has  been  some  problem 
about  that.  Thirdly  there  has  been,  through 
Davignon,  an  agreement  with  the  Japanese, 
the  Spaniards,  the  South  Africans  and  the 
Koreans  and  sundry  other  countries  with 
the  European  Economic  Commission  to 
limit  by  quota  the  amount  of  steel  products 
which  they  sell  in  Europe.  The  Comecoo 
countries  do  not  recognise  the  European 
Commission  and  therefore  we  have  done 
deals  with  them  direct.  So  this  three-footed 
plan  of  Davignon's  has  been  effected  now 
and  has  undoubtedly  done  a great  deal  of 
good  for  our  industry.  There  is  certainly 
more  to  be  done.  The  plan  is  going  through 
a bit  of  a crisis  at  the  moment.  If  you  ask 
me  directly  if  it  has  helped  us  against  unfair 
practices,  I am  at  some  slight  disadvantage 
because  an  unfair  practice  Is  what?  Is  it 
selling  below  the  cost  of  production? 


1522.  It  means  that  someone  has  got  a 
job  against  you. 

(Sir  Charles  Villiers.)  In  this  case  we  have 
been  more  sinned  against  than  sinning. 


Mr  Crowther 

1523.  Can  we  go  into  this  matter  of 
competitiveness  in  some  depth?  The  con- 
ventional wisdom  from  the  Industry  Min- 
isters is  always  that  the  problem  is  simply 
overmanning  and  once  you  have  sacked 
52,000  people  everything  will  be  all  right. 
Do  you  agree  that  this  is  the  problem? 
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[MrCrowther  Cotud.\ 

(Sir  Charles  Villiers.)  We  have  never  said 
it  was  entirely  due  to  overmanning.  There 
are  a number  of  factors  — and  Mr  Scholey 
should  really  talk  to  this.  As  I see  them, 
after  four  years,  now  as  the  outgoing  chair- 
man, they  are  to  some  extent  overmanning, 
but  much  more  inadequate  use  of  plant,  not 
getting  the  full  use  of  plant,  too  much  down 
time.  Thirdly,  the  antiquated  practices  that 
we  have  whereby  one  union  can  do  one 
thing  and  one  union  must  do  another  and 
we  do  not  get  the  group  working  practice 
which  they  have  in  Europe.  As  a result  of 
the  strike,  I am  glad  to  say,  that  is  starting 
to  come.  I should  like  the  Committee  to 
feel  that  we  do  not  blame  all  this  on  over- 
manning by  any  manner  of  means. 

1524.  If  you  were  able  to  operate  all 
your  plants  at  the  optimum  number  of  shifts 
per  week  — whatever  it  may  be,  15,  18  or 
21  — presumably  you  would  not  then  be 
overmanned,  would  you? 

(Sir  Charles  Villiers.)  Wc  would. 

(Mr  Scholey.)  That  question  needs  a bit 
of  thought.  That  is  not  strictly  true.  We 
have,  until  this  year,  had  the  problem  of 
trying  to  get  a more  flexible  attitude  to  our 
manning  than  has  been  historic  in  the  indus- 
try. In  simple  terms,  there  are  something 
like,  in  our  view,  12,500  jobs  locked  into 
that  situation.  But  by  varied  flexibility 
between  staff  within  the  blue-collar  area 
itself  we  could  have  managed  with  less  peo- 
ple. I should  like  to  go  back  to  Davignon 
tor  a second  and  add  to  what  Sir  Charles 
said.  There  is  no  doubt  that  his  plan  has 
been  of  help  to  us,  particularly  where  the 
imports  into  the  country  have  been  direct 
from  steel  producers.  But  there  is  a large 
area  from  which  these  imports  flow  and  that 
is  from  the  continental  merchants.  That  has 
proved,  over  the  years,  a more  difficult  area 
for  both  the  producers  and  him  to  address 
themselves  to.  I will  put  it  no  higher  than 
that.  I just  want  to  draw  attention  to. the 
fact  that  a lot  of  the  imports  do  not  come 
directly  from  our  steel  producing  competi- 
tors; they  come  indirectly.  The  source  of 
the  steel  has  sometimes  been  Eastern 
Europe  or  wherever. 

Mr  Kerr 

1525.  Are  you  suggesting  that  the 
markup  has  been  excessive  in  terms  of  what 
the  merchants  take? 

(Mr  Scholey.)  No.  What  I am  suggesting 
is  that  there  is  a grey  world  between  pro- 
ducers — I am  not  saying  only  European 
producers  but  clearly  some  — in  terms  of 


their  marginal  costing  areas  and  the  mer- 
chants. This  grey  area  — and  I am  coming 
back  to  whether  Davignon  was  a help  or 
not  — has  proved  a very  difficult  one  for 
him  and  producers  to  address  themselves 
to;  very  difficult. 

Mr  Crowther 

1526.  I want  to  pursue  this  question  of 
overmanning.  It  is  important.  I accept  that 
you  say  you  still  would  not  need  all  the 
manpower  even  if  you  were  working  at  100 
per  cent  capacity.  Nevertheless  is  it  not  the 
case  that  the  proposal  to  reduce  your  man- 
power by  52,000  is  based  on  a forecast 
annual  production  of  about  15  million  tons? 
Presumably  at  that  level  you  would  become 
competitive,  is  that  the  position? 

(Mr  Scholey.)  We  are  operating  against 
a moving  scene.  When  we  addressed  our- 
selves to  the  15  million  ton  level  was  seven 
months  ago.  At  that  time  we  looked  at  the 
total  spectrum  of  our  make  and  we  took  a 
view  as  to  that  which  we  could  produce 
given  certain  downside  assumptions.  I must 
mention  this.  Mr  Sambrook  did  the  work. 
There  are  downside  assumptions  valued  at 
something  like  £375  million  such  as  market 
share;  will  we  get  a price  increase;  what  was 
going  to  happen  about  coal  and  so  on  and 
so  forth.  The  15  million  tons  took  care  of 
quite  a substantial  amount  of  that  but  not 
all.  In  the  event,  as  most  people  know, 
prospects  of  price  increases  evaporated  as 
we  ran  into  this  year.  The  UK  market  par- 
ticularly ran  into  deeper  trouble  so  our 
market  share  did  not  materialise.  All  I am 
saying  is  that  the  whole  thing  is  quite 
dynamic.  It  really  is.  The  effect  of  the  cost 
price  squeeze  on  us,  for  instance,  this  year, 
is  something  in  the  order  of  £400 
million.That  takes  a lot  of  digesting  in  terms 
of  trying  to  reduce  fixed  costs  and  get  man- 
ufacturing efficiencies  better  and  better.  It 
is  quite  true  that  the  whole  thing  does  not 
turn  just  on  reducing  men.  The  problem  is 
that  of  maintaining  unit  costs  in  recessional 
conditions  where  the  tonnage  that  is  there 
to  be  made  per  week  is  a diminishing  quan- 
tity. We  are  absolutely  alive  to  this.  The 
trade  unions  are  aware  of  it  too.  So  wc  get 
into  the  whole  area  of  how  we  employ  and 
reward  our  people  so  that  we  are  producing, 
in  these  very  weak  market  conditions,  at 
stable  unit  costs.  This  is  not  easy.  It  is  more 
than  just  getting  men  out  of  the  industry. 

1527.  If  you  do  get  to  the  point  where 
your  prices  are  competitive,  presumably  the 
demand  for  your  products  will  increase? 
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[Mr  Crowther  Contd.] 

(Mr  Scholey.)  Absolutely  right.  What  we 
have  had  our  hand  set  to  now  for  more  than 
one  year — two  or  three  years,  more  — has 
been  getting  our  costs  right. 


1528.  How  will  you  then  meet  the 
increased  demand  when  you  slim  down 
your  workforce  to  produce  15  million  tons 
a year? 

(Mr  Scholey.)  When  we  went  for  the  15 
million  ton  strategy  we  made  it  known  that 
we  could  reflate  our  capacity  to  the  tune  of 
3 million  tons  liquid  with  relatively  little 
increased  manning.  So  we  have  roughly  3 
million  tons  of  capacity  under-utilised  still, 
at  that  level. 


Mr  Mikardo 

1529.  What  sort  of  startup  would  that 
mean  to  go  from  15  to  18  million  tons? 

(Mr  Scholey.)  Relatively  quickly. 


1530.  What?  Three  months?  Six 
months? 

(Mr  Scholey.)  Yes,  that  sort  of  order 
because  the  number  of  men  needed  to  reac- 
tivate that  capacity  is  not  great. 


the  best  estimates  that  we  can  make  bv 
putting  together  everybody’s  calculations 
and  by  talking  with  our  customers  So  a 
the  moment  quite  frankly  we  are  not  talkint 
about  turning  up  the  wick  in  the  way  that 
Mr  Scholey  has  been  trying  to  reply  but 
more  by  coping  with  a falling  demand 
situation. 


Mr  Crowther 

1531.  How  many  would  it  be? 

(Mr  Scholey.)  Let  me  give  you  a “for 
instance”.  On  that  plan  we  were  holding 
Ravenscraig  at  2 million  tons.  There  is  vir- 
tually another  million  tons  to  be  obtained 
out  of  Ravenscraig  and  that  could  be  done 
with  the  existing  manning.  If  you  take 
another  “for  instance”,  the  plan  at  Scun- 
thorpe — and  we  are  still  effecting  this  — 
was  to  come  on  to  a single  vessel  operation. 
To  bring  two  vessels  back  in  would  need 
some  more  manning  but  not  a lot.  So  you 
have  got  this  scene.  Take  Redcar  for 
instance.  Within  the  15  million  tons  Redcar 
was  pretty  well  contained  at  about  60,000 
tons  per  week,  something  like  that.  The 
extra  tonnage  was  obtainable  out  of  that 
plant  without  more  men.  So  it  is  a mixed 
bag  of  capacity  that  we  could  reactivate 
without  more  men  and  other  plants  which 
need  relatively  few  people  to  bring  them 
back  in. 

(Sir  Charles  Villiers.)  I have  to  add  a 
comment  to  what  Mr  Crowther  has  asked 
by  saying  that  the  UK  consumption  of  steel 
is  expected  this  year  to  be  7 or  8 per  cent 
below  last  year  and  is  expected  to  be  7 per 
cent  lower  next  year  than  this  year.  In  the 
third  year  it  is  expected  to  be  flat  so  we  do 
have  a very  poor  prospect  for  future 


Mr  Mikardo 

1532.  Have  you  been  able  lo  make  am 
similar  estimates  to  those  interesting  ones 
you  have  just  given  us  in  respect  of  overseas 
markets? 

(Sir  Charles  Villiers.)  We  have  indeed 
and  Mr  Sambrook  will  talk  to  that. 

(Mr  Sambrook.)  Overseas  they  are 
affected  by  what  amounts  at  this  time  to  a 
world  recession.  The  International  I ron  and 
Steel  Institute,  who  do  a survey  of  produc- 
ing countries  in  the  western  world  and  make 
estimates  for  the  Communist  world,  have 
predictions  which  show  that  demand  this 
year  will  be  down  by  4 or  5 per  cent  for  the 
first  time  for  some  years.  So  it  is  a very 
serious  world  scene.  The  over-capacity  is 
enormous.  I guess  that  over-capacity  will 
creep  up  from  something  like  70  million 
tons  to  near  100  million  tons  of  surplus 
manufacturing  capacity  and  that  will  impact 
on  prices  and  the  prices  will  be  terrible. 


Mr  Crowther 

1533.  So  in  those  circumstances  yout 
organisation  needs  to  be  very  sharply  com- 
petitive indeed,  does  it  not? 

(Mr  Sambrook.)  Absolutely. 

( Sir  Charles  Villiers.)  Indeed. 


Chairman 

1534.  Could  we  turn  to  the  question  of 
productivity?  By  how  much  do  you  estimate 
the  cost  per  ton  of  steel  could  be  reduced 
if  output  per  head  were  raised  first  to  the 
European  average  levels  and  secondly  to 
the  best  Japanese  levels?  Arc  there  any 
prospects  for  this?  I am  looking  at  a copy 
of  a schedule  on  international  comparisons 
of  productivity  in  the  iron  and  steel  industry 
which  give  man  hours  per  ton  of  crude  steel 
in  1978  in  West  Germany  as  5.9,  in  France 
6.4,  in  Luxembourg  4.8  and  United  King- 
dom 10.9. 

(Sir  Charles  Villiers.)  Is  that  from  the 
report  of  the  Sector  Working  Party  of  the 
National  Economic  Development  Council? 


1535 .  It  is  indeed ; their  progress  report 
of  1980. 

(Sir  Charles  Villiers.)  Mr  Sambrook  has 
got  some  numbers  with  which  to  reply. 
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(Mr  Sambrook.)  We  have  some  indica- 
tion but  the  question  is  a difficult  one,  I 
think  you  would  agree.  The  best  sort  of 
shot  that  we  can  have  is  that  were  we  to 
increase  our  productivity  to  German  levels 
there  may  be  something  in  the  order  of  £8 
or  even  £10  a ton  in  that,  net.  Perhaps  in 
France  something  of  the  order  of  £5  or  £7 
a ton.  When  it  comes  to  Japan  I am  afraid 
it  is  of  a different  order.  The  Japanese 
efficiency  and  capability  and  productivity  is 
different  from  the  rest  of  the  world.  That 
would  be  a much  higher  figure. 

1536.  Is  it  your  intention  to  drive  on  in 
that  direction? 

(Mr  Sambrook.)  It  must  be. 

(Mr  Scholey.)  Probably  I can  help  you 
with  some  figures  here.  As  we  were,  before 
the  agreement  born  out  of  the  strike,  in 
man-hours  per  ton  my  reckoning  is  that  we 
were  about  13.6.  Following  the  retrench- 
ment plan  and  implementation  of  the  agree- 
ment we  would  expect  to  be  about  9.8.  If 
we  can  get  good  figures  on  absenteeism  — 
and  absenteeism  has  been  a very  bad  figure 
within  the  Steel  Corporation  but  since  the 
strike  it  has  been  much  improved  and  it  will 
improve  still  further  — in  essence  we  are 
aiming  for  a 20  per  cent  improvement  from 
the  period  before  the  strike.  Our  9.8  lines 
up  with  France  last  year  and  obviously  they 
will  be  striving  for  improvement  of  about 
9.2  and  West  Germany  about  7.  We  could 
break  it  down  by  companies  but  all  I am 
trying  to  indicate  is  the  direction  and  the 
range  of  improvement  we  are  pitching  for. 

1537.  Would  those  reductions  men- 
tioned by  Mr  Sambrook  make  it  possible  to 
compete  better  in  relation  to  the  low  Euro- 
pean prices  which  you  told  us  about 
previously? 

(Mr  Sambrook.)  The  inference  there  in 
what  you  have  to  say  is  that  all  prices  are 
based  upon  cost.  Regrettably  I do  not 
believe  that  to  be  the  case  at  this  time. 

Mr  Kerr 

1538.  What  are  the  other  major  factors 
in  your  view? 

(Mr  Sambrook.)  Steel  over  large  parts  of 
the  world  is  sold  purely  on  the  price  it  gets 
in  the  market  ana  for  that  reason  there  are 
a lot  of  steel  companies  who  are  either  not 
making  a return  on  their  assets  or  are  in 
fact  making  a negative  return. 

(Sir  Charles  Villiers.)  It  would  be  fair  to 
say  that  in  Europe  at  the  moment  there  are 
very  very  few  steel  makers  making  money 


on  making  steel.  They  do  of  course  have 
other  interests  of  all  sorts,  but  very  very 
few  are  making  money.  Here  we  have  two 
particular  things  — apart  from  the  produc- 
tivity to  which  you  have  referred  and  which 
we  can  do  something  about,  that  is  a con- 
trollable factor  to  some  degree.  What  is  not 
controllable  by  us  is  the  rate  of  inflation 
which  has  increased  substantially  more  than 
we  had  expected  and  of  course  energy  costs 
which  have  doubled  quite  recently.  That 
was  a terrible  blow.  The  second*  factor 
which  makes  inflation  a killer  is  the  very 
strong  pound.  We,  no  more  than  anybody 
else,  never  thought  that  we  would  be  seeing 
a pound  valued  at  2.33  dollars,  2.34  dollars. 

Chairman 

1539.  We  shall  come  to  that  point  later 
in  our  questions.  What  I wanted  to  get  clear 
was  that  Davignon  is  not  everything.  There 
is  much  to  do  besides  Davignon? 

(Mr  Scholey.)  Yes. 

(Sir  Charles  Villiers.)  Absolutely,  yes. 

Mr  Crowther 

1540.  Can  we  look  at  another  contrib- 
utory factor  to  your  costs?  Your  Corpora- 
tion is  committed  in  round  figures  to  some- 
thing like  £200  million  a year  in  interest 
charges.  Expressed  very  crudely,  about  £14 
a ton  of  steel  produced.  Rather  more  than 
the  possible  saving  by  this  increased  pro- 
ductivity just  referred  to  by  Mr  Scholey. 
How  much  of  that  interest  — I have  no  idea 
what  the  answer  to  this  is  — is  due  to 
payments  to  the  former  owners  of  the 
industry,  the  pre-nationalisation  owners? 

(Sir  Charles  Villiers.)  Our  interest  bur- 
den, taken  simply  as  a matter  of  interest 
per  ton,  is  about  the  middle  of  the  Euro- 
pean range.  We  are  not  very  high;  we  are 
not  very  low.  If  you  take  our  annual  interest 
burden,  it  is  falling  by  about  £20  million  a 
year.  Tliis  year  we  shall  pay  about  £160 
million  as  opposed  to  £180  million  last  year 
and  £200  million  the  year  before,  because 
we  are  paying  off  the  old  loans  with  money 
under  Section  18  (1)  which  is  free  of  inter- 
est, as  you  know.  So  we  are  not  really 
suffering  a tremendous  burden  in  respect  of 
the  interest.  When  we  switch  it  to  deprecia- 
tion we  in  fact  benefit  there.  If  you  take 
interest  and  depreciation  together  as  finan- 
cial charges  then  we  have  the  lowest  in 
Europe.  So  we  are  not  claiming  great  dam- 
age on  that  account. 

Mr  Foster 

1541.  Is  it  not  going  to  be  very  difficult 
for  you  to  increase  your  productivity  when 
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it  looks  as  though  you  are  going  to  be  time  an  area  which  we  have  to  watch  ven- 
producing  much  below  your  new  lower  level  carefully,  otherwise  there  could  easily  be, 
of  capacity?  swing  out  of  a total  tonnage  into  the  Com 

(Sir  Charles  Villiers.)  We  did  use  the  munity  which  was  reasonable  to  an  untej- 
phrase  to  another  Committee,  that  we  are  sonable  proportion  coming  into  the  United 
trying  to  run  up  a “down”  escalator.  That  Kingdom, 
is  exactly  what  it  is. 

1345.  Can  I just  ask  ahout  somethin, 
Mr  Crowther  that  you  mentioned  which  sounded  rather 

1542.  Could  you  tell  me  how  much  of  worrying?  We  cannot  ask  for  voluntary 

this  interest,  if  any,  is  payable  on  the  stocks  restraints  into  third  markets  — and  I see  in 
which  represented  the  compensation  to  the  your  paper  that  over  half  your  exports  so 
former  owners  of  the  industry?  Is  some  of  to  markets  outside  the  United  States  and 
it  still  going  in  that  direction?  the  Community.  How  vulnerable  are  those 

(Sir  Charles  Villiers.)  I am  afraid  I do  not  markets  in  the  overcapacity  and  the  com- 
have  that  number.  I do  not  know  indeed  petition  from  newly  industrialised  countries 
whether  it  is  obtainable.  A good  many  of  producing  steel? 

those  loans  will  have  been  paid  off  by  now.  (Mr  Sambrook.)  I am  afraid  that  the 
If  it  can  be  obtained  perhaps  we  can  send  answer  is  that  with  the  excessive  capacity 
you  a note  about  it.  there  is  in  the  world  they  are  going  to  be 

very  vulnerable.  They  are  fought  basically 
Mr  McNally  on  price.  That  is  why  we  have  to  get  out 

1543.  You  explained  in  very  clear  detail  costs  down  and  match  that  of  the  competi- 

the  working  of  the  Davignon  plan.  In  your  tion.  It  is  very  very  difficult  to  trade  in  those 
memorandum  you  also  expressed  satisfac-  areas.  Again  we  are  back  to  currency  and 
tion  about  the  voluntary  agreements.  Do  not  only  what  we  can  do  for  ourselves.  Wc 
the  voluntary  agreements  apply  to  the  are  uncompetitive  now,  selling  from  a 
Community  as  a whole?  How  much  have  pound  base,  in  excess  of  30  per  cent.  The 
they  given  protection  to  the  British  industry  yen  today,  on  top  of  the  enormous  effi- 
orhave  other  Community  industries  taken  cicncy  of  the  Japanese,  is  perhaps  under- 
the  major  benefit  from  the  voluntary  agree-  valued  by  8 or  1 0 per  cent . The  combination 
ments  from  outside?  Have  we  benefited  as  of  those  two  things  makes  it  fearsome.  Hav- 
much  as  anybody  else  from  the  voluntary  ing  said  that,  one  of  the  things  it  is  possible 
restraints?  to  read  in  the  annual  statements  of  the 


(Sir  Charles  Villiers.)  I am  not  quite  sure  Japanese  companies  is  that  they  have  felt  it 
that  I have  got  the  sharp  point  you  are  sensible  and  advantageous  to  them  tovol- 
making.  untarily  limit  themselves  and  their  own 

sales  into  these  markets  otherwise  the 
1544.  I will  give  you  an  example  in  whole  pricing  discipline  is  quite  ridiculous, 
another  industry.  One  of  the  criticisms  of  It  is  very  interesting  to  read  those  conimems 
the  car  industry  is  that  restraint  by  the  and  see  how  they  feel . The  price  discipline 
Japanese  has  not  benefited  the  British  car  in  world  markets  has  been  helped  by  that 
industry  but  merely  that  other  Community  decision  to  produce  less  than  their  masi- 
car  industries  have  made  up  the  leeway.  Is  mum  by  some  30  million  tons, 
there  any  parallel  in  the  steel  industry 

where  there  has  been  restraint  from  out-  Mr  Maxwoll-llyslop 

side  the  Community?  1546.  Undervalued  compared  with 

(Mr  Sambrook.)  One  of  the  tenets  of  what?  You  said  the  yen  is  undervalued  10 
Davignon  in  this  respect,  where  he  has  percent. 

made  agreements  with  Third  Countries,  is  (Mr  Sambrook.)  Can  I refer  you  to  our 
that  there  shall  be  broad  adherence  to  tra-  report  and  the  Morgan  Guaranty  graph 
ditional  patterns  of  trade.  We  refer  to  the  which  is  No,  5?  This  is  one  of  the  things  we 
year  1976  as  a marker.  That  is  not  explicit  have  tried  to  draw  out.  You  can  see  the  real 
and  of  course  Davignon  does  make  agree-  exchange  rates  where  the  effective 
ments  for  the  Community  — correctly  so.  exchange  rate  is  adjusted  for  inflation.  We 
On  balance  there  has  been  a reasonably  have  often  been  told  that  what  we  have  got 
traditional  (low  but  of  course  again  our  own  to  do  is  to  learn  and  manufacture  and  sell 
price  levels  are  very  much  exacerbated  by  against  a stiff  currency  and  then  in  the  end 

the  pound  because  that  benefits  the  we  will  be  better  for  it.  We  decided  to  look 

importer  very  nicely.  This  makes  it  all  the  very  carefully  at  the  Deutschmark  in  the 
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early  70s  when  that  was  a very  strong  cur- 
rency and  was  some  10  per  cent  overvalued. 
We  looked  at  the  yen  a couple  of  years  ago 
at  some  20  per  cent  overvalued.  Now  look 
where  the  pound  is  today  at  the  right  hand 
extreme. 

1547.  What  is  there  magic  about  March 
1973  that  makes  you  take  that  as  the  norm 
for  comparing  currencies? 

(Mr  Sambrook.)  That  is  when  we  started 
the  exercise. 

1548.  It  is  on  no  other  basis  than  that? 

(Mr  Sambrook.)  No.  That  is  when  the 

Morgan  Guaranty  exercise  started1. 

(Sir  Charles  Villiers.)  It  does  of  course 
have  a bit  of  a run  at  the  oil  price  like  at  the 
end  of  1973.  It  could  be  justified  on  that 
basis  but  it  is  Morgan  Guaranty  and  not  us. 

1549.  But  if  you  use  a table  produced 
by  somebody  else  to  announce  that  the  yen 
is  10  per  cent  undervalued  it  is  not  an  ade- 
quate answer  to  say  that  it  was  provided  by 
Morgan  Guaranty.  You  have  to  justify  why, 
in  your  view,  taking  March  1973  as  a base 
figure  entitles  you  to  take  the  view  that  a 
departure  from  that  of  10  per  cent  repre- 
sents a 10  per  cent  undervalue.  That  was 
my  question  and  I have  not  had  an  answer. 

(Mr  Sambrook.)  I cannot  answer  your 

3uestion  in  precisely  those  terms.  However, 
re  relativities  of  the  positions  are  relevant 
anyway. 

(Sir  Charles  Villiers.)  Nobody  would 
deny  that  the  yen  has  been  weak  and  the 
pound  has  been  strong. 

(Chairman.)  We  shall  come  back  to  the 
question  of  sterling  values.  May  we  turn 
our  mind  to  exports  for  the  moment? 

Mr  Foster 

1550.  Can  you  tell  us  the  average  value 
in  pounds  per  ton  of  BSC’s  exports?  How 
does  this  relate  to  the  average  value  of  UK 
imports  of  steel? 

(Mr  Sambrook.)  Yes.  The  figures  that  I 
can  best  produce  read  like  this.  In  1979  the 
average  value  of  steel  exports  as  recorded 
by  Customs  was  about  £244  per  ton.  The 


'Footnote  by  witness : Morgan  Guaranty  selected  March 
1973  because  it  followed  shortly  after  the  second  formal 
devaluation  of  the  US  dollar  and.  at  that  time  govern- 
ments considered  that  the  relationship  of  their  own 
currencies  to  the  dollar  (and  hence  to  other  currencies) 
were  broadly  acceptable  in  the  light  of  the  then  pre- 
vailing conditions.  This  period  also  marked  the  begin- 
ning of  generalised  floating  of  currencies  and  pre-dated 
the  onset  of  rapid  world-wide  inflation. 
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average  value  in  that  same  year  of  steel 
imports  from  the  same  source  is  about  £263 
per  ton. 

Mr  Mikardo 

155 1 . Is  the  difference  accounted  for  by 
the  fact  that  there  is  a higher  proportion  of 
special  steels  in  the  imports  than  in  the 
exports? 

(Mr  Sambrook.)  It  is  a combination  of 
two  things  and  that  is  certainly  one.  We 
have  heard,  for  example,  in  the  private 
sector  of  the  inroads  made  by  special  steels 
producers  in  taking  their  market  share. 
Equally  products  like  stainless  steel  sheets 
have  always  had  a very  high  import  com- 
ponent in  this  country  which  we  are  now 
trying  to  push  back  because  we  have  got 
the  proper  equipment.  Equally,  around  the 
world  where  we  are  all  trying  to  sell,  the 
average  price  levels  are  lower  for  any  given 
product. 

Mr  Foster 

1552.  Can  you  tell  us  how  much  foreign 
exchange  was  earned  by  BSC’s  exports  in 
1979-80? 

(Mr  Sambrook.)  In  that  year  the  revenue 
from  steel  exports  was  about  £1  billion. 

Mr  Carlisle 

1553.  Why  is  it  that  countries  like 
France  and  Germany  export  more  of  their 
share  of  steel  that  they  produce  even  though 
they  import  more  too?  What  is  it  that  makes 
them  different  in  that  respect? 

(Mr  Sambrook.)  I am  not  so  sure  that 
that  is  correct. 

1554.  I believe  that  was  what  was  stated 
in  your  paper?  They  both  import  and  export 
more. 

(Mr  Sambrook.)  It  depends. 

(Sir  Charles  Villiers.)  Germany  imports 
46  per  cent  of  its  steel  and  exports  more 
than  that.  They  have  a huge  continental 
trade  in  steel  which  has  been  going  on  for 
a very  long  time  and  in  which  the  UK  did 
not  particularly  participate  before. 

1555.  It  has  been  historically  on  the 
continent? 

(Sir  Charles  Villiers.)  Historically  on  the 
continent  there  has  been  a huge  interna- 
tional trade  in  steel. 

(Mr  Sambrook.)  If  you  take  extra-Com- 
munity  percentages  then  we  are  indeed  very 
similar. 

(Chairman.)  May  we  return  to  the  ques- 
tion of  protection  by  other  countries? 
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Mr  Kerr 

1556.  To  what  extent  are  the  declining 
prospects  for  exports  due  to  protective 
measures  taken  by  the  USA,  Japan  and 
other  major  producers? 

(Sir  Charles  Villiers.)  Indeed  very  seri- 
ous. The  United  States  market  has  been 
very  important  for  Britain  and  for  the  BSC. 
In  the  middle  of  this  decade  we  were  selling 
one  million  tons  of  steel  products  to  the 
USA  every  year.  For  various  reasons  the 
United  States  have  found  it  necessary  to 
import  very  large  tonnages  — up  to  nearly 
20  million  tons  in  the  year  before  last.  Now, 
with  the  declining  demand  for  steel  in  the 
United  States,  they  first  of  all  put  on  the 
trigger  price  which  limited  the  price  at 
which  you  could  sell  into  the  United  States. 
That  seemed  to  us  a perfectly  fair  arrange- 
ment and  not  dissimilar  from  the  Davignon 
arrangement.  That  maintained  until  a few 
weeks  ago  when  the  United  States  Steel 
Corporation  decided  — and  we  are  not  here 
to  question  their  decision — that  this  trigger 
was  not  giving  them  sufficient  protection 
and  that  they  must  put  anti-dumping  orders 
upon  almost  all  the  European  producers 
including  ourselves.  While  these  orders  arc 
effective  — and  ours  will  not  be  effective 
until  October  — it  will  be  very  difficult 
indeed  for  us  to  trade  with  the  United 
States.  This  is  immensely  damaging  to 
Europe.  Three  years  ago  and  last  year  also 
Europe  sent  five  million  tons  of  steel  to  the 
United  States.  This  year  it  is  possible  that 
that  will  come  right  down  and  that  the 
United  States  itself  will  be  an  exporter  of 
steel  into  our  market.  So  not  only  do  we 
have  the  frustrated  European  exports  to 
cope  with,  we  also  have  American  steel 
itself  to  cope  with.  This  is  an  extremely 
difficult  position  and  the  answer  to  your 
question  is  that  we  have  been  very  severely 
penalised. 


there  will  be  very  substantial  recoverv  » 
the  United  States  certainly  the  year  afti, 
next.  " 

1558.  Do  you  have  a great  deal  of  faith 
by  your  reference  to  the  steel  industry  cveh 

— I have  read  and  heard  about  this  before 

— as  compared  with  the  major  world  reca. 
sion  factors? 

(Sir  Charles  Villiers.)  You  will  remember 
how  very  severely  I was  caught  out  by  the 
steel  cycle  in  May  1977  when  I was  before 
your  Committee  and  we  did  feel  thai  the 
cycle  might  turn  upwards  at  the  end  of  1977 
as  it  had  done  so  often  before.  But  it  did 
not.  It  went  on  down.  It  has  kept  on  going 
down  in  this  very  very  serious  way  as  far  at 
the  United  Kingdom  is  concerned.  As  far 
as  the  United  States  are  concerned,  they 
have  not  yet  exhibited  the  same  deindustri- 
alisation problems  that  we  have  had  in  this 
country.  So  it  is  reasonable  to  assume  that 
in  the  United  States  at  any  rate  they  have 
not  got  the  discontinuity  which  we  have 
witnessed  here. 


1559.  Would  you  not  agree,  on  reflec- 
tion, that  the  downturn  in  British  prospects 
was  very  much  part  of  a world  phenomenon 
rather  than  a local  factor?  I do  think  that  it 
is  both.  There  certainly  is  a world  phenom- 
enon but  we  are  copping  it  worse  than  most. 

(Mr  Sambrook.)  Could  I just  ask  you  to 
look  at  Graph  2.  This  is  a measure  of  the 
problems  we  face  here.  There  everybody 
can  see  the  effect  of  the  energy  crisis  and 
the  way  in  which  manufacturing  industries 
— steel  users  — dipped.  The  problem  is 
that  from  a very  serious  dip  the  Americans 
have  roared  away  again  and  so  has  the  rest 
of  the  EEC.  We  are  still  left  in  a declining 
situation  and  that  is  very  important  for  BSC 
sales. 


1557.  To  what  extent  do  you  regard  the 
recession  in  American  steel  demand  to  be 
a temporary  phenomenon  and  to  what 
extent  do  you  think  it  is  going  to  commit  us 
for  say  five  years? 

(Sir  Charles  Villiers.)  I can  say  quite 
clearly  that  this  year  they  expect  demand 
not  to  be  100  million  tons,  which  has  been 
normal  for  the  last  two  or  three  years,  but 
80  million  tons.  This  is  an  enormous  drop. 
I do  not  think  that  they  are  looking  for  very 
much  of  an  upturn  in  the  coming  year.  But 
the  history  of  steel  in  the  United  States  has 
been  a very  steady  four  and  a half  to  five 
year  cycle.  I would  certainly  expect  that 


Mr  Mikardo 

1560.  You  described  to  us  the  protec- 
tive measures  in  the  United  States  and  ho* 
they  chunged  from  one  form  to  another. 
Do  you  think  the  Corporation  would  ben- 
efit if  something  like  some  such  measures 
were  applied  in  this  country? 

(Sir  Charles  Villiers.)  Within  the  Davig- 
non plan  we  have  already  got  some  sua 
measures  as  the  trigger  price  because  we 
have  quotas  for  imports  from  outside  the 
Common  Market  which  are  roughly  equiv- 
alent to  the  trigger  price.  Whether  we  could 
go  for  anti-dumping  outside  the  Common 
Market. . .?  I suppose  we  could  but  1 do  not 
think  it  would  be  very  effective  really.  Our 
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great  fear  would  be  that  there  would  be 
reciprocity  and  that  we  would  lose  the 
whole  of  our  exports  and  we  are  hoping  to 
export  three  to  three  and  a half  million  tons 
of  steel  products  this  year.  So  the  anti- 
dumping measures  which  have  been 
adopted  by  the  Americans  are  ones  that 
would  actually  benefit  us  immediately. 

1561.  1 will  come  back  to  the  reciproc- 
ities in  a moment.  You  are  quite  right,  in 
the  experience  we  have  had  from  witnesses 
we  have  heard,  anti-dumping  procedures 
are  slow  and  on  the  whole  very  seldom 
effective.  Do  you  envisage  the  possibility, 
outside  the  EEC  of  course,  of  some  sort  of 

cment  for  control  of  import 

(Sir  uwnes  Villiers.)  Well  we  have  got 
the  quotas  arranged  by  Davignon  which 
have  oeen  effective.  I have  to  say  that  the 
Japanese  steel  producers  who  are  extremely 
correct  in  every  way  have  in  fact  sent  to 
Europe  in  each  of  the  last  two  years  less 
steel  products  than  the  quota  arrangements 
entitle  them  to  do.  So  we  are  not  really 
suffering  from  that.  We  are  suffering  really 
front  a great  overcapacity  of  steelmaking 
within  Europe.  This  overcapacity  may  be 
as  much  as  30  million  tons  today  which  is 
very  heavy  indeed. 

Chairman 

1562.  How  long  is  the  Davignon  plan 
destined  to  last?  Is  it  envisaged  that  tnere 
will  be  another  round  in  two  years  or  three 
years  time? 

(Sir  Charles  Villiers.)  The  present  round 
is  due  to  finish  at  the  end  of  1980  — this 
current  year  — when  Davignon  himself 
ceases  to  be  the  Industrial  Commissioner. 
We  will  then  have  a new  situation.  It  is 
important  to  say  at  this  moment  that  pro- 
vided all  the  steelmakers  in  Europe  will 
remain  within  the  system  of  Davignon  it  is 
likely  that  it  will  be  continued  to  the  benefit, 
I believe,  of  all  of  them.  But  if  it  were  to 
break  up  for  any  reason  — if  that  were  the 
situation  — it  might  not  be  renewed  and 
that  would  be  highly  damaging  for  BSC. 


quota  aiTang 
penetration? 


(Sir  Charles  Villiers.)  Can  I answer  that 
question  in  two  ways.  First,  there  is  nothing 
we  could  do  on  our  owrn  because  by  the 
anti-trust  arrangement  in  the  United  States 
if  we  were  to  talk  to  individual  companies 
wc  would  be  breaching  the  anti-trust  laws 
and  either  we  or  they  would  go  to  prison. 
As  far  as  the  government  to  government 
arrangements  are  concerned  we  have  had 
great  help  from  the  British  Embassy  with- 
out any  doubt  whatever,  where  they  could 
they  have  helped.  But  fundamentally  it  is 
a government  to  government  arrangement 
between  the  Commission  and  the  United 
States  Government,  as  you  have  said,  and 
all  the  evidence  I have  is  that  Commissioner 
Davignon  is  fighting  this  battle  very  hard 
and  very  skilfully.  But  he  is  up  against 
something  very  big  and  strong. 

(Mr  Sambrook J In  talking  to  our  own 
Government  before  they  discussed  the 
position  with  the  Commission  we  have  had 
a great  deal  of  help  from  the  Department 
of  Trade  and  from  the  Department  of 
Industry.  I think  that  should  be  acknow- 
ledged publicly. 


Mr  Foster 

1564.  How  quickly  was  the  United 
States  Government  able  to  react  to  a 
request  from  the  United  States  steel  indus- 
try for  anti-dumping  measures? 

( Sir  Charles  Villiers.)  Instantly.  It  was 
within  the  same  week  anyway  and  we  were 
all  really  surprised  at  how  rapidly  that  re- 
action took  place. 

Mr  Mikardo 

1565.  We  cannot  do  that  in  England 
can  we? 

(Mr  Sambrook.)  But  there  is  a straight- 
forward procedure  and  a timetable  for  that 
to  which  they  adhered. 

Mr  Emery 

1566.  In  your  memorandum  you  do 
point  out  that  over  the  past  three  years  the 
UK  has  been  a slight  net  exporter  of  steel 
to  Europe. 

(Mr  Sambrook.)  Not  to  Europe. 


Mr  Emery 

1563.  As  far  as  Europe  is  concerned 
and  the  American  situation,  are  you  satis- 
fied with  the  way  the  Commission  have 
carried  on  negotiations  for  all  of  us  with  the 
American  Government?  Would  you  have 
preferred  to  have  done  something  on  your 
own  rather  than  have  to  rely  on  the 
Commission’  . , . . . 
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(Chairman.)  It  is  in  paragraph  24. 

Mr  Emery 

1567.  Is  it  only  a net  exporter  overall? 
(Mr  Sambrook.)  Yes,  a net  exporter 

overall. 

1568.  Looking  at  the  importance  of  the 
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you  are  doing  all  you  ought  to  be  doing  in  Mr  Carlisle 

order  to  ensure  that  you  can  maximise  your  1571.  Would  you  not  agree  that  there 

export  market  in  the  EEC?  are  various  different  grants  to  each  of  the 

( sir  Charles  Villiers.)  No  Chairman  of  industries  in  Europe  and  we  would  in  away 

BSC  would  say  that  he  is  satisfied  that  compete  with  the  German  coking  coal 

everything  possible  is  being  done  because  subsidy  by.  for  example,  non-repayment 

you  can  never  be  certain  that  there  is  not  grants.  You  have  got  to  look  at  the  whole 

another  trick  to  be  taken  somewhere.  But  picture  before  you  can  come  to  a fair  eval- 

we  do  have  very  close  links  with  our  Euro-  uation  of  the  value  of  subsidies  to  each  of 

pean  agents  and  companies  and  I do  discuss  industries, 
this  with  the  Commercial  Managing  Direc-  (Sir  Charles  Villiers.)  It  is  extremely  dif- 
tor  very  very  regularly.  I think  he  should  hcult.  We  could  see  that  we  were  at  a dis- 

iust  talk  now.  I do  my  best  to  see  that  the  advantage  of  £10  to  £15  per  ton  and  we 

maximum  effort  is  made  but  we  are  under  have  recaptured  that  to  a great  extent  by 

certain  disabilities  which  indeed  are  set  out  the  importing  of  coal  mainly  from  Aus- 

in  paragraph  26.  tralia.  So  we  have  taken  action  to  offset 

that  particular  disadvantage.  But  we  get 
1569.  If  you  say  that,  it  will  take  me  far  into  other  areas  such  as  1 believe  you  were 
enough  for  the  moment.  I am  glad  that  you  referring  to,  especially  when  it  gets  into 

can  never  be  so  complacent  and  I accept  transport  costs,  where  we  have  not  com- 

that  willingly.  Can  I turn  to  the  problems  in  pletely  got  to  the  bottom  of  the  question, 
competition  about  the  subsidisation  factors  That  is  being  attacked  at  the  moment  tosce 
that  we  have  heard  so  much  about.  The  if  we  can  establish  precisely  what  the  pref- 
Government  subsidisation  in  different  crential  charges  are  which  are  given  to  coal 
areas;  by  Germany,  by  France,  by  Italy,  and  to  steel.  But  we  do  not  know  exactly 

This  was  made  great  play  of  during  the  what  they  are.  But  1 have  to  give  the  general 

strike  Are  you  able  to  tell  the  Committee  picture  which  is  that  financially  the  BSC  has 
what  the  BSC  estimate  that  the  Govern-  had  from  the  last  two  Governments  so  fat 
ment  assistance,  grant  or  subsidy,  — all  of  in  the  three-year  period  of  which  this  is  the 
the  extra  aid  that  is  given  to  your  competi-  last,  £2  biltion  free  of  interest.  This  is  sub- 
tors  — works  out  at,  in  your  judgment,  in  stantially  greater  than  any  other  steel  com- 
pounds per  ton  or  whatever  interpretation  pany  or  i ndeed  any  other  country  in  Europe 
you  may  use  in  working  this  out  as  a matter  has  received  in  respect  of  steel.  The  French 
of  cost  and  therefore  what  you  are  having  have  got  a financial  subsidy  only  in  the  last 
to  suffer?  two  years;  very  recently.  The  Germans 

(Sir  Charles  Villiers.)  The  immediate  one  have  had  a financial  subsidy  for  the  Hoesch 
to  deal  with  is  the  question  of  coking  coal,  works  only  in  this  year.  So  the  advantage 
The  only  country  that  we  know  that  receives  that  we  have  had  through  this  interest-free 

or  enjoys  a big  subsidy  is  Germany,  The  financing  is  very  substantially  in  advanceof 
German  steelmakers  buy  their  coking  coal  that  which  our  competitors  have  had. 
at  the  world  price  — when  there  is  a price 

they  buy  it  at  that  price.  The  German  coal-  Mr  Crowther 

mines  — Ruhrkohl  — are  then  subsidised  1572.  How  do  you  know  that  it  is  much 
by  their  region.  We  felt  under  very  great  more  than  any  other  if  you  have  not  actually 

disabilities  there  and  Mr  Scholey  and  I in  worked  out  how  much  the  other  are 

the  month  of  February  1979  took  the  deci-  getting? 

sion  that  we  must  import  a great  deal  more  (Sir  Charles  Villiers.)  No,  the  financial 
coal  at  the  international  price  rather  than  things  we  know  — what  grants,  and  what 

pay  the  higher  National  Coal  Board  price,  advantageous  rates  of  interest  and  so  on; 

w'e  took  that  decision  and  we  have  done  so  those  we  do  know.  What  we  have  not  got 

subsequently  and  we  are  now  importing  is  the  details  of  the  transport, 

more  than  half  our  coal,  thereby  making  a 

very  great  saving  in  price  and  cost.  (Mr  Crowther.)  That  could  be  very 

considerable. 


Mr  Kerr 

1570.  What  is  the  approximate  per  ton  Mr  Emery 

difference?  1573.  I did  pose  the  question  to  you  and 

(Sir  Charles  Villiers.)  There  are  various  I am  certain  that  it  is  because  of  the  way  we 

grades  of  coal  but  it  is  between  £10  and  £15  work  and  not  that  you  were  trying  to  avoid 
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benefit  of  subsidy  grant  and  other  interest, 
whether  it  is  by  writing  off  loses  in  Germany 
with  the  state  owned  steel  corporation  or 
by  low  interest  loans  in  France  or  low  div- 
idend requirements  in  France  — there  are 
3 whole  host  of  different  factors  which  mean 
different  industries  and  the  different  coun- 
tries are  being  given  aid  by  their  govern- 
ments? Have  you  — and  I am  certain  you 
must  have  attempted  at  least  — made  an 
assessment  of  what,  in  financial  terms,  your 
£2  billion  low  interest  rates  means  to  you 
and  what  all  these  other  things  mean  to  the 
Germans  so  that  in  your  own  mind  you  can 
say,  “Yes,  Germany  is  getting  state  aid  of 
£2  per  ton;  actually  we  get  state  aid  of  50p 
more  than  France".  Have  you  done  that 
sort  of  calculation  at  all? 

(Sir  Charles  ViUiers.)  Not  to  the  precision 
of  50p  which  you  mention.  What  we  have 
done  is  to  set  up,  through  the  Commission 
in  Brussels,  a study  to  find  out  what  these 
subsidies  are.  Countries  do  not  flash  them 
about  very  much  I must  tell  you.  They  are 
difficult  to  get  at  and  we  have  asked  the 
NEDC  to  help  us  in  making  a study  here  so 
as  to  really  get  at  them  on  a government  to 
government  basis  where  they  may  be  more 
lucky  than  we  have  been  ourselves. 

Mr  Mikardo 

1574.  To  find  out  what  they  are  and  to 
evaluate  them? 

(Sir  Charles  Villiers.)  The  evaluation  is 
the  problem  we  are  having.  That  is  the 
problem. 

1575.  Have  you  any  idea  how  long  this 
study  is  likely  to  take? 

(Sir  Charles  Villiers.)  It  is  in  hand.  It  is 
not  information  which  is  easily  and  imme- 
diately available. 

(Mr  Scholey .)  We  probably  could  offer 
the  Committee  something  in  writing  on  this . 
We  do  not  wish  to  create  the  impression 
that  we  do  not  address  ourselves  to  this 
because  we  do.  It  is  no  more  than  eighteen 
months  ago  that  we  were  under  pretty 
strenuous  attack  by  our  European  col- 
leagues for  being  one  of  the  most  state 
aided  steel  industries  in  Europe.  The  scene 
has  changed  somewhat  and  obviously  we 
do  look  very  sharply  at  it.  The  Chairman 
has  mentioned  certain  areas.  For  instance, 
a number  of  the  European  countries  have 
their  short-time  working  paid  for  them  by 
the  State.  We  pay  for  it  here. 

Chairman 

1576.  To  save  an  amount  of  public 
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statement  could  you  let  us  have  a confiden- 
tial  note  giving  us  a copy  of  the  information 
you  have  put  to  the  EEC  direct  — I hope 
also  to  our  own  Government  — so  we  can 
assess  the  position  in  that  way. 

(Sir  Charles  Villiers.)  Yes,  we  will  give 
you  a “state  of  play”  of  where  we  are  at 
the  moment1. 

(Chairman.)  Would  you  treat  it  with  a 
degree  of  urgency? 

(Mr  Kerr.)  Also  with  a degree  of  confi- 
dentiality. Do  not  be  afraid  of  saying  some- 
thing to  us. 

Mr  Crowther 

1577.  Is  it  then  the  case  that  you  do  not 
yet  know?  I am  very  confused  I must  admit. 
A little  while  ago  I said  to  you,  “How  can 
you  say  that  the  contribution  in  grant  sub- 
sidies and  all  the  lot  that  you  get  from  the 
Government  is  more  than  any  of  your  com- 
petitors get  from  theirs?"  And  you  said  that 
you  knew  the  figures  and  therefore  you 
knew  that  this  was  more.  Now  f gather  you 
do  not  know  the  figures.  So  again  I ask, 
how  can  you  say  you  are  gening  more  than 
your  competitors? 

(Sir  Charles  Villiers.)  We  know  the 
orders  of  magnitude  but  not  the  details 
within  them.  Coal  was  the  big  disadvantage 
and  until  we  decided  to  import  more  we 
reckoned  we  were  at  a total  disadvantage 
somewhere  in  the  order  of  £130  million  a 
year.  That  has  now  been  reduced  very 
greatly  by  the  imports.  When  we  get  into 
these  other  areas  they  are  much  smaller  but 
I quite  agree  with  you  that  we  need,  and 
indeed  are  trying  to  define  them. 

Mr  Kerr 

1578.  As  a matter  of  incidental  interest 
and  also  I suppose  reflecting  my  racial 
origins,  how  does  Australian  coal  cost  com- 
pare with  the  European  cost? 

(Sir  Charles  Villiers.)  Of  course  it  is  very 
very  much  cheaper,  very  very  good  I must 
say  too. 

Mr  Crowther 

1579.  You  said  in  reply  to  one  of  my 
colleagues  that  Germany  was  the  only 
country  in  which  there  was  a substantial 
subsidy  for  coking  coal.  Is  it  not  the  case 
that  such  a subsidy  — less  than  Germany 
but  still  substantial  — is  paid  in  France  and 
in  Belgium? 

(Sir  Charles  Villiers.)  Yes. 

Mr  Mikardo 

1580.  Do  not  the  Dutch  buy  some  of 
the  subsidised  German  coal  at  subsidised 
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[Mr  Mikardo  Cowd.] 
prices  as  well,? 

(Sir  Charles  Villiers.)  The  Dutch  can  buy 
coal  wherever  they  like  and  they  buy  at  the 
international  price. 

1581.  Well  do  they? 

(Sir  Charles  Villiers.)  Yes  and  they  arc 
free  and  to  do  so  and  so  if  they  choose  to 
buy  subsidised  German  coal  that  is  their 
affair  but  they  do  not  get  a special  advan- 
tage from  it. 


Mr  Crowther 

1582.  On  the  question  of  Government 
support,  if  we  look  at  the  Sector  Working 
Party  1980  report  on  page  8 the  report  says: 
“The  industry  recognises  that  a major 
responsibility  for  restoring  the  fortunes  of 
the  industry  lies  with  its  management  and 
employees  but  it  urges  the  government  to 
adopt  an  approach  as  regards  the  level , type 
and  duration  of  support  given  to  the  steel 
industry  which  is  no  less  favourable  than 
that  adopted  by  the  governments  of  coun- 
tries with  whom  it  has  to  compete,  espe- 
cially the  ECSC  countries.”  In  your  view 
has  the  Government  acted  on  that 
recommendation? 

(Sir  Charles  Villiers.)  Well  we  can  all 
have  views  on  that. 

(Mr  Sambrook.)  Since  I sit  on  that  work- 
ing party  1 had  better  say  a word  about  it. 
It  was  one  thing  where  we  felt  a generalised 
statement  like  that  was  appropriate.  We 
then  thought  it  appropriate  to  go  on  and 
instigate  further  work  and  that  is  the  work 
which  is  going  on  at  this  time  and  that  work 
will  certainly  be  put  in  the  hands  of 
Government. 

Mr  Maxwell-Hyslop 

1583 . In  terms  of  restructuring  that  you 
regard  the  European  steel  industry  as  being 
in  need  of,  what  action  do  you  think  the 
Coal  and  Steel  Community  ought  to  be 
taking  now  to  relate  capacity  in  Europe  — 
it  is  not  within  its  control  to  relate  capacity 
outside  Europe  — to  the  market  in  so  far 
as  it  can  be  projected? 

(Sir  Charles  Villiers.)  I would  make  two 
points.  The  first  is  that  there  is  surplus 
capacity  in  Europe  which  I believe  should 
be  taken  out  or  moth-balled  in  the  same 
way  that  we  have  done  in  this  country.  For 
example  when  the  Hoesch  open  hearths 
were  destroyed  and  taken  down  they  did 
get  a loan  from  the  German  Government 
to  be  rebuilt  to  half  the  capacity.  So  there 
is  a reduction  taking  place  there.  This 
should  continue  faster  in  the  other  countries 


of  Europe.  I believe  the  French  are  workit, 
very  hard  at  this.  The  Belgians  and  the 
Luxembourgers  have  done  a good  deal  I 
hesitate  perhaps  to  name  any  country  b™ 

I do  believe  there  is  great  scope  for  this 
Italy  as  well.  So  that  is  the  first  thing  that 
ought  to  be  done.  The  second  thing  is  that 
when  Davignon  makes  his  minimum  prices 
and  tonnages  they  should  be  universally 
observed  and  as  we  said  earlier  in  these 
proceedings  we  are  more  often  sinned 
against  there  than  sinning. 

Mr  Crowther 

1584.  I am  glad  the  question  of  com- 
petitiveness has  come  round  again  because 
I was  not  able  to  pursue  this  last  time.  We 
went  off  at  a tangent . Would  you  agree  that 
a substantial  contribution  to  your  costs  ami 
therefore  to  your  prices,  since  they  must 
reflect  the  costs,  is  made  by  investment 
decisions  which  now  with  the  benefit  of 
hindsight  appear  to  have  been  very  very  ill- 
advised  indeed? 

(Sir  Charles  Villiers.)  There  is  a figure 
which  has  been  quoted  that  £350  million 
has  been  invested  in  equipment  which  is 
not  being  fully  utilised  for  one  reason  or 
another.  As  a matter  of  fact  that  was  our 
figure  that  is  quoted  so  we  are  not  going  to 
run  away  from  it.  There  is  no  doubt  what- 
ever that  a much  more  optimistic  view  was 
taken  of  steel  prospects  in  1974-75  and  Mr 
Kerr's  Committee  found  me  inheriting  this 
and  talking  at  our  first  meeting  to  you  about 
capacity  of  28  million  tons  — you  may 
remember  that  figure.  Mr  Scholcy  was  sit- 
ting beside  me.  That  was  the  view  at  that 
time  and  which  I must  say  was  taken  by 
European  steelmakers,  Japanese  steelmak- 
ers, everybody,  that  there  was  a further 
expanding  market  in  steel.  In  fact,  aswt 
remember  so  well,  during  1977  and  1978 
the  market  fell  away  and  we  did  have  to 
reverse  our  procedures  and  we  cancelled 
the  doubling  of  Port  Talbot.  We  cancelled 
the  electric  arc  furnaces  at  Hunterston  and 
Hallside  and  so  on.  We  did  have  some 
cancellation  to  do.  I have  to  tell  you  that 
the  Japanese  have  taken  out  25  million  tons 
of  new  capacity  which  they  laid  down 
because  they,  like  ourselves,  followed  what 
we  believed  was  the  true  trend  but  which 
turned  out  not  to  be  effective.  So  there  is 
certainly  some  loss  which  results  from  the 
building  of  capacity  such  as  direct  reduction 
plant  and  so  on  which  has  not  been  used. 
We  are  bound  to  admit  to  that  but  we  were 
not  alone  in  this  and  we  decided  to  reverse 
engines  on  1 1 September  1977  to  go  onto  a 
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reduction  plan.  I later  asked  the  chairman 
of  the  Nippon  Steel  Corporation  when  he 
decided  to  do  that  and  he  said  he  did  that 
in  November  1977  so  we  were  in  fact  just 
ahead  of  him.  But  it  was  a terrible  time  and 
we  were  having  all  sorts  of  conversations 
with  you  at  that  time  and  I shall  not  forget 
it  in  a hurry.  I am  afraid  that  we  would 
perhaps  have  done  better  to  have  gone  into 
reverse  earlier  but  even  so  a great  deal  of 
the  equipment  had  in  fact  been  ordered 
some  time  before  and  I think  that  we  should 
not  have  saved  very  much  by  reversing 
engines  even  at  the  time  when  we  were 
talking  to  you  in  June  1977. 

1585.  Are  you  saying  then  that  since 
1977  you  have  not  committed  any  capital 
into  developments  which  you  arc  not  cer- 
tain of  being  able  to  use  in  the  future? 

(Sir  Charles  Villiers.)  Since  1977  our  main 
thrust  — and  I would  ask  Mr  Scholey  also 
to  speak  to  this  — has  been  towards  contin- 
uous casting.  We  have  tried  to  finish  Rav- 
enscraig  to  produce  the  very  best  possible 
steelmaking  and  that  includes  continuous 
casting.  We  have  finished  Redcar  and  that 
includes  continuous  casting.  We  have  set 
up  continuous  casting  for  Port  Talbot.  So 
it  is  fair  to  say  that  since  the  date  when  we 
decided  to  reverse  engines  we  have  gone 
for  quality  rather  than  quantity  and  indeed 
I said  that  before.  • 

1586.  What  about  the  case  of  the 
Bewsey  Road  Mills  in  Warrington  where  I 
understand  — tell  me  if  I am  wrong  — the 
board  has  told  the  Steel  Industry  Manage- 
ment Association,  which  is  opposed  to  this 
closure,  that  in  the  board’s  view  these  mills 
ought  to  have  been  closed  two  or  three 
years  ago.  Yet  I am  told  — tell  me  again  if 
I am  wrong  — that  within  this  period  of  two 
or  three  years  — the  time  since  when  you 
thought  they  should  have  been  closed  — 
you  have  spent  about  £1  million  on  various 
ancillary  developments  in  those  mills1? 

(Mr  Scholey.)  1 am  sorry  I did  not  quite 
hear  the  source? 

1587.  The  Steel  Industry  Management 
Association. 

(Mr  Scholey.)  I cannot  give  an  exact  fig- 
ure but  I am  unaware  that  we  spent  £1 
million.  I really  am.  I am  astonished  to  hear 
that. 

( Mr  Crowther.)  Well  those  are  the  figures 
I have  on  my  desk  at  the  moment. 
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Mr  Kerr 

1588.  Would  you  like  to  let  us  have  a 
reflective  note  on  that? 

(Mr  Scholey.)  Yes,  by  all  means.  Nobody 
can  claim  infallibility  in  this  field.  If  we  take 
1974,  a much  larger  sum  than  has  just  been 
mentioned  was  involved....  In  1974.  as  I 
said  to  the  Committee  earlier,  we  missed  a 
boom.  We  missed  a boom  because  we  were 
short  of  raw  material.  The  board  at  that 
time  spent  a lot  of  time  discussing  the  whole 
business  of  securing  our  raw  material  future 
in  iron  ore.  Fe  units,  coal  etc.  It  was  on  that 
basis  that  we  went  for  the  direct  reduction 
plants.  Eighteen  months  later  — you  hear 
what  Sir  Charles  has  said  — the  whole  thing 
is  in  reverse,  not  just  with  us  but  on  a broad 
front.  So  it  is  auite  true  that  one  never  gets 
everything  rignt  but  1 do  agree  with  what 
Sir  Charles  has  said,  that  since  we  went  into 
reverse  we  have  concentrated  on  quality 
investment  which  has  been  the  right  thing. 

Mr  Crowther 

1589.  When  were  the  direct  reduction 
plants  at  Hunterston  completed? 

( Sir  Charles  Villiers.)  Very  recently. 

1590.  1 thought  so.  Could  you  not  have 
stopped  in  1977  and  not  committed  any 
further  expenditure? 

(Sir  Charles  Villiers.)  1 have  to  tell  you 
that  the  direct  reduction  plant  was  well 
advanced  by  this  time.  The  whole  of  the 
foundations  were  there  and  the  purpose  of 
this  direct  reduction  plant  is  ot  course  to 
produce  Fe  which  is  suitable  for  the  whole 
of  steelmaking  throughout  the  Corporation 
and  in  the  private  sector  at  a low  price. 
Unfortunately  when  it  came  to  the  point 
the  scrap  price  had  fallen  so  far  that  it  was 
below  the  price  at  which  we  could  produce 
Fe  through  the  reduction  plant.  So  we  did 
not  actually  commission  them.  We  were  on 
the  point  of  doing  so  but  the  scrap  price 
dropped  out  of  the  sky  and  did  not  at  that 
time  make  it  necessary  or  desirable,  indeed 
profitable,  to  do  so.  That  could  come  back 
in  quite  well  in  the  future. 

1591 . Do  you  regard  this  basically  as  an 
insurance  policy  against  any  future  shortage 
of  scrap? 

(Mr  Scholey.)  That  was  the  object  at  the 
time.  At  this  moment  of  course  scrap  is 
freely  available. 

Mr  Maxwell-Hyslop 

1592.  But  it  was  an  insurance  for  your 
Ravenscraig  was  it  not? 

(Mr  Sambrook.)  No. 

(Mr  Scholey.)  No. 
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Chairman 

1593.  Before  we  go  into  detail  on  that 
...  we  are  here  to  find  answers  to  why  we 
do  not  sell  more  abroad  and  why  we  import 
so  much.  Is  there  anything  you  or  your 
colleagues  can  say  now  as  to  what  more,  if 
anything,  the  United  Kingdom  Govern- 
ment through  its  Ministries  can  do  to  help 
you? 

(Sir  Charles  Villiers.)  Indeed.  We  arc 
caught  in  the  most  frightful  nippers  which 
are  large  cost  inflation  in  this  country  com- 
bined with  a very  strongpound.  I am  always 
told  that  the  Germans  can  live  with  this  and 
did  live  with  this.  So  I asked  them.  They 
said,  “What  is  your  rate  of  inflation?"  I 
said,  "Nearly  20  per  cent".  They  said.  "It 
is  quite  impossible  then  to  live  with  a very 
strong  pound.  When  we  had  a strong 
Deutschmark  we  had  an  inflation  rate  of  2 
or  3 per  cent."  It  is  the  combination  of  20 
per  cent  inflation  with  a very  strong  pound 
which  has  caused  us  enormous  difficulties. 

I wrote  to  the  Chancellor  of  the  Exchequer 

— I happened  to  bring  the  letter  with  me 
because  I thought  you  might  want  to  know 
about  this.  I wrote  to  him  in  March  1979 

— 22  March. 

Mr  Mikardo 

1594.  1979? 

(Sir  Charles  Villiers.)  Yes,  1979.  It  must 
have  been  one  of  the  first  storm  signals  run 
up.  I said  that  I was  very  unhappy  about 
our  talk  because  the  heavy  end,  which  is 
where  we  belong  — most  of  them  are  our 
customers  — “have  lumbered  along  under 
the  increasing  penalty  of  a rising  exchange 
rate  which  was  none  of  their 
making.  . . . The  effect  of  our  oil  on  the 
exchange  rate  prevents  the  heavy  end 
responding  to  the  inflation  which  has 
already  occurred  and  suffocates  even  the 
possibility  of  a successful  counter-attack  on 
the  competition".  That  was  eighteen 
months  ago  and  it  has  got  worse  and  worse 
ever  since  then. 

Chairman 

1595.  Do  confide  in  us  the  answer  you 
got. 

(Sir  Charles  Villiers.)  1 should  love  to  do 
that.  Mr  Healey  does  say  that  ' intervention 
puts  at  risk  the  achievement  of  our  mone- 
tary targets".  It  is  not  marked  “Private  and 
Confidential". 

1596.  What  more  can  the  Government 
do  today  than  what  you  have  told  us? 

(Sir  Charles  Villiers.)  Along  with  all 
industrialists  I do  of  course  feel  that  the 


rate  of  inflation  is  the  prime  enemy  ana 
problem  that  we  have  and  that  all  efforts  to 
bring  them  down  are  obviously  greatly  to 
our  advantage.  But  it  does  seem  to  many  of 
us  that  the  rate  of  interest  is  exorbitantly 
high  and  is  having  the  effect  of  holding  the 
pound  right  up  at  2.30  dollars  to  the  pound 
and  that  if  that  were  able  to  be  brought 
down  that  would  equally  bring  down  the 
rate  of  exchange  and  would  give  us  some 
relief  there.  We  realise,  of  course,  that  we 
are  in  the  hands  of  very  large  and  very 
important  political  and  economic  forces1 
But  speaking  purely  for  the  British  Steel 
Corporation,  we  do  seek  relief  immensely 
from  this  juncture  of  the  high  inflation  and 
the  high  pound  which  are,  1 can  only  say, 
a killer. 


Mr  Crowther 

1597.  Could  I raise  one  further  point 
from  the  Sector  Working  Party  report.  On 
page  3 they  are  really  repeating  what  they 
said  the  previous  year  as  to  strategy  and 
one  of  the  things  that  is  said  is:  “New  appli- 
cations for  steel  will  need  to  be  developed 
and  marketed.”  Perhaps  you  could  tell  us 
what  progress  is  being  made  in  that 
direction? 

(Mr  Sambrook.)  Yes,  I can.  It  is  very 
important  that  we  divide  into  different 
product  areas.  If  you  get  into  the  more 
specialised  end  we  are  looking  all  the  time 
at  new  types  of  stainless  steel  for  the  atomic 
energy  industry,  for  heat  resistant  plate  and 
so  on.  We  are  quite  encouraged  with  the 
signs  there.  If  you  look  at  our  ordinary  mild 
steel  sheet  products,  we  have  got  one’of  the 
best  growth  products  of  all  in  coated  sheet 
taking  the  place  of  other  materials.  The 
growth  there,  even  in  this  depressed  cli- 
mate. is  looking  quite  successful.  In  long 
products  we  have  got  research  projects 
going  and  arrangements  with  customers  to 
develop  in  the  forging  industry  products  for 
the  motor  industry  and  so  on.  All  the  time 
we  are  trying  to  move  our  products  into 
areas  where  we  can  claim  special  markets, 
where  we  can  see  new  needs,  where  we  can 
replace  other  products  because  we  know 
that  alongside  that  either  our  competitors 
in  steel  or  other  materials  are  having  a go 
in  the  straightforward  areas  where  there 
have  been  traditional  steel  applications,  So 
I can  tell  you  that  even  in  these  very  difficult 
times  with  the  restricted  amount  of  money 
the  board  has  decided  still  to  allocate  a very 
considerable  sum  for  process  research  and 
for  product  research  so  that  we  try  to  keep 
ourselves  in  a very  competitive  stance. 
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Mr  Ken- 

1598.  Yes,  but  the  reference  you  make 
to  the  use  of  traditional  steels  — for  exam- 
ple motor  car  steel  to  put  it  in  layman's 
language  . . . there  have  been  widespread 
complaints  that  Fords  and  Leyland  and  one 
or  two  of  the  other  manufacturers  have 
been  very  much  shortchanging  the  industry 
in  terms  of  their  demand  locally  for  steel. 
What  on  earth  has  gone  wrong  when  we  are 
in  a situation  like  the  present  time  that  we 
can  allow  by  Government  policy  or  for 
whatever  other  reason,  this  sort  of  a switch 
in  terms  of  utilisation  of  British  steel  to 
other  foreign  sources?  Something  has  gone 
wildly  wrong  in  my  view? 

(Mr  Sambrook.)  In  the  case  of  BL  I do 
not  think  that  is  the  case  at  all. 


1599.  I will  stand  corrected,  if  so. 

(Mr  Sambrook.)  We  have  had  a very 
good  share  of  their  business.  As  far  as  the 
Ford  Motor  Company  is  concerned,  the 
position  is  quite  clear  to  us.  We  have  not 
met  the  performance  of  our  competitors  in 


some  sheet  applications.  1 am  quite  satisfied 
that  when  we  do  match  that  in  quality  and 
in  service,  we  can  get  more  business  from 
them.  So  it  is  up  to  us. 

(Mr  Scholey.)  Ford  particularly  are  set  in 
their  minds  on  a continuously  cast  slab  from 
which  the  sheet  coils  should  be  rolled.  Now 
we  have  continuous  casting  facilities  at  Rav- 
enscraig  but  it  is  really  the  development  at 
Port  Talbot  that  needs  to  be  completed  to 
meet  that  kind  of  requirement. 

(Chairman.)  That  brings  ourproceedings 
to  a close.  This  has  been  the  nrst  meeting 
of  the  new  Select  Committee  on  Industry 
and  Trade  that  has  taken  place  with  you. 
Sir  Charles.  It  looks  as  though  it  will  be  the 
only  one  we  shall  have  with  you  in  your 
present  capacity.  May  I therefore  thank  you 
very  much  indeed  for  your  attendance  at 
our  meeting  today,  for  the  evidence  which 
you  and  your  colleagues  have  so  clearly 
given  to  us  and  may  I also,  on  behalf  of 
every  Member  of  the  Committee  extend 
our  good  wishes  to  you  personally  for  the 
many  years  ahead.  Thank  you  ail  very  much 
for  your  attendance. 


Prinlcd  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


448 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


25  June  1980] 


WEDNESDAY  25  JUNE  1980 


[Commuaj 
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Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 

Mr  Thomas  McNally 
Mr  Robin  Maxweli-Hyslop 
Mr  Ian  Mikardo 
Mr  Donald  Thompson 


Introductory  Paper  by  the  Scotch  Whisky  Association  concerning  Barriers  to  Trade 

(M84) 


1.  Introduction 

In  December  1978,  following  a request  from  the  National  Economic  Development 
Council,  a Report  on  Scotch  Whisky  was  published  by  the  Distilling  Sector  Workint 
Group  (DSWG)  of  the  Food  and  Drink  Economic  Development  Committee.  Since  man* 
of  the  matters  covered  by  the  DSWG  in  this  Report  are  relevant  to  this  subject,  a copy  of 
this  Report  is  attached  at  Appendix  A.1 


2.  Restrictions  and  Barriers  to  Trade 

It  will  be  seen  that  paragraph  1.14  to  paragraph  2.6  of  this  Report  includes  an  indication 
of  the  competitive  position  of  Scotch  Whisky  in  world  markets,  and  also  the  value  of 
Scotch  Whisky  to  tne  United  Kingdom's  balance  of  payments.  (The  Report  shows  the 
value  of  Scotch  Whisky  exports  in  1977  to  be  some  £513  million.  In  1979,  this  figure 
increased  to  £707  million. 1 However,  in  paragraph  2.7  the  DSWG  observes  that  the 
Industry's  sales  could  be  substantially  increased  — with  a consequent  increase  in  overseas 
earnings  — if  the  large  number  of  restrictions  and  barriers  faced  by  Scotch  Whisky  in 
overseas  markets  were  reduced.  At  the  time  of  the  DSWG  Report,  there  were  some  350 
recorded  cases  of  restrictions  or  other  overseas  Governmental  measures  which  amounted 
effectively  to  barriers  to  trade  (see  Table  4 under  paragraph  2.8).  However,  against  a 
background  of  a depressed  world  economic  situation,  this  figure  has  now  increased  to 
some  445  recorded  cases  and  an  up-dated  Table  4 is  attached  to  Appendix  B.  (At  this 
stage,  it  is  not  proposed  to  submit  to  the  Committee  each  of  the  restrictions  and  banieis 
to  trade  in  any  substantial  detail.  However,  the  Association  is  currently  up-dating  its 
comprehensive  review  which  lists  the  nature  and  effects  of  the  various  restrictions  and 
bamers  to  trade.  This  review  can  be  made  available  to  the  Committee  at  a later  date  if 
required.) 

The  escalation  of  these  many  barriers  is  of  great  concern  to  the  Industry,  particularly 
as  the  recently  concluded  GATT  Multilateral  Trade  Negotiations  (MTNs)  were  expected 
to  prevent  the  proliferation  of  further  restrictions  to  trade.  Many  of  the  existing  hade 
barriers  were,  of  course,  raised  by  the  Association  within  the  context  of  these  negotiations, 
but  with  the  significant  exception  of  the  abolition  of  the  US  Wine  Gallon  method  of  tax 
assessment  ana  associated  tariff  reductions,  both  effective  1st  January  1980,  the  outcome 
has  been  something  of  a disappointment  as  far  as  improved  trading  conditions  overseas 
for  Scotch  Whisky  are  concerned.  Despite  considerable  efforts  by  the  EEC  Commission, 
the  British  Government  and  the  Association,  the  great  majority  of  barriers  persist  in 
overseas  markets,  and  have  now  indeed  proliferated.  Accordingly,  as  the  DSWG  recog- 
nised in  paragraph  2.9  of  the  Report,  there  is  now  a need  for  a strong  and  vigorous  follow- 
up, by  the  Industry,  by  Government,  and  by  the  EEC  Commission,  not  only  in  regard  to 
barriers  in  those  countries  which  participated  in  the  GATT  MTNs,  but  also  in  regard  to 
the  barriers  remaining  in  the  non-participating  countries,  namely  the  EFTA  countries, 
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the  developing  countries,  and  the  three  prospective  EEC  Member  States.  Moreover,  the 
Association  considers  that  unless  overcome,  these  damaging  and  very  often  discriminatory 
barriers,  many  of  which  are  substantial  in  their  effects,  will  continue  to  inhibit  real  growtn 
of  Scotch  Whisky  exports  in  volume  terms,  with  a consequent  detrimental  effect  on 
foreign  exchange  earnings. 


The  nature  of  virtually  all  of  these  barriers  is  such  that  the  Industry  by  itself  cannot 
solve  them  and  thus,  the  Association  continues  to  keep  them  to  the  forefront  with 
Government,  principally  with  its  sponsoring  Ministry,  the  Ministry  of  Agriculture,  and 
also  with  the  Department  of  Trade.  On  the  whole,  co-operation  and  liaison  with  these 
Government  departments  has  greatly  improved  in  recent  years.  This  is  particularly  so  in 
regard  to  the  Ministry  of  Agriculture  where  there  are  clear  signs  that  the  Ministry  has 
made  great  efforts  to  understand  the  Industry’s  many  problems  and,  more  often  than  not 
nowadays,  its  response  is  of  a positive  nature.  However,  it  cannot  always  be  said  that  the 
same  sort  of  understanding  and  response  emanates  from  some  other  Government  depart- 
ments. It  is  the  Association’s  view  tnat  if  a much  more  aggressive,  positive  and  purposeful 
trade  policy,  based  on  an  altogether  better  understanding  of  the  problems  of  the  Industry 
as  a whole,  were  to  be  adopted  by  the  Government,  much  more  meaningful  progress 
would  be  achieved  towards  reducing  the  plethora  of  damaging  barriers  which  remain. 

The  Association  of  course  entirely  appreciates  the  complexity  of  international  trade 
negotiations  and  also  recognises  that  Government,  in  its  trade  policy,  may  often  be 
endeavouring  to  maintain  a broad  balance  of  UK  trading  interests.  Nevertheless,  the 
Association  considers  that  some  form  of  Government  reappraisal  leading  to  a more 
purposeful,  and  where  appropriate  retaliatory,  trade  policy  to  protect  British  export 
interests  is  long  overdue.  Regrettably,  there  are  still  no  clear  signs  that  the  need  for 
positive  and  effective  effort  is  recognised. 

Before  leaving  the  matter  of  Government  support,  the  Association  considers  that  there 
are  certain  fundamental  aspects  of  concern  to  many  British  export  industries  which  cannot 
be  overlooked.  The  Association  in  pursuing  its  responsibilities  for  the  affairs  of  a major 
export  Industry  comes  into  frequent  contact  with  many  overseas  Governments.  In  many 
cases  it  is  apparent  that  official  negotiators  of  foreign  Governments  possess,  or  appear  to 
possess,  a more  realistic  commercial  understanding  and  acumen  than  is  sometimes  the 
case  with  British  civil  servants  at  home  and  in  overseas  embassies.  In  particular,  the 
Association  has  found  that  French,  Japanese  and  US  negotiators  are  invariably  more  alert 
to  the  commercial  implications  of  an  issue  and  are  accordingly  more  tenacious,  or  appear 
to  be  more  tenacious,  in  their  endeavours  to  secure  or  protect  the  commercial  interests 
threatened.  Although  there  have  been  welcome  signs  in  recent  years  of  a more  commer- 
cially orientated  British  civil  service  much,  in  the  Association’s  view,  still  reauires  to  be 
done.  Real  improvement  in  this  direction  can  only  come  from  (1)  the  employment  of 
higher  calibre  personnel  in  Government  commercial  posts  at  home  and  in  British  embassies 
overseas,  and  (2)  by  altogether  closer  liaison  at  every  level  with  major  exporting  industries. 
In  this  latter  respect  the  Association  also  attaches  the  utmost  importance  to  Government 
departments  not  only  pursuing  export  industries’  problems  on  an  on-going  basis,  but  also 
keeping  the  industries  themselves  properly  and  timeously  informed  of  the  action  being 
taken  to  try  and  resolve  the  problems. 

3.  Parallel  Trading 

One  particular  aspect  of  concern  to  the  Industry  is  the  problem  of  “parallel  trading” 
and  the  severe  damage  it  causes  to  the  Industry’s  export  earnings  as  well  as  the  threat  it 
poses  to  the  Industry’s  established  and  proven  system  of  distribution  in  overseas  markets. 
Although  this  is  covered  in  detail  in  paragraphs  3.10  to  3.22  of  the  DSWG  Report,  it  must 
be  stressed  that,  unless  something  can  be  done  to  control  and  prevent  its  spread  in 
overseas  markets,  such  trading  poses  a very  real  threat  to  the  continued  export  success  of 
Scotch  Whisky. 

The  Association  is  currently  in  consultation  with  its  sponsoring  Ministry  on  this  whole 
matter  and  there  are  encouraging  signs  that  the  long-term  threat  posed  by  this  form  of 
trading,  is  b^g^^  tp  ^ pip^fSitpwl, vSSBfWWuMi.flPB, flf Jllif  PrinciPal 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


450 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


25  June  1 980 ] [Continued 


members  is  currently  involved  in  a case  relating  to  this  matter  before  the  EEC  Counnf 
Justice,  the  Committee  will  understand  that  the  Association  is  unable  to  say  anythin, 
further  at  this  stage.  * 

4.  Deferment  for  the  Payment  of  Duty  and  Production  Refunds! Restitution  Payments 

There  are  two  other  major  aspects  of  concern  to  the  Industry,  which  have  a direct 

bearing  on  members’  ability  to  maximise  their  export  performance.  The  first  concerns  the 
failure  by  successive  Governments  to  grant  a period  of  deferment  for  the  payment  of 
excise  duty,  while  the  second  concerns  the  EEC  Council  of  Ministers'  failure  to  reach 
agreement  on  an  EEC  Alcohol  Regulation,  thus  denying  the  Industry  very  substantial 
sums  of  money  in  the  form  of  production  refunds/restitution  payments. 

In  regard  to  the  former,  with  the  current  punitive  interest  rates,  the  cost  of  borrow™ 
money  to  finance  immediate  duty  payments  is  already  enormously  high  and  accordingly 
has  a seriously  inhibiting  effect  on  the  funds  available  to  companies  to:  K 

(1)  finance  stocks  for  the  future 

(2)  counteract  increased  production  costs  and 

(3)  finance  their  activities,  particularly  their  export  endeavours. 

The  Industry's  case  is  already  well  established  with  the  Treasury  and  talks  with  HM 
Customs  and  Excise  have  shown  that  there  are  no  practical  problems  about  implement™ 
a scheme  for  duty  deferment  when  granted.  This  whole  matter  is  covered  in  paragraph.! 
4.8  to  4.9  of  the  DSWG  Report.  Regrettably,  despite  the  Group’s  recommendation  that 
duty  deferment  should  be  granted  at  the  earliest  opportunity,  there  still  appears  to  be  to 
sign  of  it  being  granted,  even  on  a phased-in  basis. 

Turning  to  the  problem  of  production  refunds/restitution  payments,  this  is  set  out  it 
detail  in  paragraphs  3.3  to  3.9  of  the  DSWG  Report.  Once  again,  despite  the  DSWG’s 
recommendation  that  the  UK  Government  should  continue  to  press  within  the  Community 
for  early  introduction  of  arrangements  for  the  payment  of  production  refunds/restitutions, 
and  for  payments  in  respect  of  past  trade,  no  arrangements  have  yet  been  introduced. 

The  substantial  sums  of  money  owed  to  the  Industry  as  a whole  up  to  the  end  of  1979 
from  Community  funds  in  respect  of  production  refunds/restitutions,  is  some  £42  to  £44 
million,  whereas  the  value  is  expected  to  be  some  £20  to  £22  million  a year  over  the  next 
few  years.  The  Association  is  concerned  that  this  matter  should  be  resolved  quickly,  as 
the  substantial  sums  of  money  owing  to  the  Industry  will  increase  to  such  an  extent  that 
Community  agreement  on  the  payments  outstanding  may  be  altogether  more  difficult  to 
obtain.  Furthermore,  this  failure  to  compensate  Scotch  Whisky  distillers  for  the  difference 
between  Community  and  world  prices  for  the  relevant  cereals  in  respect  of  that  proportion 
of  Scotch  Whisky  produced  from  Community-grown  cereals  and  exported  to  third  coun- 
tries, means  that  they  will  continue  to  be  disadvantaged  vis-d-vis  their  overseas  compctiton 
who  are  buying  cereals  at  world  prices  when  Scotch  Whisky  distillers  are  having  to  pay  the 
higher  Community  price. 

5.  Conclusion 

It  must  be  understood  that  the  Scotch  Whisky  Industry  has  never  sought,  and  is 
currently  not  seeking  preferential  treatment;  it  simply  requests  that  it  be  afforded  fair  anil 
equal  treatment  for  its  products  in  overseas  markets. 

The  Industry  believes  that  so  long  as  the  many  barriers  to  trade  continue  to  exist 
overseas,  the  potential  of  Scotch  Whisky  to  increase  its  volume  sales,  with  increased 
foreign  exchange  earnings  thereby  generated,  will  not  be  realised.  The  Industry  alone  and 
unaided  cannot  remove  these  barriers  by  itself;  it  badly  needs  the  stimulus  of  a significant 
number  of  successes  stemming  from  strong  Government  action.  This  would  not  only  give 
a much  needed  boost  to  morale  but,  more  importantly,  would  demonstrate  that  the  Bntish 
Government  recognises  the  Industry’s  contribution  to  the  nation’s  economy  and  is 
supporting  its  eudeavours  in  a wholehearted  and  purposeful  way 

ftion  Unit 
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[Continued 


This  Introductory  Paper  therefore  suggests  that  the  following  areas  require  special 
attention: 

(a)  Strong  and  vigorous  follow-up  to  the  recent  GATT  MTN's  by  Industry,  Government 
and  tne  EEC  Commission  in  regard  to  the  barriers  and  restrictions  to  trade  in 
overseas  markets; 

(b)  A more  aggressive  and  positive  approach  by  Government  to  these  barriers  and 
restrictions  to  trade  in  overseas  markets,  with  special  emphasis  on  the  need  to 
pursue  them  on  an  on-going  basis  and  keep  the  Industry  so  advised; 

(c)  The  continuing  need  for  the  closest  liaison  between  the  Industry  and  civil  servants 
at  every  level  in  the  departments  and  embassies  concerned,  in  order  that  the 
commercial  issues  involved  are  comprehensively  understood; 

(d)  The  Government  impressing  on  the  EEC  Commission  the  potential  long-term 
threat  posed  by  “parallel  trading”; 

(e)  The  Government  granting  to  the  Industry  a period  of  deferment  for  payment  of 
excise  duty; 

(f)  The  Government  continuing  to  press  within  the  Communin'  for  the  early  intro- 
duction of  arrangements  for  the  payments  of  production  remnds/restitutions  and 
for  payments  in  respect  of  past  trade. 

27  March  1980 
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Table  4 Summary  of  restrictions  on  Scotch  Whisky  exports 

Appendix  B 

Total  number 

Nature  of  barrier 

Type  of  barrier 

In  all  markets  Major  markets 
(190)  (12) 

Tariff 

Non- 

tariff 

Miscellaneous 

(mainly 

administrative) 

1 All  imports  of  Scotch 
Whisky  banned  by  law 

8 

0 

0 

8 

0 

2 Prohibition  on  certain 
imports  or  sales  of 
Scotch  Whisky 

24 

5 

0 

24 

0 

3 Imports  controlled  by 
state  monopolies 

46 

3 

0 

46 

0 

4 Quota  systems 

12 

1 

0 

12 

0 

5 Import  licence 
controls 

85 

6 

9 

29 

47 

6 Foreign  exchange 
controls 

36 

2 

2 

34 

0 

7 Credit  restrictions 

11 

1 

4 

7 

0 

8 Retail  price  controls 

4 

3 

0 

4 

0 

9 Duty  rates  which 
discriminate  against 
certain  products 

56 

35 

56 

0 

0 

10  Discriminatory  mark- 
ups 

1 

1 

0 

1 

0 

11  Fixing  of  minimum  cif 
values  for  duty 
purposes 

7 

4 

7 

0 

0 

12  Import  surcharge 

25 

1 

25 

0 

0 

13  Import  deposit 

22 

2 

0 

22 

0 

14  Prohibition  of,  or 
restriction  on 
advertising  of,  Scotch 
Whisky 

14 

5 

0 

14 

0 

15  Registration  of 
importers 

14 

2 

0 

0 

14 

16  Registration  of  brands 

19 

5 

8 

0 

11 

17  Additional 
certification 
concerning 
manufacturing 
processes 

32 

7 

0 

32 

0 

18  Serially  numbered 
strip  stamps 

5 

3 

3 

2 

0 

19  Customs  control 
stamps  or  state  seals 

15 

6 

6 

9 

0 

20  Date  coding  of  labels 

2 

1 

0 

2 

0 

21  Definition  of  whisky: 
establishing  of 
minimum  congeneric 
content 

4 

1 

0 

4 

0 

22  Legislation  requiring 
declaration  of  colour 
additives  to  be  shown 
on  label 

2 

1 

0 

2 

0 

Totals 

444 

95 

120 

252 

72 

Source:  SWA 
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Examination  of  witnesses 


COLONEL  H F O Bewsher,  Director  General  and  Secretary,  and  Mr  T W Jackson, 
Assistant  Secretary,  of  the  Scotch  Whisky  Association;  called  in  and  examined. 


Chairman 

1600.  May  I welcome  the  representa- 
tives of  the  Scotch  Whisky  Association, 
Colonel  Bewsher,  the  Director  General  and 
Secretary,  and  Mr  Jackson,  the  Assistant 
Secretary.  We  have  received  papers  from 
them  and  we  have  been  able  this  morning 
to  receive  the  up-to-date  statistical  report 
of  the  Scotch  Whisky  Association  for  the 
year  1979.  I think,  gentlemen,  you  know 
that  the  main  course  of  our  inquiries  at  the 
moment  is  to  inquire  why  this  country  does 
not  export  more  of  everything  and  why  wc 
import  so  much.  It  seems  to  me  that  it  is 
the  former  point  with  which  we  shall  be 
dealing  this  morning;  for  I know  of  no 
imports  of  Scotch  Whisky  into  this  country 
up  to  the  present  time.  Colonel  Bewsher, 
could  you  tell  us,  first  of  all,  precisely  wbat 
the  Scotch  Whisky  Association  represents? 
Is  it  representative  of  the  whole  of  the 
Scotch  Whisky  Industry;  and  have  you  100 
per  cent  membership  of  all  the  distillers? 

(Colonel  Bewsher.)  Mr  Chairman, 
gentlemen,  good  morning.  We  represent 
virtually  the  whole  Industry;  distillers, 
blenders,  bottlers,  brand  owners  and  most 
people  engaged  in  the  wholesale  trade  of 
Scotch  Whisky.  I suppose  it  would  be  fair 
to  claim  that  we  represent  something  like 
99  per  cent  of  everybody  engaged  in  the 
Scotch  Whisky  trade.  There  are,  one  has  to 
admit,  a few  companies,  invariably  small, 
who  are  not  members  of  our  Association. 

1601.  Do  all  the  members  of  the  Asso- 
ciation think  alike  upon  the  matters  that 
you  have  put  before  us  in  your  papers? 

(Colonel  Bewsher.)  We  believe  so.  I 
think  it  would  be  fair  to  say  that  we  believe 
it  to  be  generally  so.  Obviously,  some  hold 
stronger  views  on  certain  issues  than  others. 


Whisky  Association,  I see  that  in  1979  you 
claim  that  the  value  of  exports  of  Scotch 
Whisky  and  one  Northern  Irish  whisky  firm 
amounted  to  £707.41  million.  Would  you 
care  to  compare  that  figure  with  the  export 
performance  of  any  other  main  industry  in 
this  country?  How  do  yon  rank  in  the  roil 
of  exporters? 

(Colonel  Bewsher.)  I think  that  for  more 
than  a decade  now,  Scotch  Whisky  has  been 
among  the  top  net  export  earning  industries 
in  this  country.  In  recent  years,  we  believe, 
it  has  been  consistently  among  the  first  five. 
You  said  at  the  beginning  that  there  was  no 
import  aspect,  such  import  aspect  as  there 
is  is  very  small,  probably  less  than  10  per 
cent  of  our  raw  materials,  are  imported. 
Wc  import  some  raw  materials,  for  exam- 
ple, from  America  and  Canada  for  making 
Scotch  grain  whisky  but  the  import  element 
is  small.  That  is  why  I say  that  we  have  been 
in  recent  years  consistently  among  the  top 
net  export  earning  industries.  I think  that 
the  Department  of  Trade  should  be  able  to 
confirm  these  figures. 

1604.  I notice  from  that  same  Table  14 
on  page  11  that  you  have  been  steadily 
increasing  in  value  as  the  years  have  passed 
— certainly  within  the  last  10  years? 

(Colonel  Bewsher.)  That  is  so.  Volume 
sales  over  the  last  10  years  have  risen  from 
62  million  proof  gallons  to  101  million  proof 
gallons  and  the  earnings  from  £194  million 
to  £707  million.  However,  volume,  sales 
have  not  risen  by  as  much  as  we  in  the 
Industry  believe  they  could.  As  a result, 
increased  earnings  from  those  volume  sales 
tend  largely  to  reflect  increased  prices  born 
of  inflation.  Without  a real  increase  in  vol- 
ume sales  there  will  be  no  real  increase  in 
foreign  exchange  earnings. 


Mr  Maxwell-Hyslop  1605.  Putting  it  briefly,  I believe  that 

1602.  Does  that  unanimity  extend  to  your  volume  of  complaints  centre  around 

the  question  of  bulk  exports  of  malt?  the  inhibitions  there  are  in  various  countries 

(Colonel  Bewsher.)  No,  it  certainly  does  round  the  world  — I think  it  is  something 
not.  There  is  not  a consensus  within  the  like  190  countries  — who  put  up  a variety 
Industry  on  that  particular  issue.  of  barriers  to  your  expansion.  Or  is  it,  in 

fact,  the  diminution  of  the  thirst  of  the 
Chairman  people  in  all  those  countries? 

1603.  May  I just  get  in  perspective  the  (Colonel  Bewsher.)  It  is  difficult  to  say. 
value  of  your  exports.  From  the  statistical  These  barriers  are  erected  for  a whole 
report  for  the  year  ended  1979  of  the  Scotch  variety  of  reasons. 
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[Chairman  Contd.] 

1606.  We  shall  come  to  deal  with  those 


as  we  go  through? 

(Colonel  Bewsher.)  You  are  right  in  say- 
ing that  the  burden  of  our  case  is  that  these 
barriers  are  effectively  prohibiting  the 
potential  of  Scotch  Whisky  to  maximise  its 
foreign  exchange  earnings  — to  maximise 
its  export  performance.  Put  simply,  wc 
would  like  to  see  an  altogether  more  deter- 
mined effort  to  assist  a top  export  industry 
like  ours  to  overcome  those  barriers. 


implementing  the  challenging  recommen- 
dations which  that  tripartite  group  put 
forward. 


1607 .  Wc  will  go  through  them  in  detail 
shortly.  Could  you  tell  us,  first  of  all,  what 
were  the  circumstances  which  gave  rise  to 
the  Report  on  Scotch  Whisky  published  by 
the  Distilling  Sector  Working  Group  of  the 
Food  and  Drink  EDC?  We  each  have  a 
copy  of  this  document.  Perhaps  you  would 
care  to  tell  us  how  up  to  dale  it  is  and  how 
this  Report  came  about? 

(Colonel  Bewsher.)  You  will  probably 
remember  that  in  the  last  Administration 
there  were  a number  of  little  “Neddys” 
sponsored  by  the  National  Economic 
Development  Council.  One  of  those  was 
the  Food  and  Drink  Manufacturing  Eco- 
nomic Development  Committee.  That 
committee  was  looking  at  the  food  and 
drink  sector  which  covered  some  40  differ- 
ent activities.  The  NEDC  planned  to  survey 
a number  of  them  on  an  individual  sector 
working  party  basis.  The  resources  of  the 
National  Economic  Development  Office  at 
that  time  did  not  allow  for  more  than  four 
sectors  to  be  surveyed.  Accordingly,  the 
Food  and  Drink  Manufacturing  EDC 
selected  four  sectors  by  common  consent  to 
be  looked  at.  They  were  cocoa,  chocolate 
and  sugar  confectionery;  fruit  and  vegeta- 
ble products;  oils  and  fats  and  margarine; 
and  spirit  distilling  and  compounding.  They 
decided  to  look  at  the  spirit  distilling  ana 
compounding  sector  in  two  parts:  nrstly. 


1608.  May  we  turn  our  minds  to  the 
nature  and  effects  of  trading  barriers.  We 
take  it  from  your  submission  that  barriers 
to  trade  are  now  increasing.  Is  the  recent 
increase  a reversal  of  past  trends,  an  accel- 
eration of  past  trends,  a continuation  of 
past  trends,  or  what  is  it? 

( Colonel  Bewsher.)  There  is  no  doubt 
that  the  depressed  world  trading  conditions 
stemming  from  substantial  increases  in  the 
price  of  oil,  spiralling  inflation,  balance  of 
payments  problems  in  overseas  countries, 
have  all  led  to  difficulties  in  overseas  mar- 
kets; and  these,  in  turn,  have  led  to  the 
erection  of  fences  and  barriers  against  prod- 
ucts like  ours  which,  I suppose,  to  many  of 
the  under-developed  or  developing  coun. 
tries  are  luxury  products.  For  example,  our 
records  show  that  in  1975  we  knew  of  some 
57  barriers;  in  1976,  125  and  similarly  in 
1977.  But  in  1978/79,  they  jumped  up  to 
347  and  444.  To  put  that  into  perspective, 
I think  it  is  only  fair  to  point  out  to  the 
Committee  that  we  ourselves  in  the  Asso- 
ciation improved  our  own  internal  organi- 
sation and  have  been  much  more  vigilant  in 
our  own  studying  of  and  alertness  to  these 
barriers.  As  the  Association’s  resources 
have  increased,  we  have  activated  to  a 
greater  degree  the  communication  network 
that  exists  between  our  member-companies 
and  their  distributors  and  importers. 


1609.  Can  you  tell  us  what  is  your  esti- 
mate of  cost  to  your  Industry  of  these  bar- 
riers in  the  last  year? 

(Colonel  Bewsher.)  It  is  a very  difficult 
question.  Chairman. 


1610.  Is  it  impossible  to  assess? 
(Colonel  Bewsher.)  Perhaps  I can  indi- 


Scotch  Whisky,  and  secondly*  other  spirits  catc  the  problems  in  some  of  the  markets. 


and  compounds.  So  a Distilling  Sector 
Working  Group  was  set  up  in  the  summer 
of  1977  and  it  started  its  work  in  September 
of  that  year  and  completed  it  in  December 
1978.  And,  as  you  say,  we  have  already 
circulated  to  you  its  report.  Obviously, 
many  of  the  figures  in  that  report  were 
accurate  and  up  to  date  as  at  the  winter  of 
1978;  but  things  go  on.  Certainly,  the  rec- 
ommendations stand.  There  has  been  an 
increase,  as  we  pointed  out  to  you,  in  some 
of  the  barriers  overseas  that  we  have  to  face 


This  might,  in  part,  answer  that  question. 
I find  it  difficult  to  give  you  an  overall 
answer.  For  example,  in  Italy,  one  of  the 
problems  that  we  face  is  the  discriminatory 
value  added  tax  on  Scotch  Whisky  which 
was  put  on  in  1974.  That  resulted  in  Italy 
no  longer  being  Scotch  Whisky’s  third  larg- 
est world  export  market  and  the  EEC’s  best 
market.  Sales  of  Scotch  Whisky  the  follow- 
ing year  dropped  by  36  per  cent  in  volume 
and  over  the  five-year  period  1974  to  1979 
volume  sales  to  Italy  only  increased  by  11 


but,  broadly,  that  report  stands.  It  has  the  per  cent  as  against  a world-wide  industry 
unanimous  support  of  the  Association  and  increase  of  15  per  cent.  In  Australia,  meas- 
we  would  like  to  see  the  Government  ures  taken  by  the  Australian  Government 
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in  1977  to  protect  Australian  domestic 
whiskv  and  the  production  of  Australian 
brandy  and,  later,  in  August  1978,  substan- 
tially increased  duties  on  spirits  in  a discrim- 
inatory way  — that  is , imported  spirits  were 
suffering  much  heavier  taxes  — volume 
sales  of  Scotch  Whisky  to  Australia  in  the 
five-year  period  between  1974  and  1979 
decreased  by  14  per  cent  when,  as  I say,  the 
Industry's  world-wide  increase  over  the 
same  five  years  was  some  1 5 per  cent.  Those 
are  two  examples. 

1611.  Has  that  increase  come  to  stay? 

(Colonel  Bewsher.)  We  hope  not. 

1612.  Can  you  quantify  that  in  pounds 
sterling?  If  you  cannot  do  it  now,  then  — 

(Colonel  Bewsher.)  We  might  be  able 
to.1 

1613.  I see  on  page  12  of  the  statistical 
book  — ? 

(Colonel  Bewsher.)  For  example,  last 
year  the  value  of  exports  to  Australia  fell 
by  30  per  cent  from  f 15.6  million  to  £10.9 
million. 

(Mr  Mikardo.)  May  I ask  a question  on 
that?  Perhaps,  before  doing  so,  I ought  to 
declare,  in  accordance  with  the  conventions 
of  the  House,  an  interest  in  that  I am  a 
significant  consumer  of  the  products  of  this 
Industry. 

(Chairman.)  You  embarrass  us  all,  Mr 
Mikardo,  that  none  of  us  so  far  has  declared 
our  interest. 

Mr  Mikardo 

1614.  May  I ask  whether,  to  your 
knowledge,  there  are  any  barriers  the  other 
way?  Does  the  United  Kingdom  impose 
any  barriers  on  the  import  of  any  alcoholic 
products? 

(Colonel  Bewsher.)  No,  not  to  our 
knowledge. 

Mr  Maxwell-IIyslop 

1615.  On  the  subject  of  whisky,  to  what 
extent  is  the  evidence  that  you  are  giving  us 
today  applicable  as  well  to  grain  neutral 
spirit  which  ends  up  in  a gin  bottle  flavoured 
with  juniper  rather  than  as  a non-malt 
whisky,  as  a grain  whisky? 

(Colonel  Bewsher.)  While  I cannot  talk 
authoritatively  for  the  gin  and  vodka  pro- 
ducers of  this  country  and  it  would  be  quite 
incorrect  for  me  to  do  so,  we  believe  that 
many  of  these  barriers  to  trade  affect  the 
gin  industry  and  other  domestic  spirit  indus- 
tries in  this  country. 

•See  p.  474. 


1616.  Do  they  have  their  own  trade 
association  in  parallel  with  yours? 

(Colonel  Bewsher.)  Yes,  they  do:  the  Gin 
Rectifiers  and  Distillers  Association  and  the 
Vodka  Trade  Association. 

Mr  Crowther 

1617.  Would  you  agree  with  me  that 
the  very  fact  that  this  remarkable  array  of 
barriers  is  erected  in  so  many  different 
countries  is  a tribute  to  the  quality  of  your 
product?  It  is  clear  that,  for  various  reasons, 
governments  in  other  countries  find  it  nec- 
essary to  suppress  a demand  for  Scotch 
Whisky  which  clearly  exists. 

(Colonel  Bewsher.)  We  would  not  quar- 
rel with  that;  we  recognise  that. 

Mr  McNally 

1618.  I see  that  five  of  your  major  mar- 
kets actually  prohibit  or  restrict  advertising. 
What  is  the  major  ground  for  that  kind  of 
restriction  on  advertising? 

(Colonel  Bewsher.)  I think  probably 
social  reasons. 

1619.  It  is  a health  — 

(Colonel  Bewsher.)  Not  in  every  case.  I 
think  they  do  in  some  cases  do  it  deliber- 
ately as  a means  of  protecting  their  own 
domestic  industry.  They  dress  it  up  — well 
sometimes,  for  social  reasons. 

1620.  Can  we  know  which  are  the  five 
major  markets?  Are  there  any  of  the  major 
markets  which  actually  bah  advertising? 
You  say  that  five  major  markets  either  pro- 
hibit or  restrict? 

(Colonel  Bewsher.)  France  is  one.1 

1621.  France  actually  bans? 

(Colonel  Bewsher.)  No.  France  restricts 

the  advertising  of  Scotch  Whisky.  The 
Scandinavian  countries,  Norway,  Fin- 
land— 

1622.  In  the  case  of  France,  the  restric- 
tion on  advertising  — is  that  in  compliance 
with  EEC  rules? 

(Colonel  Bewsher.)  No.  there  are  pro- 
ceedings in  the  European  Court  of  Justice, 
brought  by  the  EEC  Commission,  largely 
at  our  instigation , against  the  French  adver- 
tising laws.  The  present  law  which  makes  a 
distinction  between,  on  the  one  hand,  rum 
and  wine-based  spirits  and,  on  the  other, 
between  whisky,  gin  and  vodka,  was  first 
raised  by  the  Commission  with  the  French 
Government  in  1969.  Infraction  proceed- 
ings were  initiated  in  June  1976  and  the 
case  was  referred  to  the  Court  in  Luxem- 
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bourg  in  July  1978.  Oral  hearings  were  due 
to  be  heard  in  December  last  year  but  both 
sides,  the  Commission  and  the  French  Gov- 
ernment, were  granted  a six-month  post- 
ponement by  the  Court  as  amendments  to 
the  French  law  were  being  discussed  by 
both  parties.  On  21  May  this  year,  the 
French  Government  submitted  a revised 
advertising  law  to  the  French  Parliament. 
This  law,  which  is  only  in  draft  stage,  places 
all  spirituous  beverages  on  an  equal  footing 
but  only  allows  them  restricted  advertising 
whereas  products  such  as  wine  and  beer  are 
or  will  be  allowed  virtually  total  freedom. 
We  have  told  the  British  Government  that 
we  consider  that  that  proposed  law  still 
remains  discriminatory.  We  have  suggested 
that  the  French  authorities  should  be  per- 
suaded instead  to  permit  a voluntary  code 
of  advertising  of  alcoholic  beverages  as 
exists  in  the  United  Kingdom  and  certain 
other  Member  States.  In  the  meantime,  the 
oral  hearing  on  the  present  French  law  took 
place  in  the  EEC  Court  on  10  June  and  the 
Court’s  judgment  is  expected  later  this 
year.  That  is.  the  situation  on  the  French 
advertising  law. 


Mr  Foster 

1623.  You  spoke  earlier  of  the  barriers 
to  trade  in  developing  countries.  Could  you 
tell  us  whether  the  barriers  are  more 
important  in  developing  countries  or 
whether  they  are  more  important  in  the 
developed  world ; and  if  it  is  more  important 
in  the  developed  world,  which  part  of  the 
developed  world? 

(Colonel  Bewsher.)  May  I take,  first,  the 
developed  world?  Europe,  America,  Aus- 
tralia, New  Zealand,  Canada,  South  Africa 
and  Japan.  These  markets  of  course  are  all 
big  markets  for  Scotch  Whisky.  In  some  of 
them,  we  believe,  it  could  be  very  much 
bigger;  but  one  has  to  recognise  that  one's 
volume  sales  can  only  be  increased  by  a 
given  amount  in  those  markets,  the  devel- 
oped markets,  and  once  you  get  into  the 
market  and  penetrate  it,  one  has  to  recog- 
nise that  the  volume  sales,  with  all  effort, 
are  only  likely  to  increase  by  small  amounts. 
Those  are  very  important  markets  because 
they  are  the  major  foreign  exchange  earn- 
ing markets  for  the  Industry.  The  devel- 
oping and  under-developed  markets  are  the 
markets  of  the  future.  While  they  may  not 
be  big  at  the  moment,  their  potential  for 
development  is  something  that  we  recog- 
nise and  which  we  want  to  see  improved. 
Does  that  answer  your  point? 


roi-..  may  i lunow  tnat  up  by  askinp 
you  how  important  is  the  case  that  you 
quoted  about  Italy,  for  instance,  by  vdue 
or  volume? 


(Colonel  Bewsher.  j Very  important  Italy  > 
is  part  of  the  European  Community  and  the  ' 
European  Community  is  becoming  a very 
large  market  indeed  for  Scotch  Whisky  ’ 


Chairman 

1625.  May  I refer  generally  to  the  sub- 
ject matter  of  GATT,  the  General  Agree- 
ment on  Trade  and  Tariffs.  Did  the  Scotch  i 
Whisky  Industry  obtain  any  benefit  from 
the  last  Tokyo  Round,  as  it  is  described’ 
Were  any  measures  taken  to  remove  or 
reduce  tariff  and  non-tariff  barriers,  espe- 
cially  in  the  developing  countries  to  which 
we  have  been  referring? 

(Colonel  Bewsher. )The  major  benefit  to 
the  Scotch  Whisky  Industry  was  the 
removal  in  America  of  the  wine  gallon 
method  of  tax  assessment  which  discrimi- 
nated against  bottled  imports  in  favour  of 
bulk  imports.  At  the  same  time  the  United 
States  agreed  to  a tariff  reduction  of  60  per 
cent  on  bottled  and  bulk  Scotch  Whisky 
phased-in  over  a seven-year  period.  A sim- 
ilar reduction  was  agreed  by  the  Canadians. 
However,  there  was  no  agreement  reached 
on  the  major  non-tariff  issues  facing  our 
products  in  major  markets  such  as  Aus- 
tralia, Japan,  New  Zealand  and  South 
Africa.  But  there  may,  we  think,  conceiv- 
ably be  some  eventual  benefit  to  us  as  a 
result  of  the  Canadian  Provincial  Liquor 
Boards'  undertaking  on  the  discriminatory 
differential  in  the  mark-up  on  imported 
alcoholic  beverages;  although  we  are  still 
unclear  as  to  what  the  Canadian  Federal 
Government's  statement  of  intentions 
actually  means.  This  is  an  aspect  which  both 
ourselves,  the  Government  and  the  EEC 
Commission  are  pursuing  at  the  moment. 
The  agreements  signed  at  the  end  of  the 
trade  negotiations,  which  should  be  of  some 
benefit  to  us  in  the  future,  were  Codes  on, 
for  example,  Technical  Barriers  to  Trade, 
Government  Procurement,  Import  Licen- 
sing, Customs  Valuations,  Subsidies  and 
Countervailing  Measures  and  Standards. 
To  answer  the  second  part  of  your  question, 
there  were  certain  countries  which  did  not 
participate  in  the  GATT  MTNs.  The  Euro- 
pean Community  States  were  being  dealt 
with  on  a Community  basis;  the  EFTA 
countries  were  not  involved  in  the  GATT 
MTNs;  and  the  developing  countries  were 
not  involved  — so  that  we  were  unable  to 
achieve  some  of  the  objectives  (although 
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we  tried  to  do  so)  that  we  would  have  liked. 
That  is  why  the  Distilling  Sector  Working 
Group  in  its  report  recommended  (and  to 
be  realistic,  there  was  only  a limited 
achievement  possible  within  the  context  of 
the  GATT  MTNs)  that  there  should  be  a 
very  strong,  vigorous  follow  up,  not  only  in 
the  context  of  the  GATT  but  in  the  context 
of  those  countries  that  did  not  participate. 
But,  if  I may,  I should  like  to  place  on 
record  how  grateful  we,  as  an  Industry,  are 
to  our  own  sponsoring  Ministry  and  to  all 
others  in  our  Government  Departments 
who  worked  so  hard  to  get  the  elimination 
of  the  wine  gallon  tax  in  America.  We  feel, 
as  an  Industry,  that  there  will  probably  be 
no  immediate  benefit  from  that  but,  hope- 
filly,  there  will  be  some  benefit  in  years  to 
come.  One  has  to  say,  of  course,  that  it  has 
robably  come  a little  bit  late;  we  were 
opeful  of  getting  it  at  the  time  of  the 
Kennedy  Round.  It  has  to  be  recognised 
that  the  trade  in  bulk  blend  to  the  States 
has  been  established  over  some  25  years 
now;  and  it  will  take  time  for  there  to  be  a 
shift  in  emphasis. 

1626.  Your  exports  to  the  States  had, 
between  1977  and  1978,  increased  very  sig- 
nificantly. It  was  only  from  1978  to  1979 
that  they  came  down.  This  wine  gallon  tax 
was  in  operation  throughout  both  those 
periods.  How  did  you  manage  to  increase 
them  so  much  in  the  first  of  those  two  years? 

(Colonel  Bewsher.)  There  were  probably 
a number  of  reasons  for  this.  There  was 
increased  effort  on  the  part  of  the  Industry. 
Distributors  also  stocked  up  ahead  of  antic- 
ipated export  price  increases  by  the  Indus- 
try. They  also  stocked  up  ahead  of  antici- 
pated longshoreman  strikes  which  did  not 
eventuate  in  every  case. 

1627.  Roughly  what  percentage  of  the 
United  States  domestic  whisky  market  is 
held  by  Scotch  Whisky? 

(Colonel  Bewsher.)  I do  not  know,  but  I 
shall  find  that  out  for  you.  I cannot  give  it 
off-hand.1 

(Chairman.)  Let  us  now  look  at  the 
European  dimension. 

Mr  Maxwell-Hyslop 

1628.  How  (a)  quick  and  (b)  effective 
have  you  found  the  European  Commission 
to  be  in  dealing  with  legitimate  complaints 
of  discrimination  inside  the  EEC  against 
Scotch  Whisky? 


‘See  p.  474. 


(Colonel  Bewsher.)  We  find  the  EEC 
Commission  very  willing  to  see  us  and  very 
interested  in  what  we  have  to  tell  them.  We 
have  established,  by  design,  over  recent 
years  — as  soon  as  Britain  entered  the 
Community  — close  links  with  those  direc- 
torates most  immediately  concerned  with 
us:  for  example,  DG  VI,  the  Agriculture 
Directorate,  DG  I,  External  Relations 
Directorate,  DG  XV  and,  to  an  extent,  DG 
IV  — so  that  there  has  been  no  difficulty 
about  consultation  and  communication.  At 
the  same  time,  one  has  to  recognise  that 
Community  procedures  are  laborious  and 
they  take  time.  If  I could  go  back  to  the 
example  that  I used  previously,  that  of  VAT 
in  Italy.  It  is  only  this  March,  March  1980, 
that  the  case  came  before  the  European 
Court,  the  discrimination  having  been 
introduced  some  years  before  in  1972/74.2 
While  we  are  on  that,  we  would  like  to 
suggest  to  you  that  this  is  an  area  where  we 
believe  that  efforts  should  be  made  to  seek 
an  improvement.  The  Community  machin- 
ery for  trade  negotiations  is,  in  our  view, 
not  as  satisfactory  as  it  should  be.  Increas- 
ingly, the  Community  is  handling  Com- 
munity trading  problems  and,  of  course,  it 
is  right  and  proper  that  it  should  do  so;  but 
if  it  is  to  do  so,  it  must  do  so  effectively. 
Our  experience  has  shown  that  in  some 
instances  — not  ail,  one  has  to  admit  — 
problems  have  not  been  handled  with  the 
speed  or  the  efficiency  or  the  dispatch  which 
we  would  expect.  We  would  suggest  to  you 
that  you  should  direct  some  inquiries  in  this 
direction  and  examine  the  mechanics  for 
dealing  with  the  Commission  in  regard  to 
overseas  trade  matters. 

1629.  On  that  specific  reply,  could  you 
give  this  Committee  — in  writing,  not  ver- 
bally — a dated  programme  showing  the 
time  lapse  in  some  of  your  submissions  to 
the  Commission  before  action  was  taken? 
In  some  cases,  this  may  presumably  show 
the  Commission  asking  for  further  infor- 
mation; but,  as  we  are  concerned  in  seeing 
whether  there  is  avoidable  delay,  we  can 
only  do  this  by  looking  at  specific  instances. 
Can  that  be  done? 

(Colonel  Bewsher.)  No  problem.  We 
sh'all  be  very  happy  to  do  that. 

1630.  Going  on  to  two  specific  cases, 

2 Footnote  by  witness:  This  discriminatory  taxation 
has  not  yet  come  before  the  EEC  Court  of  Justice  but 
another  discriminatory  taxation  case  concerning  Italian 
“State  Seals”  was  condemned  by  the  Court  in  February 
this  year.  It  was  of  course  this  fatter  case  that  I meant 
to  refer  to  but  slipped  up  under  pressure  of  the  moment. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


458 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


25  June  1980 ] Colonel  H F O Bewsher  and  Mr  T W Jackson  [ Continued 


[Mr  Maxwell-Hyslop  Contd .} 
one  is  discriminatory  taxation  in  Denmark, 
concerning  which  there  has  been  action 
taken  tentatively  and  in  Eire,  can  you  bring 
us  up  to  date  in  the  case  of  both  Eire  and 
Denmark  on  the  position? 

(Colonel  Bewsher.)  As  you  know,  the 
Court  on  27th  February  this  year  con- 
demned four  countries  — France,  Italy, 
Denmark  and  Ireland  — for  various  differ- 
ing reasons.  To  date,  so  far  as  we  know,  no 
action  has  been  taken  by  the  condemned 
member  states  to  comply  with  any  of  the 
Court’s  judgments  — 

1631.  Five  months  after  the  judgments? 

( Colonel  Bewsher.)  Yes,  five  months 

after  the  judgments.  But  Denmark  had 
introduced  a further  discriminatory  system 
of  taxation  aimed  at  perpetuating  in 
another  way  what  it  did  before.  We  have 
been  active  with  the  British  Government 
and  with  the  EEC  Commission.  Commis- 
sioner Burke  has,  in  fact,  made  the  Com- 
mission’s views  known  to  Denmark;  but  the 
procedures  are  such  that  we  are  realistic 
enough  to  know  that  the  Commission  is 
unlikely  to  achieve  a speedy  resolution 
here.  The  Commission,  I think,  is  hoping 
that,  as  a result  of  these  Court  judgments, 
there  will  now  be  fresh  initiatives  on  the 
proposals  on  Harmonisation  of  Structures 
on  Excise  duties. 

Mr  Mikardo 

1632.  When  you  say  that  you  think  that 
he  Commission  is  not  very  effective  on 
.rade  policy,  is  it  because  you  think  they 
are  not  using  the  right  methods;  is  it  because 
you  would  like  to  see  some  methods 
changed;  or  is  it  merely  that  you  think  they 
dawdle  along  and  take  too  much  time  over 
things? 

(Colonel  Bewsher.)  1 would  not  like  to 
accuse  Commission  officials  — who  work 
very  hard  for  us  and  who  have  shown  great 
interest  in  our  problems  — of  either  inef- 
ficiency or  of  dawdling.  I think  that  the 
Community  procedures,  though,  are  not 
particularly  speedy.  I think  you  have  to 
appreciate  that  a lot  of  the  problems  that 
we  face  are  very  complex  matters  and  the 
room  for  manoeuvre  to  get  them  eliminated 
or  even  reduced  takes  time.  It  cannot  hap- 
pen overnight.  But  we  do  think,  as  I was 
saying  in  answer  to  Mr  Maxwell-Hyslop’s 
question,  that  a number  of  issues  that  we 
have  handled  recently  have  gone  off  at  what 
we  would  describe  as  half-cock  by  the  Com- 
mission , despite  the  fact  that  we  took  efforts 
to  brief  them  and  the  British  Government. 


The  machinery  seems  to  be  ponderous  and 
does  not  seem  to  work  in  quite  the  way  we 
would  expect.  As  a result,  either  the  prob- 
lem has  not  been  raised  — as  in  the  case  of 
our  submission  to  Mr  Haferkamp  when  he 
visited  Australia  and,  we  ultimately  discov- 
ered, New  Zealand,  although  we  were 
never  told  he  was  going  to  New  Zealand- 
and,  as  happened  recently,  when  the  Com- 
mission were  putting  a “Note  Verbale"  to 
the  Canadian  Federal  Government  about 
some  of  the  discriminatory  practices  in  Can- 
ada. We  were  not  satisfied  with  what  the 
Commission  did  in  either  of  those  cases.  I 
luck  those  two  examples  out  of  the  air 
ecause  they  come  immediately  to  mind 
but  there  have  been  others.  Equally,  one 
has  to  say  that  when  the  Commission’ han- 
dled the  wine  gallon  for  us,  it  did  so 
extremely  well.  When  it  handled  certain 
problems  in  Japan  for  us  in  conjunction 
with  the  CRE  Division  of  the  Department 
of  Trade  which  handled  Japan,  it  all  worked 
extremely  well.  Consultation  and  commu- 
nication were  very  good.  In  the  ultimate, 
John  Nott  himself  went  to  Japan  and  nego- 
tiated the  particular  problem  most  success- 
fully for  us  earlier  this  year.  Again,  we  are 
most  grateful  to  him  personally  and  to  his 
officials  in  that  Division  for  what  they  were 
able  to  do. 

Mr  Maxwell-Hyslop 

1633.  Is  it  the  situation  m Denmark 
that,  having  got  a judgment  in  your  favour 
on  the  old  legislation,  condemning  it  as 
discriminatory,  the  Danes,  by  merely 
changing  the  legislation  (although  it  is  still 
discriminatory)  put  you  in  the  position 
where  you  have  to  start  from  square  one 
again? 

(Colonel  Bewsher.)  The  Commission 
probably  has  to  start  from  square  one  again. 
We  have  told  our  members  that,  neverthe- 
less, if  their  importers  wish  now  to  take 
action  against  the  Danish  Government  as 
a result  of  the  EEC  Court’s  judgment,  and 
if  the  local  laws  and  legal  opinion  so  advises, 
they  should  go  ahead  and  take  that  action. 
For  example,  an  importer  in  France  could 
take  action  about  the  discriminatory  “droit 
de  fabrication ”,  if  he  gets  a legal  opinion 
that  the  national  courts  of  France  are  likely 
to  find  in  his  favour  against  the  background 
of  the  EEC  Court’s  judgment  that  what  the 
French  Government  was  doing  was  illegal. 
Some  of  our  members  are  looking  at  this  at 
the  present  time. 

1634.  Are  you,  in  effect,  the  sole  major 
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complainant  or  arc  there  other  EEC  mem- 
bers whose  spirit  industries  are  also 
engaged  in  complaining  to  the  Commission 
of  discriminatory  practices  which  harm 
them  within  the  EEC? 

(Colonel  Bewsher.)  We  are  the  major 
complainants  in  most  cases. 

Mr  Mikardo 

1635.  Would  you  say  that  the  Commis- 
sion might  be  stimulated  into  more  rapid 
and  effective  action  on  your  complaints,  if 
Her  Majesty’s  Government  imposed  a dis- 
criminatory tax  on  French  brandy,  if  we 
played  the  game  the  way  the  others  have 
played  it? 

(Colonel  Bewsher.)  We  as  an  Industry 
have  drawn  back  — have  hesitated,  I should 
say  — suggesting  that  the  British  Govern- 
ment should  do  that  sort  of  thing. 

1636.  I am  not  suggesting  that  you 
should  advocate  it.  Perhaps  it  would  be  an 
impertinent  question  if  I asked  you  to  say 
that.  What  I am  asking  for  is  your  guess  as 
to  what  would  happen  if  Her  Majesty’s 
Government  — with  or  without  your 
approval  or  urging  — imposed  a discrimi- 
natory tax  on  French  brandy?  Do  you  think 
that  somebody  would  start  then  to  look  a 
bit  more  sympathetically  at  the  complaints 
of  the  Scotch  Whisky  Association? 

(Colonel  Bewsher.)  I hesitate  to  say,  Yes, 
but  I am  bound  to  say  that  the  proposition 
you  put  forward  has  some  merit.  I think 
our  contention  would  be  that  we  know  that 
whenever  and  wherever  possible  the  British 
Government  makes  representations  on  our 
behalf,  but  they  appear  to  us  sometimes  to 
be  haphazard  ana  take  place  when  an 
opportunity  occurs  or  when  something  hap- 
pens rather  than  as  part  of  a predetermined , 
sustained  plan  of  campaign.  That  is  answer- 
ing your  question  obliquely,  Mr  Mikardo; 
but  1 will  come  to  it,  if  I may.  As  1 said 
earlier  international  trade  negotiations  now- 
adays are  a highly  complex  matter.  We 
know  that  our  own  Government  negotia- 
tors, and,  indeed,  the  Commission  negoti- 
ators, invariably  have  to  have  regard  to  the 
totality  of  British  or  Community  export 
interests  with  whatever  country  they  may 
be  negotiating.  As  far  as  we  as  an  Industry 
are  concerned,  despite  the  representations 
that  are  made,  it  is  a fact  tnat  the  great 
majority  of  these  barriers,  many  long- 
standing, persist  in  overseas  markets.  We 
recognise  that  it  is  probably  not  desirable 
for  Her  Majesty’s  Government  to  initiate 


trade  wars  or  confrontations  with  our  trad- 
ing partners;  but  we  have  for  some  years 
now  been  questioning  with  the  Government 
whether  representations  by  themselves  are 
of  any  value  if,  in  the  result,  the  damaging 
barriers,  the  discriminating  barriers, 
remain.  Our  contention,  put  siniply,  is  this, 
we  feel  that  some  form  of  Government 
reappraisal  is  now  long  overdue,  leading  to 
the  pursuit  of  a much  more  aggressive,  pur- 
poseful and,  where  appropriate  (and  only 
where  appropriate)  retaliatory  trade  poliev 
to  protect  the  interests  of  a major  British 
export  industry  like  our  own  in  overseas 
markets.  We  believe  that  we  are  not  alone 
in  expressing  that  view.  May  I add  a little 
about  this  aspect  of  representations, 
because  it  is  very  important.  I believe  it  will 
be  quite  wrong  if  this  Committee  were  to 
conclude  that  we  are  not  grateful  for  rep- 
resentations that  are  made  by  the  Govern- 
ment on  our  behalf.  On  the  contrary,  we 
have  always  been,  and  always  will  be,  grate- 
ful for  any  help  that  is  given  to  us  — as  we 
were,  as  I have  already  said,  over  the  stren- 
uous efforts  made  by  the  Department  of 
Trade  and  by  the  Commission  earlier  this 
year  to  resolve  the  liquor  tax  problems  in 
Japan.  That  is  one  of  our  largest  exports 
markets  — it  is  the  second-largest  export 
market  — and  the  Department  of  Trade 
department  concerned  with  it  has  remained 
very  closely  in  touch  with  us  and  is  very 
effective  in  pursuing  action.  It  would  also 
be  wrong  if  you  were  to  conclude  that  rep- 
resentations never  succeed.  Sometimes 
they  do;  but,  as  I have  tried  to  indicate, 
more  often  they  do  not.  Against  the  totality 
of  the  barriers  which  continue  to  exist  and 
persist  in  markets  overseas  (and  which, 
indeed,  are  on  the  increase)  we  must  inev- 
itably conclude  — as  we  believe  you  should 
conclude  — that,  in  many  cases,  repeated 
representations  by  themselves  do  not 
achieve  the  desired  result.  A greater  will- 
ingness to  take  stronger  action  is,  in  our 
view  as  an  Industry,  long  overdue.  Does 
that  answer  Mr  Mikardo’s  question?  If  the 
Government  decided  to  retaliate  in  order 
to  protect  our  interests  or  to  secure  the 
dropping  of  a barrier  elsewhere,  I think 
that  many  people  in  the  Industry  would 
welcome  that. 

Mr  Crowther 

1637.  Have  there  ever  been  any  exam- 
ples of  the  British  Government  becoming 
the  subject  of  complaint  by  other  countries 
— whether  in  the  EEC  or  not  — as  a result 
of  taking  any  kind  of  action  which  was  in 
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the  interests  of  the  Scotch  Whisky  Industry? 

(Colonel  Bewsher.)  Not  as  far  as  I know, 
except  perhaps  in  the  context  of  the  infrac- 
tion proceedings  which  took  place  in  the 
EEC  Court.  DG  XV  of  the  Commission 
felt,  I think,  to  show  that  it  was  even- 
handed,  that  it  should  bring  before  the 
Court  the  case  of  discriminatory  taxation  in 
the  UK  as  between  beer  and  wine;  and,  as 
you  know,  the  Court  did  not  rule  on  that  at 
the  same  time  as  the  other  cases  but  delayed 
it  until,  I think,  the  end  of  this  year.  When 
both  parties  concerned  will  be  required  to 
report  to  the  Court. 

Mr  McNally 

1638.  Your  response  to  Mr  Mikardo 
was  both  considered  and  weighty  and  yet, 
certainly,  there  is  an  undertone  there  of 
dissatisfaction  — probably  naming  them 
— about  the  behaviour  of  the  Foreign 
Office  and  the  Department  of  Trade  in 
some  of  their  approaches  to  trade  negotia- 
tions. Is  this  correct  and  is  it  something  that 
could  be  repaired  perhaps  by  direct  discus- 
sions between  you  and  those  Departments 
about  how  they  conduct  themselves  on  your 
behalf?  Is  it  a matter  of  personnel?  Is  it  a 
matter  of  general  approach  to  these  nego- 
tiations? Is  it  a different  national  tempera- 
ment — that  we  tend  to  be  perhaps  slightly 
more  gentlemanly  than  others?  There  is 
obviously  dissatisfaction;  because  that 
shows  through  in  both  your  written  evi- 
dence and  your  rather  weighted  statement 
to  Mr  Mikardo? 

(Colonel  Bewsher.)  I would  not  like  to 
make  overmuch  of  that.  I do  not  think  that 
that  is  our  purpose  today.  You  are  quite 
right  in  saying  that  you  detect  that  it  has 
been  our  strongly-held  view  — as,  indeed, 
it  has  in  the  Industry  — that  much  more 
could  and  should  be  done  by  the  Govern- 
ment to  support  Scotch  Whisky  overseas. 
There  has  been  a feeling  in  the  Industry  for 
some  years  that  Government  believes  that 
Scotch  Whisky  is  sufficiently  buoyant  not  to 
require  any  special  help  and  that,  unaided, 
it  will  continue  to  make  a major  contribu- 
tion to  this  country’s  export  earnings.  But, 
happily  — and  I should  like  to  leave  you  in 
no  doubt  about  this  — much  has  been  done 
in  recent  years  to  explain  to  the  Govern- 
ment that  the  reality  is  very  different  and 
to  educate  it  to  the  nature  and  complexity 
of  our  problems.  We  in  the  Association’s 
Secretariat  devote  very  considerable  effort 
and  importance  to  improving  our  ongoing 
liaison  and  co-operation  with  the  Govern- 
ment departments  concerned,  notably  our 


own  sponsoring  Ministry,  the  Ministry  of 
Agriculture,  and  with  the  Department  of 
Trade  and  it  has  significantly  improved  in 
the  last  six  or  seven  years. 

1639.  Would  you  say,  not  just  as  a 
Scotch  Whisky  Industry,  but  as  a major 
exporter,  that  this  Committee  could  look 
with  value  at,  say,  the  staffing  of  British 
embassies  abroad  and  the  commercial 
expertise  in  embassies  abroad? 

(Colonel  Bewsher.)  Yes.  I think  it  would 
be  useful.  We  have  some  proposals  to  put 
before  this  Committee  ana  perhaps  I could 
answer  it  best  in  that  way.  First  and  fore- 
most, as  an  Industry,  we  would  like  to  see 
a reappraisal  of  present  Government  pol- 
icy; we  want  to  see  an  altogether  more 
positive  and  aggressive  overseas  policy 
designed,  in  our  case,  specifically  to  protect 
the  trading  interests  in  overseas  countries 
of  industries  like  ours.  We  want  to  see 
Scotch  Whisky,  because  of  its  place,  des- 
ignated a high  priority  British  export  and 
recognised  as  such  by  all  Government  offi- 
cials concerned  with  it  both  in  this  country 
and  overseas.  By  asking  for  it  to  be  so 
designated,  it  would  mean  that  whatever  its 
current  position  is  in  any  one  market,  large 
or  small,  it  would  be  given  high  priority  by 
Government  negotiators  in  efforts  to 
improve  British  trading  interests  overall  in 
that  market.  We  genuinely  feel  as  an  Indus- 
try that  our  massive  contribution  to  foreign 
exchange  earnings  entitles  us  to  seek  that 
sort  of  priority  treatment.  We  have  here  a 
product  that  could  literally  earn,  if  we  could 
remove  some  of  these  barriers,  many  mil- 
lions of  pounds  more  for  this  country,  for 
“UK  Limited”.  There  is  no  question  about 
that.  The  product  has  the  reputation,  the 
prestige  and  the  quality.  It  is  marketed  well 
by  the  sales  and  management  force  in  this 
country  and  the  distributor  network  over- 
seas. We  know  that  wc  can  do  very  much 
better.  We  believe  that  it  is  in  the  national 
interest  that  every  effort  should  be  bent  to 
help  us. 


Mr  Kerr 

1640.  May  I butt  in  there?  — because 
I have  a question  which,  unwittingly,  you 
are  answering.  You  criticise  British  civil 
servants  at  home  and  in  overseas  embassies 
and  say  that  foreign  negotiators  are  often 
— and,  in  some  cases,  invariably  — “more 
alert  to  the  commercial  implications  of  an 
issue  and  are  accordingly  more  tenacious... 
in  their  endeavours  to  secure  or  protect  the 
commercial  interests  threatened.”  Can  you 
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give  instances  which  gave  rise  to  that  criti- 
cism? And  can  you  tell  us  how  the  UK 
industry  has  been  disadvantaged?  You  will 
be  aware  to  what  extent  you  have  already 
answered  this  question. 

/ Colonel  Bewsher.)  I do  not  really  think 
that  we  want  to  make  an  issue  of  this.  This 
is  purely  an  impression  that  we  have  gained . 
We  gained  it  as  a result  of  involvement 
whicn  we  had  in  Europe  at  the  time  of  the 
GATT  MTNs.  We  do  get  the  impression 
that  the  French,  some  of  the  Americans 
and  the  Japanese  are  particularly  protec- 
tive. We  have  been  faced  with  dealing  with 
their  negotiators  and  they  do  seem  to  be 
more  tenacious.  It  may  be  that  our  people 
— and  one  has  to  admit  this  — are  as 
tenacious  but  we  sometimes  do  not  get  that 
impression. 

Mr  Carlisle 

1641.  It  is  a very  difficult  thing  to  prove 
unless  you  are  being  specific.  Time  and 
again  in  this  Committee  we  have  met  people 
who  give  generalised  opinions  that  overseas 
people  are  more  effective.  But  unless  you 
can  be  specific  one  can  really  draw  no  con- 
clusions — valid  conclusions? 

(Colonel  Bewsher.)  I would  accept  that. 
Please  understand  that  we  are  not  making 
any  allegations  here.  We  are  certainly 
recording  to  you  that  we  had  formed  an 
impression  that  in  some  cases,  not  all  — 
and  one  has  to  say,  “not  all”  — we  feel  that 
foreign  negotiators  are  more  aggressive 
about  protecting  their  own  industries.  We 
should  like  to  feel  that  our  people  were 
equally  determined  to  make  sure  that  our 
interests  were  being  protected  overseas. 

Mr  Crowther 

1642.  But  you  do  say  in  your  paper  — 
it  is  not  an  impression  — you  say:  "In  many 
cases  it  is  apparent  that  officiafnegotiators 
of  foreign  governments  possess,  or  appear 
to  possess,  a more  realistic  commercial 
understanding...”  It  is  not  just  an  impres- 
siun  there,  It  is  apparent,  you  say. 

(Colonel  Bewsher.)  I accept  that  and  I 
should  like  to  correct  it.  I think  it  would  be 
truer  to  say  that  we  have  an  impression. 

(Chairman.)  Thank  you  very  much. 

(Mr  McNally.)  Nevertheless,  I think  it 
should  be  put  on  record  that  here  we  have 
a product  that  can  penetrate  foreign  mar- 
kets and  the  industry  can  list  444  barriers  to 
trade.  It  does  contrast  with  the  fact  that 
Japanese  cars  or  French  Cognac  do  not  face 
the  same  problems  in  penetrating  our 
market. 


Chairman 

1643.  Have  you  any  comment  to  make 
on  that? 

(Colonel  Bewsher.)  No. 

(Chairman.)  May  wc  turn  our  attention 
to  the  problems  associated  with  parallel 
trading  — obviously  with  particular  refer- 
ence to  the  DCL  case  which  is  now  the 
subject  of  an  appeal  to  the  European  Court 
of  Justice. 

Mr  Carlisle 

1644.  When  do  you  expect  a decision 
from  the  Court  of  Justice  on  this? 

(Colonel  Bewsher.)  The  Advocate-Gen- 
eral gave  his  opinion  on  12  March  and  we 
await  the  Court  judgment.  We  have  tried 
to  find  out  when  that  judgment  is  coming 
but  we  still  have  no  information.  Is  that 
correct? 

(Mr  Jackson.)  That  is  so. 

(Colonel  Bewsher .)  I think  that  the  gen- 
eral feeling  is  that  it  will  come  before  the 
Summer  Recess. 

1645.  Youdomakethisoneofthegreat 
issues,  the  three  great  issues,  in  your  paper. 

I question  how  right  you  are.  For  example, 
in  the  grocery  trade  in  Britain  manufactur- 
ers of  branded  products  have  for  long  said 
that  our  products  are  a major  threat 
because  they  ride  on  the  backs,  they  are 
parasites,  of  the  branded  products.  Yet 
really  in  the  long  term  there  has  been  no 
real  damage.  In  fact,  you  could  argue  that 
the  market  has  been  expanding.  Are  you 
not  really  making  a lot  here  out  of  not  really 
so  much? 

(Colonel  Bewsher.)  Emphatically  not. 
This  is  a very  major  and  complex  subject. 
It  is  difficult  to  know  just  in  what  depth  to 
treat  it  this  morning.  There  is  a real  danger 
that  if  one  does  not  treat  it  in  depth  and 
involve  oneself  in  the  detailed  considera- 
tion and  effects  of  it,  one  might  come  to  the 
wrong  conclusions. 

1646.  Can  I mention  one  specific  point, 
that  of  price?  By  parallel  trading  whisky 
can  be  sold  cheaper  on  the  Continent.  You 
assume  therefore  that  by  having  sole  agents 
that,  even  though  you  are  going  to  be  more 
pricey,  you  are  still  (because  of  their  activ- 
ities) going  to  sell  more.  Is  this  really  true? 

(Colonel  Bewsher.)  It  cannot  be  denied 
— and  I do  not  think  the  Industry  has  ever 
sought  to  deny  it  — that,  initially,  parallel 
trading  will  greatly  increase  volume  sales  of 
Scotch  Whisky  overseas;  as  indeed  it  can  be 
shown  to  be  doing.  But  the  inevitable  long- 
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term  effects,  in  the  view  of  most  thinking 
people  who  have  spent  a lifetime  in  the 
Scotch  Whisky  Industry,  is  that  that  sort  of 
trading  will  destroy  eventually  the  proven 
and  established  system  of  distribution  in 
markets  overseas  on  which  the  success  of 
Scotch  Whisky  has  been  built. 

1647.  The  Industry  cannot  sort  this  out 
itself?  It  does  rely  on  Government  to  help 

it?  , „ 

(Colonel  Bewsher.)  The  way  the  Com- 
munity laws  have  been  framed  permits  par- 
allel trading,  actively  encourages  parallel 
trading,  in  the  interests  of  the  consumer. 
Such  trading,  in  our  Industry’s  view,  is  not 
in  the  interests  of  the  long-term  future  of 
Scotch  Whisky.  Over  the  long  term  it  will 
undoubtedly  affect  volume  sales  and  thus 
export  earnings. 

1648.  What  action  would  you  like  this 
Government  to  take;  and  is  such  action 
likely  to  be  taken? 

(Colonel  Bewsher.)  I do  not  want  to  say 
too  much,  Chairman,  for  the  public  record, 
if  I may  be  excused  from  doing  so.  We 
have,  however,  as  an  Association  been  in 
close  touch  with  Mr  Peter  Walker  on  this 
matter.  He  knows  our  views;  he  and  his 
officials  are  aware  of  the  difficulties.  They 
are  giving  consideration  to  them  now. 
There  is  no  doubt  that  the  judgment  in  the 
DCL  case  will  have  a significant  implication 
for  what  action  the  Government  can  take. 
If  the  judgment  should  find  in  favour  of  the 
DCL  or  should  go  even  another  way,  there 
may  be  significant  opportunities  for  our 
Government  to  do  something  to  protect  the 
long-term  future  of  Scotch  Whisky. 

Chairman 

1649.  We  are  sitting  in  public  and  all  is 
being  recorded.  If  you  would  like  to  send 
us  a confidential  document  to  supplement 
the  answer  you  have  just  given,  we  should 
be  glad  to  have  such  a paper  from  you. 

(Colonel  Bewsher.)  Mr  Chairman,  we 
think  we  could  do  that.  May  I seek  the 
permission  of  my  sponsoring  Ministry 
before  I agree  to  that?  Is  it  reasonable  to 
ask  that? 

1650.  I do  not  tiiink  that  that  would 
really  concern  us.  But  you  may  perhaps  feel 
that  if  the  judgment  is  about  to  be  pro- 
nounced, you  could  wait  until  after  the 
judgment  has  been  given.  It  would  be  quite 
convenient  if  we  did  not  receive  the  paper 


until  two  or  three  months'  time  — by  which 
time  the  judgment  may  have  been  eiven 
(Colonel  Bewsher.)  Very  well,  sir. 


Mr  Foster 

1651.  Can  we  turn  to  the  deferment  of  > 
payment  of  duty,  which  you  point  to  as  a 
very  important  and  long-standing  problem 
for  the  Industry  and  that  you  have  been 
pressing  on  successive  Governments?  Can  t 
you  give  us  any  indication  of  the  size  of  the 
problem,  of  the  cost  to  the  Industry  of  this 
particular  problem? 

(Colonel  Bewsher.)  On  the  cost  of  defer-  i 
ment.  the  once-and-for-all  cost  of  giving  sis 
weeks’  deferment  of  all  wines  and  spirits 
has  been  calculated  by  the  Customs' and 
Excise  to  be  in  the  region  of  £200  million.  I 


1652.  You  say  in  your  submission  that 
this  affects  the  ability  to  “finance  stocks  tor 
the  future,  counteract  increased  production 
costs  and  to  finance"  your  other  activities, 
including  your  export  endeavours.  How 
important  is  this  matter  in  affecting  the 
export  side  of  your  industry? 

(Colonel  Bewsher.)  Obviously,  the 
equivalent  money  would  be  used  basically 
by  people  in  the  Industry  — and  a lot  of 
companies  have  publicly  said  so  — to 
increase  their  promotional  effort.  I think 
that  as  every  good  businessman  knows, 
when  trading  conditions  are  difficult  (as, 
indeed,  they  are  at  present)  one  has  to 
spend  more  and  not  less  on  promotion;  one 
has  to  push  the  product  harder.  The  freeing 
of  money  currently  used  to  finance  duty 
payments  would  greatly  assist  our  export 
endeavours  at  this  difficult  time  — indeed, 
at  any  time.  I am  sure  you  wili  appreciate 
that  the  cost  of  borrowing  money  to  finance 
clearances  from  bond  is  enormously  high, 
given  the  present  high  interest  rate.  Last 
year,  excise  duty  on  clearances  from  bond 
amounted  at  any  one  time  to  between  £33) 
million  to  £1 141  million,  depending  upon 
the  time  of  year  at  which  the  clearances 
were  made.  That  sort  of  money  on  an 
Industry  basis  could  give  us  substantial  fur- 
ther promotional  effort  in  markets 
overseas. 


1653.  Is  the  refusal  of  Government  to 
grant  a period  of  deferment  peculiarly  a 
British  problem? 

(Colonel  Bewsher.)  Yes,  with  the  excep- 
tion, I think,  of  Ireland.  Ireland  was  in  the 
EEC  Court  about  this,  as  you  know,  in  that 
it  grants  deferment  to  home-based  spirits 
but  not  for  imported  spirits  — and,  of 
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course,  Scotch  Whisky  is  an  imported  spirit 
into  Eire.  It  is  basically  a UK  problem. 

1654.  So  most  of  your  competitors  do 
not  have  this  problem? 

(Colonel  Bewsher.)  Most  of  our  compet- 
itors do  not  have  this  problem.  There  is 
deferment  granted  to  spirits  in  various  dif- 
ferent forms  in  the  EEC  member  states. 
For  example,  in  Denmark,  spirits  are 
granted  deferment  until  the  end  of  the  sec- 
ond month  following  the  month  of  delivery. 
In  France,  they  get  four  months  from  the 
date  made  available  from  consumption  or 
from  the  date  of  delivery.  Wc  could  let  you 
have  the  provisions  that  exist  in  other  EEC 
markets.  There  would  be  no  difficulty  about 
that.1  We  have  suggested  to  the  Govern- 
ment — and  perhaps  I could  preface  that 
by  saying  that  I do  not  believe  that  there  is 
any  argument  in  Government  about  the 
merits  of  the  case,  any  more;  it  is  simply  a 
question  of  when  the  Government  can 
afford  to  give  it  to  us  — that,  as  a means  of 
alleviating  the  cost,  it  could  be  phased-in. 
We  were  involved  in  discussions  with  Cus- 
toms and  Excise  two  years  ago  about  that 
aspect.  It  transpired  from  those  discussions, 
that  there  will  be  no  problem  about  initially 
granting  four  weeks’  deferment  with  per- 
haps four  weeks  at  some  other  appropriate 
time  when  it  could  be  afforded.  So  that 
would  cause  no  problems  for  us.  Any  lesser 
period  of  phasing-in,  say,  two  or  three 
weeks,  would  be  administratively  not  prac- 
ticable from  a Customs  or  Industry  point  of 
view. 

Mr  Maxwell-Hyslop 

1655.  As  an  absolute  statement,  do  you 
know  how  long  it  is  after  spirits  are  with- 
drawn from  bond  before  they  are  sold  retail 
to  the  consumer? 

(Colonel  Bewsher.)  The  average  period 
of  credit  given  down  the  distribution  chain 
is  some  six  to  eight  weeks  before  the  distiller 
gets  his  money  back. 

1656.  I am  not  quite  sure.  Does  that 
mean  that  if  the  Government  defers  col- 
lecting the  duty  for  eight  weeks  after  release 
from  Bond  that  would,  as  a general  propo- 
sition, coincide  with  the  date  of  purchase 
on  average  by  the  retail  consumer? 

(Colonel  Bewsher.)  Yes.  You  do  realise, 
gentlemen,  do  you  not,  that  beer  already 
enjoys  duty  deferment,  as  does  British 
wine,  of  some  39  days  and  29  days 
respectively. 

'See  p.  474, 


Mr  Mikardo 

1657.  Production  refunds  and  restitu- 
tion payments:  there  is  this  undertaking 
which,  we  have  been  told  by  the  Depart- 
ment of  Agriculture,  the  Commission  have 
given  to  introduce  a regulation  by  next  Jan- 
uary — and  you  will  be  familiar  with  the 
statement  by  the  Minister  of  Agriculture  in 
the  House  on  2 June  in  which  he  quantified 
the  value  of  this  as  being  about  £40  million 
with  the  backpaymcnts  and  £16  million  a 
year.  Could  you  tell  us  whether  your  Asso- 
ciation are  bv  and  large  satisfied  with  the 
outcome  of  this  affair? 

(Colonel  Bewsher.)  Extremely  satisfied. 
This  has  been  a very  significant  achieve- 
ment. We  are  extremely  grateful  to  the 
Minister  himself  and  also  to  the  staff  of  the 
Ministry  who  worked  so  hard  to  achieve 
this  long-awaited  objective  for  us.  It  is  a 
very  significant  achievement.  We  are  well 
satisfied.  Perhaps  I could  correct  some  of 
the  figures.  You  will  appreciate  that  it  is 
not  coming  in  until  1 January  next  year. 
The  retrospective  payments  will  probably 
be  in  the  order  of  £60  million.  The  £40 
million  to  which  he  referred  was  up  to 
December  1979.  There  is  the  1980  restitu- 
tion to  take  account  of.  We  have  estimated 
that  they  are  worth  approximately  £20  mil- 
lion a year.  It  depends  on  the  prices  at  the 
time.  We  very  much  look  forward  to  this. 
We  have  been  for  some  time  involved  with 
the  Ministry  of  Agriculture,  the  Customs 
and  Excise  and  the  Intervention  Board  in 
working  up  a scheme.  The  detail  will  be  put 
to  that  seneme  in  the  coming  months  and 
we  hope  that  all  will  go  well. 

1658.  Can  I turn  from  that  to  the  quite 
different  and  always  thorny  subject  of 
Japan?  Could  you  tell  us  what  problems  are 
Japanese  whisky  exports  creating  for  your 
industry  in  the  United  Kingdom  and 
elsewhere? 

( Colonel  Bewsher.)  I do  not  think  that 
Japanese  exports  are  currently  — and  you 
arc  talking  about  exports  of  Japanese 
whisky  — causing  any  anxiety  to  the  Scotch 
Whisky  Industry  at  the  present  time,  either 
in  this  country,  in  America  or  elsewhere. 
They  are,  however,  causing  problems  in 
increasing  our  penetration  of  the  Japanese 
domestic  market.  Some  of  our  members 
have  told  the  Association  that,  in  relation 
to  Japanese  exports  of  whisky,  the  big  Jap- 
anese distillers  have  spent  very  large  sums 
of  money  trying  to  promote  Japanese 
whisky  in  some  of  the  big  markets  of  the 
world;  but  there  have  been  recent  indica- 
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tions  that  they  have  been  unsuccessful  and 
are  probably  re-thinking  whether  the 
money  that  has  been  spent  has  been  worth 
the  effort;  so  that  currently  I do  not  think 
that  we  feel  there  is  any  problem  from 
Japanese  whisky.  However,  it  has  to  be  said 
that  many  of  our  members  believe  that  the 
Japanese  whisky  industry  has  considerable 
potential  to  threaten  the  position  of  Scotch 
Whisky  in  export  markets;  that  is,  it  has  the 
potential  but  it  is  not  currently  so  doing. 

1659.  Can  you  tell  us  what  efforts  are 
being  made  by  the  British  industry  — if  any 
are  possible — to  combat  this  sort  of  restric- 
tionism so  far  as  the  sale  of  Scotch  Whisky 
on  the  Japanese  market  is  concerned?  What 
are  the  cnaps  doing  about  it? 

(Colonel  Bewsher.)  Forgive  me,  I do  not 
quite  understand  the  question.  1 am  sorry. 

1660.  Is  the  Industry  doing  something 
by  way  of  stronger  export  promotion  or  by 
any  other  means  to  combat  the  restriction- 
ism on  the  Japanese  market  itself  against 
Scotch  Whisky? 

(Colonel  Bewsher.)  I think  that  the 
Industry  devotes  a great  deal  of  effort  — 
and  I am  talking  about  the  brand-owners 
— and  money  to  try  to  improve  the  position 
of  their  brands  in’ the  market.  Japan  is  a 
complex  market.  But  the  Industry,  cer- 
tainly, is  doing  everything  it  can.  We  have 
some  residual  problems  in  Japan  both  in 
regard  to  proposals  regarding  ingredient 
labelling  and  import  duties  there.  They  are 
to  the  forefront  with  our  own  Government 
and  with  the  Commission.  Parallel  trading, 
it  has  to  be  said,  is  disrupting  the  market 
and  affecting  the  price  stability  of  Scotch  in 
Japan  — to  the  advantage,  of  course,  of  the 
big  Japanese  distillers. 

Mr  Emery 

1661.  You  said  earlier  that  Japanese 
whisky  had  limited  your  penetration  into 
the  Japanese  market.  Looking  at  the  figures 
which  you  presented  to  us,  it  seems  to  me 
that  Japan  is  the  second-largest  in  value  of 
the  countries  to  which  you  export  and  in 
the  variation  between  1978  and  1979,  one 
sees  a whopping  27  per  cent  increase  in 
penetration  into  that  market.  So  that,  with- 
out what  you  have  said  to  the  Committee, 
one  might  presume  that  the  penetration  of 
the  Japanese  market  has  not  only  been 
immensely  effective  but  that  it  was  contin- 
uing. I wonder,  therefore,  how  you  balance 
that  conclusion  which  I was  inclined  to 
make  with  the  statement  of  the  limitation 
of  the  penetration? 


(Colonel  Bewsher.)  You  will  appieciar. 
that  the  27  per  cent  you  mentioned  wS  n 
per  cent  in  the  value  of  exports 


1662.  That  is  right,  but  comparinc  aaain 
with  the  other  figures  of  the  large  imponm 
of  whisky,  it  is  a very  good  and  substanti. 
increase? 


(Colonel  Bewsher.)  Yes.  You  will  appre- 
ciate of  course  when  you  break  the  fiS,™ 
down  that  £22  million  of  that  was  exports 
of  bulk  malt  for  the  purpose  of  admixine 
with  Japanese  spirits. 


1663.  May  I then  ask  this.  Is  an  increase 
of  that  trade  not  likely  to  be  detrimental  to 
Scotch  Whisky  exports  to  other  parts  of  the 
world  if  the  Japanese  whisky  marketing 
began  to  penetrate  successfully  other  parts 
of  the  world?  H 

(Colonel  Bewsher.)  I think  that  many  of 
our  members  would  argue  that  that  would 
be  so. 


Mr  Maxwell-Hyslop 

1664.  Before  leaving  specific  countries, 
could  you  comment  on  Venuzuela  which 
seems  to  show  a very  alarming  not  only 
perce ntage-wise  but  quantity-wise  drop?  Is 
this  because  that  oil-rich  country  has  passed 
discriminatory  legislation  since  1978  (which 
is  not  indicated  in  your  blue  memorandum) 
or  is  it  because  Japanese  or  some  other 
source  has  completed  too  successfully? 

(Mr  Jackson.)  We  understand  that  the 
problem  in  Venezuela,  apart  from  the 
restrictions  you  see  listed  in  our  summary 
of  restrictions,  is  because  they  recently 
introduced  some  form  of  duty-free  zone 
which  has  considerably  affected  the  amount 
of  imports. 

1 665.  Why  does  a duty-free  zone  result 
in  a dramatic  — ? 

(Mr  Jackson.)  It  is  a fairly  complex 
arrangement  and  l think  the  best  way  to 
answer  would  be  for  me  to  give  you  chapter 
and  verso  on  it  in  writing.1 

(Mr  Max well-llyslop.)  Thank  you. 

f Chairman .)  Can  we  turn  to  bulk 
exports? 

Mr  Maxwell-Hyslop 

1666.  Can  the  Association  give  us  any 
estimate  of  the  total  balance  of  payments 
effect  of  bulk  exports,  first,  to  Japan  and, 
secondly,  elsewhere  in  the  world? 

(Colonel  Bewsher.)  The  value  or  the 
volume? 

‘See  p.  475. 
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1667.  Both  — the  effect  the  balance  of 
payments  of  the  bulk  exports  (a)  to  Japan; 
in  other  words,  is  there  a noticable  re- 
export from  Japan  of  the  bulk  whisky  which 
you  send  in  and  some  of  which  presumably 
ends  up  Heaven  knows  where? 

(Colonel  Bewsher.)  We  believe  so.  Last 
year,  in  1979,  bulk  malt  Scotch  Whisky 
exports  totalled  9.4  million  proof  gallons 
world-wide  to  a value  of  £32.9  million.  Of 
that,  Japan  took  6.4  million  to  a value  of 
£22.8  million.  In  total  there  were  £32.9 
million  on  a “UK  Ltd”  basis  of  which  nearly 
£23  million  went  to  Japan. 

1668.  Have  you  any  estimate  of  what 
proportion  of  that  is  actually  consumed 
inside  Japan  and  what  quantity  is  re- 
exported from  Japan  mixed  with  Japanese 
spirit? 

(Colonel  Bewsher.)  No  evidence.  We 
know  that  all  of  that  bulk  malt  — and  you 
should  appreciate  that  it  is  not  of  the  same 
age  as  the  malt  whisky  which  you  drink  in 
bottle  at  the  moment;  it  is  usually  three  or 
four-year-old  malt  whisky  — goes  into  mix- 
ing with  Japanese  spirits,  all  of  it.  The  over- 
whelming majority,  we  are  informed  from 
those  of  our  members  who  involve  them- 
selves in  that  trade,  is  consumed  in  the 
Japanese  domestic  product  within  Japan. 
As  I say,  we  know  they  have  tried  to  push 
their  Japanese  whisky  in  export  markets 
and  we  understand  that  they  have  been 
singularly  unsuccessful.  But  there  are  many 
in  the  Industry  who  are  anxious  at  their 
potential  to  improve  their  exports. 

Mr  Crowther 

1669.  Do  your  attempts  to  reduce 
export  of  bulk  whisky  run  into  difficulty 
because  of  the  strenuous  battle  being  fought 
by  the  wine  trade  in  Britain  to  maintain  and 
increase  the  bulk  import  of  wine? 

( Colonel  Bewsher.  j No , we  have  not  been 
involved  in  that.  One  accepts  that  there  is 
a link  here  but  up  to  now  we  have  not  been 
involved  in  that  sort  of  — 

1670.  It  is  not  used  as  a propaganda 
tool  by  your  opponents  in  this?  The  people 
who  disagree  with  you  in  this  do  not  use 
that  as  a propaganda  weapon? 

(Colonel  Bewsher.)  You  say  “people  who 
disagree”  with  us.  I think  T should  make  it 
clear  that  the  Association  does  not  have  a 
consensus  on  this  matter.  Some  of  our 
members  feel  very  strongly  that  bulk  malt 
exports  are  not  in  the  interest  of  the  Indus- 
try; others  feel  equally  strongly  that  it  is 


perfectly  legitimate  trade  and  is  not  doing 
the  Industry  any  harm.  It  was  well  covered, 
well  thrashed  out  in  the  Distilling  Sector 
Working  Group.  I leave  it  to  you  to  draw 
conclusions  whether  it  was  unfortunate  that 
the  Group  could  not  reach  a consensus  on 
this  matter. 

Mr  Maxwell-Hyslop 

1671.  Has  either  Her  Majesty’s  Gov- 
ernment or  the  Commission  expressed  a 
view  on  that  controversy? 

( Colonel  Bewsher.)  Her  Majesty’s  Gov- 
ernment regrets,  as  I understand  its  posi- 
tion, that  it  is  unable  to  prohibit,  because 
of  international  trading  obligations,  the 
export  of  bulk  malt. 

1672.  Can  you  give  us  any  guidance  on 
the  comparative  labour  content  of  grain 
whiskies  and  malt  whiskies  in  the  produc- 
tion? As  malt  production  is  not  a continu- 
ous process,  to  the  layman  it  would  suggest 
that  the  labour  content  per  proof  gallon  is 
higher  than  the  continuous  process  of  grain 
whisky  production.  Has  any  research  been 
done  on  that  that  you  know  of? 

(Colonel  Bewsher.)  I am  not  able  to 
answer  that  off-hand.  I believe  I have  it  and 
I believe  I supplied  it  to  the  Distilling  Sector 
Working  Group.  If  I have  it,  I will  let  you 
have  it;  if  not,  I will  try  to  give  you  an 
indication.1 

1673.  Thank  you.  Would  you  say,  in 
terms  of  public  policy  formulation,  there 
are  two  characteristics  of  malt  production? 
— one,  that  it  tends  to  be  in  remoter  loca- 
tions and,  therefore,  forms  a more  critical 
employment  element  locally,  and,  sec- 
ondly, the  question  of  the  labour  intensity 
per  unit  of  output  on  which  I would  wel- 
come — ? 

( Colonel  Bewsher.)  It  is  true  to  say  that 
most  of  the  Scotch  malt  whisky  distilleries 
are  in  remoter  areas:  Speyside,  some  of  the 
islands  — Islay  and  such  like  — and  further 
up  North.  They  are  sprinkled  around  in 
other  parts  of  rural  Scotland;  there  are  one 
or  two  in  central  Scotland.  The  Scotch  grain 
whisky  distilleries  are  nearly  all  in  the  cen- 
tral Scotland  belt  but  the’  overwhelming 
proportion  of  people  employed  in  the 
Industry,  labour  force,  is  employed  in 
blending  and  bottling  establishments  and 
associated  operations.  I believe  we  have  the 
figures.  I think  we  supplied  them  to  the 
DSWG.  I could  certainly  examine  that  for 
you.1 

■See  p.  475. 
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1674.  And  could  you  enlighten  me  on 
one  other  point?  Are  there  separate  grain 
distilleries  for  producing  grain  whiskies  as 
opposed  to  grain  spirit  as  the  basis  for  gin 
and  vodka  or  is  what  is  produced  for  gin 
and  vodka  to  some  extent  that  which  quan- 
titatively is  not  saleable  in  blends? 

(Colonel  Bewsher.)  There  are  basically 
two  separate  things.  The  overwhelming 
majority  of  the  production  of  Scotch  grain 
whisky  distilleries  — the  new-make  spirit 
— goes  for  maturation  as  Scotch  grain 
whisky.  Some  of  that  new-make  grain  spirit 
can.  however,  be  diverted  for  use  in  the  gin 
and  vodka  trade  but  it  has  to  go  through  a 
further  process  of  rectification. 

1675.  Which  is  not  the  original  inten- 
tion when  it  is  produced? 

(Colonel  Bewsher .)  It  could  be  the  orig- 
inal intention  when  it  is  produced.  Forgive 
me  for  not  being  able  to  answer  this  in  full 
detail  because  I am  not  sure  what  individual 
grain  distillers  do.  If  they  are  distilling  for 
the  purposes  of  making  Scotch  grain  whisky 
they  will  distill  for  that  purpose;  if  they  are 
distilling  for  the  gin  and  vodka  trade  to  sell 
the  new-make  spirit,  they  may  take  it  off  at 
a slightly  higher  temperature.  But  it  is  my 
understanding  that  it  then  has  to  go  through 
the  rectification  process  to  turn  it  into  neu- 
tral ethyl-alcohol  before  it  goes  into  the  gin 
and  vodka  trade. 

1676.  So  that,  to  that  extent,  whisky 
production  is  basically  — and  by  “whisky” 
in  this  context,  1 mean  grain  whisky  pro- 
duction — with  the  intention  that  it  should 
be  sold  in  a blend  rather  than  the  intention 
that  the  plant  shall  be  run  at  its  most  effi- 
cient throughput,  whether  the  product  ends 
up  being  sold  as  a blended  whisky  or  as  gin 
or  vodka? 

(Colonel  Bewsher.)  You  are  absolutely 
right.  You  are  quite  correct  in  that.  It  is  the 
intention  of  every  Scotch  grain  whisky  dis- 
tiller, to  be  in  business  to  produce  new- 
make  spirit  destined  to  become  Scotch  grain 
whisky.  That  is  what  his  business  is  about; 
that  is  the  principal  side  of  his  business. 
Some  of  them,  not  all,  do  however  make 
spirit  for  the  gin  trade.  That  is  an  additional 
side  of  their  business  and  not  connected 
with  the  spirit  that  is  made  for  Scotch  grain 
whisky. 

1677.  Lastly,  are  the  other  spirits  pro- 
duced by  the  Scottish  potable  spirit  industry 
noticeably  in  competition  with  Scotch 
Whisky  in  the  export  market;  or  are  Scotch 


whiskies  only  in  competition  with  Japanese 
Canadian,  American  whiskies  as  opposed 
to  gins  or  vodkas?  What  is  the  cross-rela 
tionship  here.  1 am  not  thinking  so  tnuchol 
Scotch  Whisky  competition  with  American 
gi  n or  American  vodka  or  rum  but  of  Scotch 
whisky's  competition  in  the  export  market 
with  United  Kingdom-produced  gin  or 
vodka,  and  gin  particularly? 

(Colonel  Bewsher.)  I think  that  we  would 
probably  argue  that  Scotch  Whisky  is  in 
competition  with  every  other  alcoholic  bev- 
erage  that  is  produced,  whether  it  is  home, 
produced  or  foreign-produced  — and  not 
necessarily  just  other  spirits.  It  is  very  def- 
initely in  competition  with  beer  and  other 
spirits  in  this  country;  it  is  in  competition 
with  imported  wines  and  imported  spirits; 
and  similarly  in  all  the  other  markets,  i 
think  it  would  he  incorrect  if  you  were  to 
conclude  that  it  simply  competes  with  either 
other  whiskies  or  other  spirits.  It  has  to 
compete  with  every  other  form  of  alcoholic 
beverage. 


) 


Chairman 

1678.  Dealing  with  the  other  barriers 
possible  to  your  industry,  to  what  extent 
does  the  structure  of  distribution  for  alco- 
holic drinks  vary,  especially  in  the  Euro- 
pean  Community?  And,  supplementary  to 
that,  do  those  variations,  if  any,  work  out 
to  a net  disadvantage  or  not? 

(Colonel  Bewsher.)  That  is  a difficult 
question.  I am  not  sure  that  1 am  fully 
competent  to  answer  that  because  I have 
no  direct  knowledge  of  distribution  systems 
in  overseas  markets.  But  I do  know  that  we 
as  an  Industry  have  established  over  the 
years  a system  of  distribution  through 
appointed  distributors  in  markets,  that  dis- 
tributor being  responsible  for  holding 
stocks,  marketing,  promoting,  advertising 
et  cetera  of  the  particular  brand  for  which 
lie  is  the  appointed  distributor.  As  far  as 
Scotch  Whisky  is  concerned,  that  is  an 
established  and  proven  system  of  marketing 
in  all  markets  in  the  world.  And  that  is  the 
way  we  want  to  go  on  doing  it.  That  distri- 
bution system  works  to  the  advantage  of 
the  brands  of  Scotch  Whisky  and,  we 
believe,  is  responsible  wholly  for  where 
Scotch  Whisky  is  in  world  markets  today. 
That  is  why  we  are  so  concerned  about 
parallel  trading  because  it  threatens  the 
existence  of  that  established  and  proven 
system. 


Mr  Thompson 

1679.  Is  the  whole  of  your  Association 
concerned  about  parallel  trading  or  are  we 
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back  at  the  bulk  malt  exports  situation? 

(Colonel  Bewsher.)  The  Association,  as 
I said  earlier,  is  very  concerned  — every 
member  of  it  — at  the  long-term  effects 
that  parallel  trading  can  have  on  Scotch 
Whisky  sales  in  future  years. 

Mr  McNally 

1680.  How  are  you  finding  the  value  of 
sterling  as  far  as  your  export  performance 
is  concerned?  Is  it  a real  problem? 

(Colonel  Bewsher.)  At  the  present  time, 
it  is  not  easing  the  difficulties  that  we  face. 
Like  every  other  industry  the  high  exchange 
rate,  does  cause  us  difficulties.  It  makes 
exporting  that  much  harder. 

Mr  Carlisle 

1681.  I just  want  to  take  up  Mr  Thomp- 
son’s question  on  parallel  trading.  If  all 

our  members  are  against  parallel  trading, 
owdo  supplies  get  into  the  parallel  trading 
situation?  surely  they  must  be  supplied  by 
your  members? 

(Colonel  Bewsher.)  Indeed. 

1682.  Therefore  some  of  your  members 
think  that  parallel  trading  is  a good  thing? 

(Colonel  Bewsher.)  You  might  conclude 
that;  but  it  would  be  against  tne  law  not  to 
supply.  They  could  have  action  taken 
against  them  by  the  EEC  Commission 
under  Community  law  for  failing  to  supply. 

1683.  What  proportion  of  your  sales  in 
Europe  are  we  talking  about? 

(Colonel  Bewsher.)  I have  no  idea.  It  is 
very  difficult  to  quantify. 

1684.  So  that  your  members  enter  par- 
allel trading  because  they  are  afraid  of  the 
law  and  not  because  they  see  commercial 
advantage  in  it? 

(Colonel  Bewsher.)  I think  you  would 
need  to  direct  that  question  to  some  of  the 
members.  They  would  be  in  contravention 
of  the  law  if  they  took  active  steps  to  deny, 
as  I understand  it,  parallel  traders  access  to 
their  brands;  or  they  could  be. 

1685.  Therefore,  the  only  way  you  are 
going  to  solve  that  is  actually  to  change  the 
law? 

(Colonel  Bewsher.)  That  is  what  we  say. 

1686.  I am  chopping  about,  I am  sorry. 
There  is  one  other  point  on  the  number  of 
people  who  are  doing  it  or  the  quantities 
going  through:  unless  it  is  a fairly  substan- 
tial quantity  going  through  the  other  chan- 


nel, you  would  not  really  be  worried  about 
it  — so  that  it  must  be  at  least  a third? 

(Colonel  Bewsher.)  I should  think  it  was 
at  least  that  in  some  markets.  Very  much 
so.  It  is  a very  sizeable  problem.  I think 
that  if  you  want  information  about  parallel 
trading,  you  should  go  to  the  companies 
who  are  suffering  most  from  it. 

Mr  Thompson 

1687 . Or  to  those  who  are  gaining  most 
from  it? 

(Colonel  Bewsher.)  I think  some  of  our 
members  will  argue  whether  they  are  really 
gaining  anything  from  it  if,  in  the  long  term, 
it  is  not  going  to  be  in  their  interest  or  in 
anybody  elsers  interest  to  perpetuate  that 
form  of  trade. 

Chairman 

1688.  Do  you  feel  that  the  European 
Commission  is  in  any  way  hindering  your 
Industry’s  attempts  to  protect  the  words 
“Scotch  Whisky*'  as  a copyright?  Do  you 
feel  that  somehow  the  Commission  is 
impeding  competition? 

( Colonel  Bewsher.)  No,  we  do  not  think 
that.  We  have  been  involved  for  some  time 
now  with  the  Commission  and  considera- 
tion has  been  given  to  the  question  of  draw- 
ing up  suitable  Community  definitions  for 
spirituous  beverages  and  there  are  draft 
proposals  to  define  spirituous  beverages 
unaer  consideration  in  Brussels.  The  Com- 
mission appears  broadly  to  support  our 
objective,  namely  to  obtain  a Community 
definition  of  “Scotch  Whisky”  and  a Com- 
munity definition  of  “whisky”  which 
approximate  as  nearly  as  possible  to  the 
present  United  Kingdom  definition  of  both 
of  them.  We  do  not  get  the  impression  that 
the  Commission  is  doing  anything  actively 
to  jeopardise  our  interests.  Rather,  we  feel 
that  if  we  can  get  what  we  want  in  terms  of 
satisfactory  definitions  it  will  be  very  much 
to  the  Industry’s  advantage. 

(Mr  Mikardo.)  I bought  a bottle  in  Istria 
which  was  called  “Fine  Old  Dalmatian 
Scotch  Whisky”  and  it  cost  ten  bob. 

(Mr  McNally.)  Before  we  conclude. 
Chairman,  could  we  have  it  explained  why 
the  Vatican  is  buying  168  per  cent  more  in 
volume  this  year  than  last? 

(Mr  Thompson.)  It  is  Vat  69. 


Mr  McNally 

1689.  It  does  not  represent  a change  in 
theology? 

(Colonel  Bewsher.)  I just  do  not  know. 
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[Continued 


[Mr  McNally  Contd.  ] 

(Chairman.)  That  brings  us  to  the  end  of 
the  questions  that  we  wished  to  put  to  you. 
You  have  certainly  well  amplified  the 
papers  you  have  submitted  to  us  with  your 
answers.  Is  there  anything  else,  before  we 
part,  that  you  would  like  to  add  to  the 
answers  you  have  already  given  to  us  today. 

Mr  Maxwelt-Hyslop 

1690.  Can  I stress  the  importance  of 
your  giving  us  really  accurately  documented 
case  histories  of  delays?  We  cannot  work 
on  anecdotes;  we  need,  and  it  is  very  valu- 
able to  us  to  have,  very  accurately  docu- 
mented case  histories? 

(Colonel  Bewsher.)  We  shall  certainly  do 
that.  I think  you  will  find  from  this  vast  list 
we  have  already  given  you  that  a lot  is  in 
there  but , having  had  this  request  from  you . 
we  will  certainly  look  at  it  and  do  what  we 
can. 

(Mr  Jackson.)  If  I could  add  one  point  to 
that,  in  several  of  the  cases  in  Europe  we, 
specifically,  have  not  been  named  as  the 
person  who  made  the  complaint;  we  did  not 
wish  everyone  else  to  know  that  it  was  us 
complaining;  so  that  invariably  there  is  no 
actual  first  letter  sent  by  the  Association  to, 
say,  the  EEC  Commission.  It  has  been  done 
through  meetings  and  through  indirect  con- 
tacts with  the  Commission  to  make  sure 
that  action  is  being  taken.  But  we  certainly 
have  all  the  dates  of  when  such  meetings 
took  place  and  also  the  various  dates  of  the 
procedures  involved  in  the  infraction  pro- 
ceedings going  forward  to  the  EEC  Court. 

1691.  This  is  important  to  know 
because  I had  concluded  from  your  evi- 
dence that  when  there  was  a notification  of 
a complaint  it  came  from  the  Scotch  Whisky 
Association.  I ought  to  understand  (ought 
I?)  that  the  complaint  may  come  from  one 
of  a large  number  of  distillers  or  bottlers  or 
blenders  or  export  handlers  — 

(Colonel  Bewsher.)  Anyone. 

Mr  Mikardo 

1692.  Would  you  have  information  on 
those? 

(Mr  Jackson.)  We  would  not  have  infor- 
mation on  which  other  people  have  made 
the  complaints.  I think  the  Committee 
should  rest  assured  that  in  the  initial  stages, 
we  simply  made  sure  that  the  Commission 
was  aware  of  these  infractions  that  were 
taking  place  in  the  various  member  states; 
and  we  have  kept  the  pressure  on  the  EEC 
Commission  to  keep  the  ball  in  play  rather 
than  allowing  the  various  procedures  to  get 


i Dts  • LIlcy  untortu- 

nately  have  in  one  or  two  cases. 

Mr  Maxwell-Hyslop 

1693.  It  is  important  to  establish  this 
because  in  other  evidence  given  to  us  the  1 
trade  association  rather  than  the  individual 
manufacturer  or  exporter  has  been  the 
vehicle  of  formal  complaint  and  processinv 
of  complaints.  Do  I understand  that  your 
Association's  policy  is  not,  yourselves  to 
do  the  actual  formal  processing  of  the  com 
plaints  but  merely  to  keep  a watching  brief 
on  what  your  members  are  themselves 
doing? 

(Colonel  Bewsher.)  No.  there  has  been 
no  formality  about  these  infraction  pro 
ceedings  — not  initially  by  us.  1 think  you 
have  lo  understand  that  when  we  joined  the 
Community,  we  realised  that  here  was 
machinery  which  might  assist  in  the  solving 
of  our  problems  in  Europe.  The  Commit 
sion  was  very  open  lo  us.  It  wanted  to  see 
us;  it  wanted  to  talk  to  us;  it  asked  us  to 
explai  n . That  process  went  on  over  a period 
of  weeks  and  months  and  gradually  it  came 
to  realise  that  there  was  discrimination  in 
France  and  other  states  and  that  there  were 
grounds  for  cases.  And  so  it  all  built  up.  It 
is  part  of  an  ongoing  process.  Invariably  it 
would  be  difficult  for  us  to  be  able  to  say: 
"On  the  28th  May,  1974,  we  lodged  this 
formal  complaint ..."  What  we  will  be  able 
to  tell  you  is  that  in  early  1974  or  1975  or 
whenever  it  was  we  started  communication 
with  the  Commission  about  this  and  that 
— and  then  we  can  give  you  the  subsequent 
sequence  of  events. 


1694.  Do  you  appreciate  that  for  this 
Committee  to  be  effective  in  taking  up  with 
the  Commission  a general,  alleged  sloth  in 
dealing  with  specific  complaints  one  has  to 
produce  dated  examples  such  as  some  other 
trade  associations  have  produced? 

(• Colonel  Bewsher.)  I think  we  will  be 
able  to  help  you.  I think  you  will  find  that 
we  have  sufficient  lo  help.  If  you  feel  when 
you  see  it  that  it  is  insufficient,  then  we  shall 
be  happy  to  provide  further  information.1 
Mr  Chairman,  you  were  kind  enough  to 
offer  me  the  opportunity  to  say  anything 
else  that  — 


Chairman 

1695.  That  was  a long  time  ago. 
(Colonel  Bewsher.)  I know,  but  I have 
not  forgotten;  because  there  are  two  things 
which  — I hope  you  will  bear  with  me  a 

'See  p.  476. 
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[Chairman  Could.] 

moment  longer  — I would  like  to  say.  I 
should  like  to  emphasise  these  two  points. 
Firstly,  as  an  Industry,  I would  ask  you  to 
understand  that  we  have  never  sought,  and 
are  not  now  seeking,  preferential  treat- 
ment. What  we  want  — and  all  we  ask  for 

— is  that  we  be  allowed  to  compete  on  fair 
and  equal  trading  terms  in  overseas  markets 
with  our  competitors.  Secondly,  we  are 
under  no  illusions  as  an  Industry  — and  we 
would  suggest  that  you  should  not  be  either 

— about  the  difficulties  of  removing  many 
of  the  barriers  to  trade  overnight.  But,  and 
1 emphasise  this  very  strongly,  in  view  of 
the  importance  of  our  exports  to  this 
nation's  economy,  we  do  ask  that  you 
should  give  consideration  to  seeking  a much 
more  determined,  aggressive  and  relentless 


effort  from  both  our  own  Government  and 
the  EEC  Commission.  We  are  in  no  doubt 
whatsoever  that  a substantial  reduction  in 
the  barriers  overseas  could  result  in  very 
dramatic  increases  in  the  export  earnings 
from  our  Industry  for  the  benefit  of  this 
country. 

(Chairman.)  Thank  you  very  much 
indeed.  Colonel  Bewsher.  May  I,  on  behalf 
of  all  my  colleagues,  thank  you  for  your 
attendance  this  morning  ana  for  the  full 
way  in  which  you  have  answered  our  ques- 
tions. Our  report  will  appear  in  due  time 
and  you  will  receive  copies  of  it.  We  are 
here  to  help  everyone  to  export  from  this 
country  if  it  is  at  all  possible  for  us  to  help 
them.  Thank  you  so  much. 
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^Juneim] jggP! 

Further  statement  to  evidence  given  orally  on  25  June  1980  by  the  Scotch  Whki. 

Association  (M18I)  115 

Scotch  Whisky  has  for  many  years  been  one  of  this  country’s  most  important  ext»n- 
For  more  than  a decade  now  it  has  been  among  the  top  net  export  earning  industnes- 
in  recent  years,  consistently  among  the  first  five.  Its  volume  sales  during  the  last  ten  vea 
have  risen  from  62  mpg  to  101  mpg*  and  its  foreign  exchange  earnings  from  £194m  m 
£707m.  It  is  involved  to  a greater  or  lesser  degree  in  virtually  every  market  in  the  worM 
(as  will  be  readily  seen  from  pages  12-18  of  the  Association’s  1979  Statistical  Report!  A 
an  Industry,  we  are  confident  that  we  can  play  our  part  to  the  full  in  endeavouring  tn 
ensure  that  Scotch  Whisky  remains  successfully  involved  in  overseas  markets.  8 10 

| 

The  Industry  believes  it  can  do  a great  deal  better  than  it  is  currently  doing  and 
moreover,  believes  that  it  is  in  the  national  interest  that  it  be  given  every  possible 
assistance  to  improve  its  export  performance.  Scotch  Whisky  has  established  an  interna- 
tional reputation  as  a high  quality,  prestige  product  and  we  foresee  no  difficulty  in  I 
sustaining  overseas  sales,  provided  Scotch  Whisky  is  allowed  to  compete  on  fair  and  emial 
trading  terms  with  its  competitors.  However,  it  is  manifestly  not  being  allowed  to  compete 
on  such  terms  — a plethora  of  barriers  and  fences  has  been  erected  against  it  overseas 

For  some  years  now,  the  Industry  has  expressed  great  concern  at  the  increasing  number 
of  barriers  being  raised  against  it  in  overseas  markets  — it  is  very  questionable  whether 
any  other  British  export  is  discriminated  against  in  such  a massive  and,  frankly,  appalling 
way.  While  we  readily  recognise  that,  taken  by  themselves,  some  of  these  banters  may 
not  be  exceptionally  large  or  particularly  damaging,  the  cumulative  year-on-year  effect  of 
continually  increasing  barriers  and  taxes  of  one  form  or  another  has  a seriously  inhibiting 
and  damaging  effect  on  our  export  performance.  Without  any  real  growth  in  volume  sales, 
there  can  be  no  real  increase  in  the  value  of  export  earnings  — such  increases  as  there 
may  be  will  simply  reflect  increased  prices  born  of  inflation. 

To  date,  there  are  more  than  440  barriers  of  one  kind  or  another  and  the  nature  el 
virtually  all  of  them  is  such  that  the  Industry  cannot,  by  itself,  eliminate  or  even  reduce 
them.  (The  details  of  all  of  these  have  already  been  supplied  to  the  Committee.)  They 
have  been  erected  by  overseas  Government  for  a variety  of  reasons  — in  some  instances 
to  give  their  own  alcoholic  beverage  industries  a commercial  advantage,  in  others  to  save 
foreign  exchange,  etc  — and  only  the  active  and  sustained  help  of  our  own  Government 
can  remove  them.  As  an  Association,  we  endeavour  to  keep  all  these  problems  to  the 
forefront  both  with  our  own  Government  and  with  the  EEC  Commission  on  a continuing 
basis.  Our  information  network  through  our  member  companies  and  their  distributors 
and  importers  overseas  is  an  extremely  efficient  one,  and  whenever  and  wherever  we  are 
alerted  to  problems,  we  lose  no  time  in  bringing  them  to  the  notice  of  the  appropriate 
departments  concerned.  Also,  whenever  appropriate,  we  participate,  albeit  indirectly, in 
making  representations  to  foreign  Governments  through  trade  organisations  overseas. 

The  Committee  will  have  to  make  up  its  own  mind  as  to  whether  it  believes  that  these 
damaging  barriers  to  our  exports  are  being  dealt  with  in  a satisfactory  manner.  We, 
however,  have  to  say  that  it  has  been  our  strongly  held  view  for  some  years  that  much 
more  could  and  should  be  done  by  Government  to  support  Scotch  Whisky  overseas 
Rightly  or  wrongly , there  is  a feeling  in  the  Industry  that  Government  believes  that  Scotch 
Whisky  is  sufficiently  buoyant  to  need  no  special  help  and  that  unaided  it  will  continue  to 
make  a major  contribution  to  export  earnings.  Happily,  much  has  been  done  in  recent 
years  to  explain  to  Government  that  the  reality  is  very  different;  and  to  educate  it  to  the 
nature  and  complexity  of  the  Industry’s  problems.  We  devote  considerable  effort  to  liaison 
and  co-operation  and  it  has  significantly  improved  in  the  last  six  or  seven  years.  Foi 
instance,  the  Ministry  of  Agriculture  has  quite  properly  made  great  efforts  to  understand 
the  Industry  and  its  problems  and  has  worked  very  hard  on  its  behalf.  That  Ministry,  of 
course,  is  our  sponsoring  Ministry  but,  because  85  per  cent  of  our  production  is  exported 
overseas,  we  remain  heavily  reliant  on  the  Department  of  Trade  for  the  successful  pursuit 
and  resolution  of  problems  in  overseas  markets.  Of  course,  because  of  our  substantial 
contribution  to  UK  Exchequer  revenue  (£548m  + VAT  on  the  duty  paid  price  in  the 

•105  mpg  in  1978. 
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calendar  year  1979)  we  are  also  closely  involved  with  the  Customs  & Excise  and  the 
Treasury. 

We  have  to  say  that  it  is  not  always  apparent  to  us  that  Government  accords  Scotch 
Whisky  a sufficiently  high  priority  in  trade  negotiations  and  in  our  view  much  requires  to 
be  done  to  convince  us  that  there  is  a determined  relentless  campaign  being  waged  to 
overcome  barriers  overseas.  We  are  of  course  aware  that  representations  are  made  from 
time  to  time  but  they  appear  to  us  to  be  haphazard  and  made  when  an  opportunity  occurs 
or  when  something  happens,  rather  than  as  part  of  a pre-determ ined  and  sustained  plan 
of  campaign.  Moreover,  we  entirely  appreciated  that  nowadays  international  trade  nego- 
tiations are  highly  complex  matters  ana  that  Government  negotiators  invariably  have  to 
have  regard  to  the  totality  of  British  export  interests  with  whatever  country  they  may  be 
negotiating.  Nevertheless,  despite  the  representations  made,  it  is  a fact  that  the  great 
majority  of  these  barriers  — many  of  which  it  has  to  be  recognised  have  been  long- 
standing — persist  in  overseas  markets.  We  accept  that  it  should  not  be  HMG’s  policy  to 
initiate  confrontations  with  our  trading  partners,  but  we  have  for  some  years  questioned 
whether  representations  by  themselves  are  of  any  value  if,  in  the  result,  the  damaging  and 
discriminatory  barriers  remain.  The  time,  we  feel,  is  long  overdue  for  some  form  of 
Government  reappraisal  leading  to  the  pursuit  of  a much  more  aggressive,  purposeful 
and,  where  appropriate  retaliatory,  trade  policy  to  protect  the  interests  of  major  British 
export  industries  like  ours  in  overseas  markets.  We  know  that  we  are  not  alone  as 
exporters  in  expressing  this  view. 

In  regard  to  representations  it  would  be  quite  wrong  if  the  Committee  were  to  conclude 
that  we  are  not  grateful  for  the  representations  that  are  made  by  Government  on  our 
behalf.  On  the  contrary,  we  are  always  most  grateful  for  any  help  given — as,  for  instance, 
we  were  over  the  strenuous  efforts  made  earlier  this  year  by  the  Department  of  Trade  to 
resolve  the  problem  concerning  liquor  tax  levels  in  Japan.  Japan,  of  course,  is  the 
Industry’s  second  largest  export  market  and  the  Department  of  Trade  department  con- 
cerned with  it  remains  closely  in  touch  with  us  and  has  been  very  effective  in  pursuing 
action.  It  would  also  be  wrong  if  the  Committee  was  to  conclude  that  representations 
never  succeed.  Sometimes  they  do,  but  more  often  than  not,  they  do  not;  and  taken 
against  the  totality  of  barriers  which  persist  — and  are  on  the  increase  — overseas,  the 
Industry  must  inevitably  conclude  that  in  many  cases  repeated  representations  by  them- 
selves do  not  achieve  the  desired  result.  A greater  willingness  to  take  stronger  action  is 
long  overdue. 

A more  positive  policy  would,  we  believe,  not  only  be  more  successful  but  would  give 
a much  needed  boost  to  the  Industry's  morale  and,  perhaps  more  importantly,  would 
demonstrate  that  our  own  Government  recognises  the  contribution  Scotch  Whisky  makes 
to  the  economy  and  is  wholeheartedly  supporting  its  endeavours.  Nowadays,  there  are 
frequent  calls  from  one  sector  or  another  of  British  Industry  for  the  Government  to 
implement  import  controls  in  this  country  against  penetration  by  cheap  foreign  goods. 
Whether  these  industries  have  a case  is  of  course  a matter  for  the  Government  to  decide, 
but  in  a situation  where  one-third  of  the  UK’s  gross  domestic  product  is  exported,  the 
Government,  perhaps  correctly,  has  set  its  face  against  such  controls.  However,  we  would 
argue  that  it  is  only  logical  in  the  pursuit  of  that  policy  that  it  should  strive  equally  hard 
to  ensure  that  import  controls  and  other  barriers  ao  not  operate  against  British  exports  in 
overseas  markets.  It  seems  to  us  to  be  quite  wrong  that  the  Government  should  allow 
foreign  goods  access  to  the  UK  market  when  our  goods  are  not  being  accorded  fair 
treatment  in  foreign  markets.  There  would  seem  to  be  ample  scope  in  that  sort  of  situation 
to  negotiate  an  altogether  better  deal  for  Scotch  Whisky  m many  countries  overseas  — a 
greater  degree  of  reciprocity  on  the  part  of  overseas  countries  is  required. 

Although,  as  we  have  said,  the  Association  has  the  impression  that  there  is  no  properly 
thought  out,  predetermined  strategy  or  plan  of  campaign  to  deal  with  these  trade  barriers 
in  the  post  GATT  MTN  period  now  upon  us,  we  nevertheless  have  some  suggestions  to 
make  which  we  believe  will  not  only  strengthen  the  existing  communication  and  consul- 
tation between  ourselves  and  Government  but  which,  if  adopted,  we  believe  would  result 
in  better  directed  and  sustained  effort  and  should,  we  hope,  eventually  lead  to  improved 
trading  conditions  overseas: 
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J.  Firstly,  we  want  to  see  a reappraisal  of  present  policy  by  Government,  leadins  u : 
hope,  to  the  formulation  of  an  altogether  more  positive  and  aggressive  overseas  trail  I 
policy  designed  specifically  to  protect  important  British  exports  like  Scotch  Whislcv  ui*  1 
have  already  said  that  we  know  we  are  not  alone  in  calling  for  such  a reappraisal.  ‘ ‘ 

2.  We  would  like  to  see  Scotch  Whisky  designated  a high  priority  export  and  recopmvrl  1 

as  such  by  all  Government  departments  concerned  with  it  at  home  and  oversew  R, 
asking  for  it  to  be  so  designated,  it  would  mean  that  whatever  its  current  position  (faree 
or  small)  in  any  one  market,  Scotch  Whisky  would  be  given  high  priority  in  Government 
efforts  to  improve  British  trading  interests  in  that  market.  As  an  Industry  we  genuinely  • 
believe  that  our  massive  contribution  to  this  country’s  economy  entitles  us  to  seek  this 
priority  treatment.  It  perforce  follows  that,  if  the  Government  can  accord  it  that  son  of 
priority,  the  EEC  will  have  to  accord  it  similar  priority  when  pursuing  British  and 
Community  trading  interests  overseas.  j 

3.  Given  that  Scotch  Whisky  is  accorded  the  priority  we  seek  — we  would  then  want  i 
to  see  it  included  in  every  Ministerial  and  official  brief  whenever  and  wherever  the 
Government  and/or  the  EEC  Commission  is  concerned  in  trade  negotiations.  We  shall  be  I 
proposing  both  to  our  own  Ministry  and  to  the  Department  of  Trade  that  we  should  be 
Informed  as  a matter  of  routine,  at  least  four  weeks  ahead,  of  all  Ministerial  and  senior 
official  visits  so  that,  if  appropriate,  Scotch  Whisky  can  be  included  in  their  briefs.  If  such 

a proposal  were  to  be  agreed , we  would  obviously  go  on  to  make  a similar  proposal  to  the  J 
EEC  Commission,  hopefully  supported  by  our  own  Government.  We  would  be  fully  ' 
prepared  to  provide  appropriate  inputs  for  Ministerial,  etc  briefs. 

4.  We  believe  there  would  be  considerable  merit  in  the  formation  of  a small  high  level 

Committee  consisting  of,  say,  a Deputy  Secretary  of  the  Department  of  Trade,  the  Under 
Secretary  of  the  Food  Policy  Division  of  the  Ministry  of  Agriculture  and  the  Director 
General  of  the  Association,  to  decide  on  priorities  in  dealing  with  overseas  barriers  arid 
the  strategy  and  tactics  necessary  to  overcome  them.  We  will  be  making  appropriale 
proposals  to  the  two  Ministries  concerned  but  we  would  envisage  such  a Committee  need 
only  meet  once  or  twice  a year.  a 

5.  The  co-ordination  of  the  joint  efforts  of  the  Ministry  of  Agriculture,  the  Department  ' 
of  Trade  and  ourselves  would,  we  believe,  result  in  altogether  closer  liaison  and  co  l 
operation  at  every  level  between  those  most  immediately  concerned  with  overseas  trade  « 
problems.  Only  by  a full  and  frank  exchange  of  information,  by  a better  understanding  by  I 
Government  of  the  Industry  and  the  problems  it  faces,  and  by  the  joint  pursuit  of  policies  | 
designed  to  help  the  Industry,  will  the  export  potential  of  Scotch  Whisky  stand  any  chance  ' 
of  real  improvement  — and,  moreover,  will  the  Industry  feel  confident  that  its  own 
Government  is  giving  it  its  wholehearted  and  active  support. 

6.  There  is  one  other  area  where  we  believe  efforts  should  be  made  to  seek  early 
improvement  — that  concerns  the  Community  machinery  for  trade  negotiations.  Increas- 
ingly, the  EEC  Commission  is  handling  Community  trading  problems  and,  ofcourse.it 
is  right  and  proper  that  it  should  do  so.  However,  if  it  is  to  do  so,  it  must  do  so  effectively 
— our  experience  has  shown  that  in  some  instances  (not  all),  problems  have  not  been 
handled  in  the  way  we  would  expect.  We  suggest  that  the  Committee  should  direct  some 
inquiries  in  this  direction  and  examine  the  mechanics  for  dealing  with  the  Commission  on 
overseas  trade  matters.  We  think  there  is  room  for  considerable  improvement  both  lo 
hasten  procedures  and  also  to  avoid  trading  issues  going  off  at  "half  cock"  as  they  did 
recently  with  some  of  our  problems  concerning  Australia,  New  Zealand  and  Canada 

Before  leaving  the  question  of  barriers  we  would  emphasise  two  points: 

(a)  firstly,  the  Scotch  Whisky  Industry  has  never  sought,  and  is  not  now  seeking, 
preferential  treatment  — all  we  ask  for  is  that  we  be  allowed  to  compete  on  fan 
and  equal  trading  terms  with  our  competitors  overseas; 

(b)  secondly,  we  are  under  no  illusions  as  an  Industry  — and  we  suggest  that  the 
Committee  should  not  be  either  — about  the  difficulties  of  removing  these  harden 
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overnight.  But,  in  view  of  the  importance  of  Scotch  Whisky  exports  to  this  nation’s 
economy,  we  do  ask  for  much  more  determined,  aggressive  and  relentless  efforts 
from  our  own  Government  and  the  EEC  Commission.  Wc  are  in  no  doubt  that  a 
substantial  reduction  in  barriers  could  result  in  a dramatic  increase  in  export 
earnings. 

May  we,  in  conclusion,  turn  briefly  to  two  other  aspects  which  have  a direct  bearing  on 
the  Industry’s  ability  to  maximise  its  export  performance;  namely,  to  duty  deferment  and 
the  payment  of  production  refunds  on  that  proportion  of  Community  grown  cereals  used 
in  the  production  of  Scotch  Whisky  for  export  outwith  the  Community. 

In  regard  to  the  latter,  as  the  Committee  knows,  the  Minister  of  Agriculture  announced 
to  the  House  of  Commons  on  8 May  and  2 June  that  the  Government  had  secured  a 
commitment  by  the  EEC  Council  of  Ministers  (Agriculture)  to  pay  these  refunds  (both 
forward  and  back  payments)  by  1 January  1981,  either  under  an  Alcohol  Regulation  or 
if  one  had  not  been  agreed  by  then,  under  the  Cereals  Regime.  This  is  a very  significant 
achievement  and  the  Industry  is  extremely  grateful  to  the  Minister  himself  and  to  the  staff 
of  the  Ministry  who  have  worked  so  hard  to  achieve  this  long  awaited  objective  for  the 
Industry. 

Our  case  for  duty  deferment  is  well  known  and  has  been  fully  documented  in  the 
Distilling  Sector  Working  Group  Report.  Suffice  to  say  that  we  feel  it  is  wholly  inequitable 
that  beer  and  British  wine  should  enjoy  duty  deferment  and  Scotch  Whisky  does  not.  The 
cost  of  borrowing  money  to  finance  clearance  from  bond  is  enormously  high  given  the 
present  punitive  interest  rates.  (Last  year  excise  duty  on  clearances  from  bond  amounted 
at  any  one  time  to  between  £33. 5m  and  £114.7m  depending  on  the  time  of  year.) 

If  deferment  can  be  granted,  the  equivalent  money  would  be  used  primarily  for 
increased  promotion  of  exports.  As  every  good  businessman  knows,  when  trading  con- 
ditions are  difficult,  as  they  are  at  present,  one  has  to  spend  more,  not  less,  on  promotion. 
The  freeing  of  money,  currently  used  to  finance  duty  payments,  would  greatly  assist  the 
Industry’s  export  endeavours  at  this  difficult  time. 


25  June  1980. 
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Supplementary  information  provided  by  The  Scotch  Whisky  Association  (M215) 

Paragraphs  1610-1612: 

Quantification  of  measures  taken  by  Italy  in  1974  and  Australia  in  1977/78 
During  the  period  1974  to  1979  the  volume  of  sales  to  Italy  increased  by  onlv  11 
cent  as  against  a world-wide  Industry  increase  of  15  per  cent.  The  value  of  sales  to  ) 
during  this  period  rose  from  £19.1  million  to  £42.7  million.  If  die  volume  of  sales  h 5 ^ 
risen  in  line  with  the  Industry  increase  it  is  estimated  that  approximately  V millinn  J1' u 
have  been  added  to  the  value  of  sales.  ” u'^ 

As  regards  Australia,  during  the  period  1974  to  1979  the  volume  of  sales  decreased  h.  ' 
14  per  cent  as  against  a world-wide  Industry  increase  of  15  per  cent.  The  value  of  sale 
during  this  period  rose  from  £7.9  million  to  £10.9  million.  If  the  volume  of  sales  had  rise 
in  line  with  the  Industry  increase  it  is  estimated  that  an  extra  £14  million  could  haveS  I 
added  to  the  value  of  sales.  se" 

Paragraph  1620: 

Five  major  markets  which  cither  prohibit  or  restrict  advertising 

a.  Brazil  — Bottled-in-Seotland  Scotch  Whisky  may  not  be  advertised  on  television  or  > 
radio,  whereas  this  restriction  does  not  apply  to  brands  of  Scotch  Whiskv  shiDDcd  in 
bulk  and  bottled-in-Brazil. 

b.  France  — Legalisation  bans  advertising  of  whisky,  gin,  genievre  and  vodka,  whsicas  I 

rum  and  wine-based  spirits,  like  brandy  and  cognac,  are  afforded  virtual  advertisino 
freedom.  * 

c.  Spain  — The  advertising  of  alcoholic  beverages  on  radio  and  television  is  restricted. 

d.  Sweden  — Legalisation  bans  the  advertising  of  all  alcoholic  beverages  except  weal 
beer. 

e.  Venezuela  — All  “liquor"  advertising  is  subject  to  censorship. 

Paragraph  1627: 

The  percentage  oflhe  United  States  domestic  whisky  market  held  by  Scotch  Whisky 
The  Association  estimates  that  Scotch  Whisky  currently  accounts  for  approximately  21 
per  cent  of  the  American  whisky  market  and  approximately  11  per  cent  of  the  America] 
spirits  market. 

Paragraph  1654: 

Duty  Deferment  provisions  applying  to  spirituous  beverages  within  the  EEC 
The  Association’s  understanding  of  the  situation  within  the  EEC  is  as  follows: 

Belgium:  Payment  for  domestic  and  imported  spirits  not  due  until  the  15th  of  the  fourth 
month  of  delivery  for  consumption.  However,  importers  who  are  not  producers  of  liquors 
are  granted  a delay  until  the  Thursday  of  the  week  following  release  for  consumption. 

Denmark:  Payment  for  domestic  and  imported  spirits  not  due  until  the  end  of  the  month 
following  the  month  of  delivery  for  consumption. 

Eire:  For  domestic  spirits  delivered  from  a bonded  warehouse,  payment  can  be  defend 
until  (lie  last  day  of  the  month  following  the  month  of  delivery.  Payment  is  deferred  fm 
spirits  delivered  in  February  until  the  25th  day  of  March  but  no  deferment  is  granted  to 
spirits  delivered  in  the  month  of  Match.  No  deferment  is  granted  to  imported  spirits. 

France:  Payment  for  domestic  and  imported  spirits  not  due  until  the  end  of  the  fourth 
month  from  the  date  of  release  for  consumption  from  producers'  premises  or  warehouse. 
The  credit  period  of  four  months  is  subject  to  interest  at  a rate  of  7.5  per  cent  per  annum 
A credit  period  of  up  to  two  months  is  granted  without  interest. 

West  Germany : Payment  for  domestic  and  imported  spirits  not  due  until  15th  day  of  lilt 
third  month  following  the  month  of  release  for  consumption  from  distillery  or  warehouse. 
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Italy:  15  days  are  allowed  for  payment  of  half  the  excise  duty  with  30  days  for  the  other 
half  from  the  erid  of  the  month  of  delivery  for  distillers  without  authorised  warehouses. 
For  imported  spirits,  a deferment  period  of  30  days  is  granted  from  the  day  of  declaration 
for  the  payment  of  excise  duty  and  customs  duty* 

Luxembourg:  Distillers  of  alcohol  without  an  authorised  warehouse  receive  a credit  period 
of  six  months  beginning  with  the  day  of  the  notice  to  commence  operations.  Distillers 
using  an  authorised  warehouse  are  given  an  unlimited  credit  period  for  the  period  of 
warehousing,  with  a credit  period  of  two  months  for  consumption  from  the  date  of  release 
for  consumption.  Producers  of  liquors  and  importers  of  alcohol  and  alcoholic  beverages 
are  granted  a two  month  deferment  period  beginning  with  the  day  of  transfer  of  the  fiscal 
debt  from  the  distiller  to  the  liquor  producer  or  importer.  For  products  to  be  consumed 
in  Belgium  there  is  a six  month  credit  period  for  consumption  tax  only. 

Netherlands:  Deferment  is  granted  for  domestic  and  imported  spirits  until  the  15th  day  of 
the  month  following  the  month  of  release  for  consumption. 

United  Kingdom:  Nil. 

Paragraphs  1664  and  1665: 

Trading  in  Venezuela 

In  1974  Margarita  Island,  which  is  under  Venezuelan  jurisdiction,  was  designated  as  a 
Duty  Free  Zone  and  subsequently  in  1975  as  a Duty  Free  Port.  As  a result  of  these 
measures,  imports  to  the  Island  were  not  subject  to  any  import  duty,  excise  tax  or  quota 
restrictions,  etc.  The  price  of  Scotch  Whisky  was  extremely  low,  attracting  both  visitors 
and  entrepreneurs  alike,  with  visitors  from  the  Venezuelan  mainland  being  officially 
allowed  to  take  back  5 bottles  every  90  days.  In  practice,  however,  the  Venezuelan 
authorities  turned  a blind  eye  to  the  legal  limitations,  and  the  duty-free  traffic  increased 
steadily.  Charter  flights  were  introduced,  arriving  from  both  the  United  States  and 
Venezuela,  and  it  became  a status  symbol  to  fly  to  Margarita  to  stock  up  on  duty  free 
goods  — cheap  Scotch  Whisky  being  one  of  the  main  attractions.  Moreover,  in  1975,  the 
extremely  low  prices  in  Margarita  led  to  a massive  influx  of  contraband  Scotch  Whisky 
entering  Venezuela. 

Shipments  to  Margarita  continued  to  rise  but  in  August  1978  the  Venezuelan  Govern- 
ment introduced  a Credit  law  in  an  attempt  to  control  the  flood  of  imports.  As  a result  of 
this  law,  wholesalers  were  given  only  30  days  credit,  and  retailers  40  days  credit  so  as  to 
force  distributors  to  cancel  some  of  their  orders. 

These  orders,  however,  were  processed  because  distributors  were  anxious  to  stock  up 
prior  to  any  Industry  price  rises.  As  a result,  by  the  end  of  1978,  the  market  was  grossly 
overstocked.  These  orders  masked  the  fact  that  the  trade  was  already  beginning  to  decline, 
due  to  previous  Industry  price  increases  and  the  relative  strength  of  sterling. 

The  37  per  cent  fall  in  volume  shipments  in  1979,  as  compared  with  1978,  was  largely 
due  to  the  overstocking  of  the  market  in  1978,  combined,  of  course,  with  the  generally 
depressed  world  economic  situation.  It  is  thought  that  if  shipments  had  not  fallen 
substantially  the  Venezuelan  Government  would  have  been  forced  to  raise  taxes  or  limit 
imports  in  some  other  way.  As  it  is,  the  Venezuelan  Government  has  recently 
introduced  registration  and  labelling  requirements,  which  are  due  to  come  into  effect  m 
August  1980.  These  regulations  make  provision  for,  inter  alia,  importers  to  be  registered 
with  the  Ministry  of  Finance,  and  for  labels  to  be  placed  on  all  imported  spirits  at  the 
place  of  origin,  stating  that  they  are  for  sale  only  in  the  duty  free  area  of  Margarita. 

Paragraphs  1672  and  1673: 

Manpower  within  the  Scotch  Whisky  Industry 

Tne  following  summary  of  manpower  employed  in  the  Scotch  Whisky  Industry  was 
provided  for  the  Distilling  Sector  working  Group  in  1978.  The  association  considers  that 
there  is  unlikely  to  have  been  substantial  changes  in  the  employment  position  in  the 
Industry  between  1978  and  the  present  time,  and  accordingly  considers  that  these  figures 
should  suffice  to  illustrate  the  manpower  position. 
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Nature  of  Employment 

Mall 

distilleries 

Grain 

distilleries 

Male  efir  Grain 
distilleries 
located 
together 

Other 

Operations * 

Total 

Malting  (located  at  or  separate 
from  distilleries) 

216 

79 

205 

.. 

500 

Distilleries  (including  warehousing 
in  distilling  locations) 

3,068 

2,021 

- 

- 

5,089 

Maturation/warehousing  (located 
elsewhere  than  distillenes) 

515 

451 

325 

84 

1,375 

Blending  and  bottling  plants 

3,426 

32 

9,893 

1,570 

14,921 

By-products  (located  at  or  separate 
from  distilleries 

192 

134 

33 

_ 

359 

Management,  sales  and  adminis- 
trative staff 

1,336 

160 

1,424 

152 

3,072 

Totals 

8,753 

2,877 

11,880 

1,806 

25,316  ' 

"Includes  manpower  employed  in  blending,  bottling,  broking  and  other  operations  not  included  in 
manpower  employed  returns  by  distilling  owning  members. 

Paragraphs  1690-1694:  Discriminatory  Proceedings  within  the  EEC  During  the  last  five 
years  the  Association  has  acted  positively  and  vigorously  to  remove  the  following  discrim- 
ination faced  by  Scotch  Whisky  within  the  EEC: 

1.  Ireland  — Discriminatory  credit  for  the  payment  of  duty  provisions. 

2.  Italy  — (a)  Discriminatory  rates  of  VAT  applied  to  spirituous  beverages. 

(b)  Discriminatory  rates  of  taxation  for  State  seals. 

(c)  Discriminatory  rates  of  “Diritto  Erariale.” 

(d)  Discriminatory  rates  of  Manufacturing/Frontier  Tax. 

3.  Denmark — Discriminatory  excise  tax. 

4.  France  — (a)  Discriminatory  rates  of  consumption  and  manufacturing  tax. 

(b)  Discriminatory  advertising  legalisation. 

The  Association  has  been  especially  active  to  ensure  that  the  EEC  Commission  initiates 
infraction  proceedings  against  the  offending  Member  States.  In  many  cases  the  Commis- 
sion’s procedures  in  dealing  with  the  discrimination  have  been  ponderous  and  slow.  As  an 
example  of  these  procedures  the  following  two  discriminatory  practices  are  set  out  in  some 
detail: 

Ireland:  Discriminatory  credit  for  the  payment  of  duly  provisions 
( sec  paragraph  1 above) 

November  1975  The  association’s  lawyers  notify  the  EEC  Commission  of  the 
complaint. 

December  1975  EEC  Commission  acknowledges  the  Association’s  complaint. 
June  1976  EEC  Commission  initiates  infraction  proceedings  against  the  Irish 

Government. 

April  1978  EEC  Commission  sends  a “reasoned  opinion”  to  the  Irish 

Government. 

July  1979  EEC  Commission  takes  the  decision  to  refer  proceedings  to  the 

EEC  Court  of  Justice. 

April  1979  Proceedings  are  formally  lodged  with  the  EEC  Court  of  Justice. 

February  1980  Ireland  is  condemned  in  the  EEC  Court  of  Justice. 

July  1980  Ireland  has  not  yet  amended  the  discriminatory  legalisation. 
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Italy:  Discriminatory  rates  of  VAT  applied  to  spirituous  beverages 
(see  paragraph  2(a)  above) 

September  1974  Italian  Government  introduces  discriminatory  legislation  where- 
upon Association  immediately  makes  strongest  representations  to 
the  British  Ministry  of  Agriculture,  Fisheries  and  Food.  Represen- 
tations are  made  by  HMG  to  the  EEC  Commission. 

December  1974  Association  officials  meet  with  EEC  Commission  officials  most 
directly  involved  with  this  matter. 

June  1975  EEC  Commission  initiates  infraction  proceedings  against  the  Italian 

Government. 

March  1976  Italian  Government  announces  further  VAT  increases. 

April  1976  EEC  Commission  sends  a “reasoned  opinion”  to  the  Italian 

Government. 

July  1976  EEC  Commission  takes  decision  to  refer  proceedings  to  EEC  Court 

of  Justice. 

September  1976  Italian  Government  advises  EEC  Commission  by  telegram  that 
infringement  will  be  amended. 

February  Italian  Government  announces  changes  to  VAT  rates  but  does  not 

& March  1977  remove  discrimination. 

February  1979  EEC  Commission  sends  further  “reasoned  opinion”  to  Italian 
Government. 

July  1980  Italy  has  not  yet  amended  the  discriminatory  legislation  despite  the 

EEC  Court  of  Justice  condemning  broadly  similar  practices  (see 
paragraph  1,  2(b),  3 and  4(a)  above  in  February  1980). 

In  addition  to  these  two  examples  the  Association  in  1975  co-operated  closely  with  EEC 
Commission  officials  who  were  carrying  out  a general  review  of  the  taxation  systems  of 
alcoholic  beverages  in  all  the  Member  States.  The  ensuing  infraction  procedures  in  each 
case  can  be  summarised  as  follows: — 

Italy:  Discriminatory  Rates  of  Taxation  for  State  Seals 
(see  paragraph  2(b)  above) 

June  1976  The  EEC  Commission  initiates  infraction  proceedings  against  the 

Italian  Government. 

January  1978  EEC  Commission  sends  a ‘‘reasoned  opinion”  to  the  Italian 

Government. 

April  1978  EEC  Commission  takes  the  decision  to  refer  the  discrimination 

to  EEC  Court  of  Justice. 

August  1978  Proceedings  are  finally  lodged  with  EEC  Court  of  Justice. 

July  1980  Italy  is  condemned  in  the  EEC  Court  of  Justice. 

July  1980  The  discriminatory  aspect  of  the  legalisation  is  eliminated. 

Italy:  Discriminatory  rates  of  Diritto  Erariale  and  Manufacturing! Frontier  Tax 
(see  paragraph  2(c)  and  (d)  above. 

June  1976  The  EEC  Commission  initiates  infraction  proceedings  against  the 

Italian  Government. 

August  1978  EEC  Commission  sends  a “reasoned  opinion”  to  the  Italian 

Government. 

January  1979  EEC  Commission  takes  decision  to  refer  proceedings  to  EEC 

Court  of  Justice. 

June  1979  EEC  Commission  decides  to  withdraw  proceeding  pending  out- 

come of  EEC  Court’s  decisions  in  broadly  similar  cases  (see 
paragraphs  1,  2(b),  3 and  4(a)  above). 

July  1980  Proposals  were  published  by  Decree  Law  288  on  3 July  1980 

which  amend  the  rates  of  the  Manufacturing/Frontier  tax  but  (1) 
this  Decree  has  yet  to  be  ratified  by  the  Italian  Parliament  and 
there  are  doubts  that  it  will  be  so  ratified,  and  (2)  it  is  not  yet 
clear  whether  the  proposals  will  remove  all  aspects  of  the  present 
discrimination.  The  new  proposals  do  not  include  any  amendment 
to  the  “Dirrito  Erariale’*  which  remains  discriminatory. 
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Denmark : Discriminatory  Excise  Tax 
(see  paragraph  3 above) 


March  1976 

December  1976 

October  1977 

April  1978 

August  1978 
February  1980 
June  1980 


EEC  Commission  initiates  infraction  proceedings  against  the 
Danish  Government. 

EEC  Commission  sends  a “reasoned  opinion”  to  the  Danish 
Government. 

Danish  Government  announces  changes  to  excise  rates  which 
widens  discrimination. 

EEC  Commission  takes  decision  to  refer  proceedings  to  EEC 
Court  of  Justice. 

Proceedings  are  finally  lodged  with  EEC  Court  of  Justice. 
Denmark  is  condemned  by~EEC  Court  of  Justice. 

Denmark  introduces  further  discriminatory  taxation. 


France:  Discriminatory  Rates  of  Consumption  and  Manufacturing  Tax 
(see  paragraph  4(a)  above) 

March  1976  EEC  Commission  initiates  infraction  proceedings  against  the 

French  Government. 

December  1976  EEC  Commission  sends  a “reasoned  opinion”  to  the  French 

Government. 


February  1977  The  French  Government  announces  changes  to  tax  rates  which  ? 

widens  the  discrimination. 


February  1978 

April  1978 

August  1978 
February  1980 
July  1980 


The  French  Government  announces  further  changes  to  tax  rates 
which  widens  the  discrimination. 

EEC  Commission  takes  decision  to  refer  proceedings  to  EEC 
Court  of  Justice. 

Proceedings  are  formally  lodged  with  EEC  Court  of  Justice. 
France  is  condemned  in  the  EEC  Court  of  Justice. 

France  has  not  yet  amended  the  discriminatory  legislation. 


In  case  of  the  French  discriminatory  advertising  legislation  (see  paragraph  4(b)  above),  1 
this  was  first  raised  by  the  EEC  Commission  with  the  French  authorities  in  December  j 
1969,  prior  to  the  United  Kingdom’s  accession  to  the  Community.  Subsequent  develop- 
ments were  as  follows: — 


1971 

June  1976 

July  1978 

April  1978 

July  1978 
May  1980 

July  1980 


French  authorities  rejected  EEC  Commission’s  view  that  the  ban 
was  discriminatory. 

EEC  Commission  initiates  infraction  proceedings  against  the 
French  Government. 

EEC  Commission  sends  a “reasoned  opinion”  to  the  French 
Government. 

EEC  Commission  takes  decision  to  refer  proceedings  to  EEC 
Court  of  Justice. 

Proceedings  are  finally  lodged  with  EEC  Court  of  Justice. 
French  Government  submits  revised  advertising  law  to  French 
Parliament. 

France  is  condemned  in  EEC  Court  of  Justice. 
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WEDNESDAY  2 JULY  1980 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 


Mr  Kenneth  Carlisle 
Mr  Eric  Cockeram 
Mr  Stan  Crowther 
Mr  Peter  Emery 
Mr  Derek  Foster 


Mr  Russell  Kerr 
Mr  Thomas  McNally 
Mr  Robin  Maxwell-Hyslop 
Mr  Ian  Mikardo 
Mr  Donald  Thompson 


Memorandum  submitted  by  the  Imperial  Chemical  Industries  Limited  (Ml  14) 


The  UK  share  of  world  trade  in  manufactures  has  been  dropping  since  1900  when  it  was 
about  30  per  cent.  Post-war  it  fell  sharply  from  around  20  per  cent  to  the  present  level  of 
9-10  per  cent  where  it  appears  to  have  stabilised.  ICI’s  export  performance  should  be 
viewed  against  this  background. 


ICI’s  export  performance 

ICI  is  the  UK’s  largest  chemical  company  and  ranks  fifth,  by  sales,  amongst  the  world’s 
chemical  producers.  ICI  exports  in  1979  were  worth  £1,1 08m.  Over  one  third  of  ICI's  UK 
production  now  goes  for  export.  ICI’s  positive  contribution  from  its  trading  to  the  UK 
balance  of  payments  was  £592m. 


Over  the  last  decade  ICI’s  sales  overseas,  both  from  exports  from  the  UK  and  sales 
from  overseas  plants,  have  increased  at  a faster  rate  than  sales  in  the  UK  market 
(Appendix  1A).  The  volume  growth  rates  have  been  around  2-3  per  cent  per  annum  for 
UK  sales  compared  to  7-8  per  cent  per  annum  for  exports. 


The  relatively  low  growth  of  ICI’s  UK  sales  reflects  primarily  the  slow  growth  of  the 
UK  economy  as  a whole.  Imports  into  the  UK  have  increased,  but  ICI  through  continuing 
improvements  in  competitiveness  has  lost  little  market  share  in  consequence. 


Exports  are  of  particular  importance  for  certain  product  groupings,  notably  dyestuffs, 
agrochemicals  and  pharmaceuticals  where  typically  over  80  per  cent  of  UK  production  is 
exported.  Nevertheless,  the  range  of  ICI  products  exported  is  extensive  as  indicated  by 
the  list  of  ICI’s  top  20  export  products  (Appendix  IB)  where  even  the  top  export  product 
grouping  of  dyestuffs  accounts  for  less  than  6 per  cent  of  the  total. 


The  key  point  in  the  territorial  analysis  of  ICI's  exports  is  the  growth  in  importance  of 
the  EEC,  which  now  takes  45  per  cent  of  all  ICI  exports  compared  to  21  per  cent  in  1970 
(Appendix  1C). 


In  real  terms,  prices  of  chemicals  have  declined  both  in  the  UK  and  in  export  markets 
over  the  last  10  years.  Prices  and  margins  on  exports  have  been  substantially  influenced 
by  currency  movements,  particularly  in  recent  years  when  the  sterling  exchange  rate  has 
moved  sharply.  Margins  on  exports  have  generally  been  below  those  on  UK  sales  in  recent 
years.  This  is  particularly  true  at  the  moment  because  whilst  ICI  increased  export  volume 
in  1979  by  10  per  cent,  profit  margins  fell  significantly  and  are  at  their  lowest  for  several 
years. 
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The  development  of  Id’s  trade  performance 

The  growth  in  ICI’s  exports  stemmed  from  recognition  that  the  main  opportunity  far 
growth  in  sales  of  chemicals  was  and  is  overseas.  Id  has  established  over  a period  of 
years  a worldwide  operation  with  manufacturing  in  more  than  40  countries  and  selling 
activities  in  over  60.  8 

However,  the  various  markets  are  different  and  each  have  their  particular  needs  and  ' 
characteristics.  Hence  ICI’s  operations  have  been  developed  through  local  companies  ' 
staffed  by  high-quality  national  employees  of  the  countries  involved.  Customers  are’  I 
therefore,  dealing  with  ICI  representatives  who  speak  their  language  and  understand  their 
particular  product  and  service  needs.  Good  technical  and  commercial  service  is  vital,  c o 
investment  in  warehousing  and  distribution  facilities  has  on  occasion  been  the  key  to 
convincing  a potential  customer  that  his  delivery  requirements  could  be  met.  It  has  also 
been  important  to  ensure  that  the  UK  organisation  for  handling  exports  is  well  developed 
properly  motivated,  efficient  and  adequately  remunerated.  ' 

Building  plants  in  overseas  markets  has  often  served  to  stimulate  and  “pull  through" 
additional  exports  from  the  UK.  This  is  because  customers  regard  us  as  more  serious  and  6 
reliable  suppliers  if  we  are  prepared  to  build  plants  in  their  country.  A particular  example  I 
is  Western  Europe  where  ICl's  programme  of  local  plant  construction  has  been  accom-  I 
panied  by  a significant  increase  in  exports  from  the  UK. 


Influence  of  trade  policy  and  regulations  on  ICI 

ICI  would  not  wish  to  overstress  the  role  Government  should  take  in  regulating  or 
stimulating  trade.  However,  the  liberalisation  of  international  trade  and  the  consequent 
lowering  of  tariffs  has  been  of  substantial  benefit  to  ICI  and,  we  believe,  to  the  UK  as  a 
whole.  Government  should  continue  the  moves  in  the  GATT  to  further  liberalise  trade. 
It  is  then  up  to  ICI  to  maintain  and  improve  competitiveness  to  win  business. 

Nevertheless,  if  damage  is  being  caused  to  UK  industries  by  imports  based  on  "unfair" 
competitive  advantage  and  by  “non-tarifF’  restrictions  on  UK  exports,  it  is  the  Govern- 
ment’s responsibility  to  move  quickly  to  deal  with  the  situation.  It  must  be  accepted  more 
widely  that  support  for  “free  trade”  should  go  hand  in  hand  with  a determination  to  react 
quickly  against  “unfair”  trading,  which  may  cause  permanent  damage  to  certain  sectors 
of  UK  industry  if  not  checked  speedily.  Appendix  2 makes  a number  of  points  on  “unfair" 
trading  issues  affecting  ICI. 


Key  points  for  the  eighties 

Each  individual  company  will  have  a number  of  factors  affecting  their  trade  perfor- 
mance. We  have  selected  six  which  have  been  important  for  ICI  and  are  likely  to  have 
continued  relevance  in  the  years  ahead.  Tire  first  four  factors  relate  to  matters  over  which 
ICI  has  direct  control  and  the  last  two  to  areas  where  Government  has  a role  to  play. 

1.  Our  strong  home  base 

Maintenance  of  a strong  UK  home  base  is  an  important  objective  for  ICI  and 
defending  the  UK  market  against  the  attack  of  imports  has  signif  icant  priority. 

The  UK  market  provides  a key  base  load  of  sales,  is  the  location  for  about  65  per 
cent  of  ICl’s  assets  and  is  the  centre  for  the  Group’s  worldwide  research  and  technical 
activities.  At  the  same  time  it  has  to  be  recognised  that  the  UK  is  already  only  a small 
part,  about  5.5  per  cent,  of  the  total  world  chemical  market  and  is  growing  more 
slowly  than  the  world  market.  The  UK  is  too  small  a market,  on  its  own,  to  support 
a world-scale  chemical  industry. 

Thus,  ICI  policy  is  to  maintain  its  position  in  the  UK  market  and  to  seek  to  expand 
sales  overseas.  It  is  likely  that  the  proportion  of  UK  production  going  for  export  will 
continue  to  increase. 
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•)  Continuing  technological  progress 

Success  in  the  chemical  industry  requires  continuing  technological  innovation  in 
both  products  and  processes.  This  involves  not  only  seeking  unique  new  products, 
but  also  driving  down  the  cost  of  processes  to  make  existing  chemicals  ana  tailoring 
products  for  specific  markets.  Continuing  technological  progress  is  a key  objective  for 
ICI  end  has  a high  priority  in  long-term  strategic  thinking. 

However,  research  is  costly  and  can  only  be  funded  by  developing  products  for 
sale  in  world  markets,  e.g.  it  may  cost  £25-50m  to  bring  a pharmaceutical  or 
agrochemical  product  to  the  market.  In  pursuit  of  the  objective  of  continuing 
technological  progress  ICI  spent  £185m  in  1979  on  Research,  Development  and 
Technical  Service.  Although  the  effort  was  directed  at  products  and  processes  for 
international  markets,  the  bulk  of  the  expenditure,  i.e.  £137m,  was  incurred  in  the 
UK. 

ICI’s  primary  objective  is  to  develop  new  and  improved  products  and  processes  on 
which  ICI  itself  can  build  and  maintain  businesses.  Licensing  technology  to  others  is, 
therefore,  a secondary  activity  and  is  only  practised  when  the  technology  is  not 
unique,  where  the  circumstances  are  not  appropriate  for  ICI  to  develop  its  own 
business  directly  to  use  the  technology  and  where  existing  markets  for  ICI  product 
sales  will  not  be  damaged  in  consequence.  An  example  is  methanol  production  for 
which  competitive  technology  exists.  ICI  has,  therefore,  been  prepared  to  sell  its 
technology  for  this  capital-intensive  application,  which  Id  itself  could  not  fund  in 
proportion  to  the  many  investment  opportunities.  More  than  70  per  cent  of  methanol 
capacity  built  around  the  world  in  the  last  10  years  uses  ICI  technology. 

3.  Attitude  to  exporting 

A consistent  and  determined  attitude  over  a period  is  needed  to  achieve  increases 
in  export  sales  and  to  hold  long-term  customer  confidence.  This  is  very  much  a 
question  of  corporate  policy  and  corporate  determination.  Taking  ICI’s  current  top 
export  products  (Appendix  IB)  for  example,  the  reasons  for  the  strength  of  each 
product  differs  substantially.  Some,  such  as  cardiovascular  drugs  and  dyestuffs,  are 
unique  products  deriving  their  strength  from  high  technology  and  advanced  research. 
Others  are  more  basic  products  which  compete  in  commodity  markets,  and  must  be 
cost  competitive  since  cost  is  the  key  determinant  of  success.  What  is  common  to  the 
variety  of  ICI's  products  is  a corporate  determination  to  increase  exports  and  to  allocate 
skilled  resources  accordingly. 

Short-term  movements  in  currency  rates  mean  that  export  margins  can  fluctuate 
dramatically,  but  it  is  important  that  the  attitude  to  exporting  does  not  fluctuate 
similarly.  iCl  believes  that  success  in  exporting  comes  from  long-term  commitment 
of  effort  and  resources  and  that  some  fluctuation  in  returns  has  to  be  accepted  over 
a period. 

4.  Key  overseas  markets 

Definition  of  specific  markets  for  products  followed  by  vigorous  sales  and  technical 
effort  has  been  the  key  to  ICI's  export  growth.  The  territorial  analysis  (Appendix 
1C)  shows  markets  for  ICI  products  around  the  world  and  effort  will  continue  to 
build  further  sales  on  this  base.  The  first-class  continuing  co-operation  between  ICI 
located  staff  and  the  export  originating  operating  unit  is  a key  factor,  with  quick 
feedback  of  local  opportunities  and  intelligence  being  particularly  important. 

Continental  Western  Europe  ( CWE)  is  clearly  the  key  area  for  UK  exports.  Not  only 
does  CWE  already  account  for  56  per  cent  of  ICI  exports,  but  ICI  exports  have  been 
growing  at  a much  faster  rate  than  the  underlying  market  growth  rate . This  increasing 
rate  of  penetration  in  Europe  has  followed  ICI  moves  to  become  “pan-European”, 
i.e.  to  regard  the  whole  of  Western  Europe  as  the  home  market.  ICI  still  has  a 
relatively  small  share  of  the  total  CWE  market  and,  therefore,  has  considerable  scope 
for  further  increased  penetration. 

5.  Fair  trading 

Free  and  fair  trading  will  continue  to  be  important  to  the  development  of  ICI’s 
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business  The  two  key  actions  for  UK  Government  are,  first,  to  ensure  that  the 
agreed  GATT  steps  to  liberalise  trade  are  not  arrested  and,  secondly,  to  ensure  that 
damaging  cases  of  “unfair”  competition  against  UK  industries  are  dealt  with  quicklv 
and  effectively.  This  will  require  relevant  EEC  authonties  to  move  more  quickly, 

6.  The  UK  a cost-competitive  base 

The  chemical  business  is  international.  ICI's  major  competitors  are  based  in 
Germany  with  the  benefit  of  low  domestic  inflation  and  in  the  USA  where  the  energy 
cost  base  has  been  politically  pitched  significantly  below  realistic  world  levels,  ft  £ 
vital  for  the  success  of  both  home  sales  and  exports  that  1CI  s operations  in  the  UK  are 
cost  competitive  with  other  international  chemical  firms  based  overseas.  A large  pan 
of  responsibility  for  competitiveness  lies  in  ICl’s  own  hands,  e.g.  the  UK’s  low  labour 
productivity  is  now  widely  acknowledged  and  steps  are  being  successfully  taken  to 
improve  ICI’s  position.  Energy  usage  is  another  key  area  and  again  an  active 
improvement  programme  is  under  way. 

However,  the  Government  also  influences  the  competitive  position  through  the 
macroeconomic  climate  and  has  a responsibility  to  ensure  that  the  UK  position  is  ai 
least  as  good  as  that  enjoyed  by  competitors.  Immediate  prospects  for  UK  industry 
are  poor  There  is  a possibility  that  parts  of  ICI's  UK  customer  base  may  be  lost. 
Whilst  scope  for  further  action  by  Government  to  improve  the  climate  for  UK 
industry  is  clearly  limited  in  the  short  term,  the  opportunity  should  be  taken  when 
circumstances  permit.  In  particular,  ways  should  be  sought  to  ensure  that  part  of  the 
rising  revenues  from  North  Sea  oil  will  be  devoted  to  the  stimulation  of  UK  industry. 
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A.  ICI  sales  in  1970  and  1979 


Sales  in  the  UK 

Overseas  Sales: 

— UK  exports  at  f.o.b 

local  manufacture  and  merchanting 

Total  Overseas  Sales  

Total  

• Includes  IMI,  sold  in  1977. 


Appendix  1 
1970*  1979 


£m 

% 

£m 

% 

693 

47.4 

2,232 

41.6 

253 

17.3 

1,108 

20.6 

516 

35.3 

2,028 

37.8 

769 

52.6 

3,136 

58.4 

1,462 

100 

5,368 

100 

B.  ICI  - — top  twenty  export  products  1979 

1.  Dyestuffs. 

2.  Nylon  Intermediates. 

3.  Cardiovascular  Drugs. 

4.  Nylon  Fibre. 

5.  Carbonylation  Products  (Petrochemicals). 

6.  Oil. 

7.  Cracker  Products  (Petrochemicals). 

8.  Nylon  Polymer. 

9.  “Terylene”  Intermediates. 

10.  “Propathene”  (Plastic). 

11.  PaTaquat  (Herbicide). 

12.  Plant  Protection  Products. 

13.  “Teiylene”  Fibre. 

14.  Catalysts. 

15.  “Alkadiene"  (Polythene). 

16.  Methanol. 

17.  Oxide  Derivatives  (Petrochemicals). 

18.  “Corvic”  (PVC). 

19.  “Arctons”  (Refrigerants,  etc.). 

20.  Oxides  and  Glycols  (Petrochemicals). 

N.B.— ICI  Divisions  and  Subsidiaries  have  won  39  Queen’s  Awards  since  the  scheme  was  inau- 
gurated in  1966.  In  the  last  10  years,  ICI  has  gained  11  awards  for  export  achievement.  Id’s 
Pharmaceuticals  Division  has  gained  more  awards  than  any  other  individual  organisation. 


C. 

Destination  of  ICI  Exports 


Territorial  analaysis  of  ICI’s  exports 

1970 


Western  Europe  — EEC 

— Rest  of  W.  Europe 


Africa 

Far  East 

North  America 

E.  Europe  and  USSR 

Central  and  S.  America 

Australia 

Middle  East 

Indian  Subcontinent 

Total 


1979 


£m 

% 

£m 

% 

52 

21 

501 

45 

64 

25 

116 

11 

116 

46 

617 

56 

29 

11 

112 

10 

18 

7 

83 

7 

19 

8 

75 

7 

17 

7 

66 

6 

16 

6 

57 

5 

18 

7 

44 

4 

13 

5 

42 

4 

7 

3 

12 

1 

253 

100 

1,108 

100 
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Appendix  2 

Unfair  trading 

A number  of  instances  of  unfair  trading  are  currently  affecting  ICI: — 

(a)  The  European  chemical  industry  has  suffered  instances  of  dumped  products  ^ 
often  from  Russia  and  Eastern  Europe.  It  is  appreciated  that  the  dumping  case 
has  to  be  proved  to  the  satisfaction  of  the  officials  involved-  ICI  enjoys  good 
relations  with  UK  Government  officials  who  are  sensitive  to  industry’s  need  and 
quick  to  respond.  However,  the  EEC  takes  an  inordinately  long  time,  e.g.  in  the  ! 
recent  soda  ash  (sodium  carbonate)  enquiry.  This  may  be  because  the  EEC  lacks  t 
sufficient  staff  in  this  area,  but  whatever  the  cause  a faster  reaction  is  needed,  j 

(i b ) The  USA’s  control  of  energy  prices  has  led  to  lower  feedstock  prices  in  the  USA  ' 
giving  their  synthetic  fibre  producers  a cost  advantage,  and  thus  to  a dramatic 
increase  in  exports  to  the  UK.  The  loss  of  market  share  has  pushed  ICI’s  UK 
fibre  business  into  a loss  and  forced  reductions  in  employment.  The  response 
from  the  EEC  was  slow  and  not  adequate  to  meet  the  scale  of  the  problem 
Again,  the  UK  needs  to  get  the  EEC  to  take  quicker  action.  Unless  it  does  there 
is  a possibility  that  the  damage  will  extend  from  fibres  into  plastics  and  petro- 
chemical products. 

(c)  Competition  from  rapidly  developing  countries  which  pay  low  wages  and  have 
lower  environmental,  health  and  safety  standards  poses  a threat  to  UK  industry, 
Whilst  the  threat  is  not,  as  yet,  directly  in  chemicals,  it  does  affect  some  of  Id's 
downstream  customers,  e.g.  the  textile  industry.  Arrangements  such  as  the 
Multi-Fibres  Arrangement  are  important  to  allow  the  necessary  adaptation  in 
the  UK  whilst  allowing  the  nascent  industry  overseas  reasonable  opportunity  to 
expand  and  develop. 

(d)  The  EEC’s  Generalised  System  of  Preferences  (GSP)  gives  tariff-free  access  to 
the  products  of  developing  countries.  There  can  be  little  objection  to  this  so  long 
as  the  countries  are  genuinely  developing.  However,  this  is  not  always  so.  The 
EEC  has  given  access  to  various  countries,  e.g.  South  Korea,  Mexico  and 
Romania,  which  have  well-developed  and  competitive  chemical  sectors.  The 
GSP  is  currently  under  review  and  the  opportunity  should  be  taken  to  ensure 
that  its  benefits  are  limited  to  genuine  development  situations. 

(e)  National  regulations  imposed,  e.g.  for  environmental  and  health  reasons,  can 
act  as  an  impediment  to  trade.  A chemical  company  trying  to  penetrate  markets 
around  the  world  is  faced  with  a variety  of  different  regulations.  A genuine 
international  approach  leading  to  harmonisation  such  as  that  being  pursued  by 
OECD  would  save  money  and  improve  trade  flows. 

(f)  It  is  often  said  that  the  British  have  a more  scrupulous  regard  for  the  rules  of 
trade  than  other  nations.  We  believe  this  to  be  true.  There  are  some  instances 
which  affect  chemicals  directly,  although  their  importance  should  not  be  exag- 
gerated. However,  it  does  appear  that  some  sectors  of  British  industry,  whose 
exports  are  important  for  ICI’s  UK  sales,  suffer  from  such  practices.  Wc  would, 
therefore,  encourage  the  UK  Government  to  pursue  “vigorously”  with  other 
nations  situations  where  there  is  lack  of  effective  reciprocity  in  the  regulation  of 
trading. 
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Examination  of  witnesses 

Mr  Denys  H Henderson,  Commercial  and  Planning  Director  and  Mr  S T Shipley  of  the 
Commercial  Group,  of  Imperial  Chemical  Industries  Ltd,  called  in  and  examined. 


Chairman 

1696.  May  I welcome  to  this  public  sit- 
ting of  the  Select  Committee  on  Industry 
and  Trade  Mr  Henderson,  the  commercial 
and  planning  director  of  ICI  who  is  accom- 
panied by  Mr  Shipley  of  the  commercial 
group  within  that  organisation.  Mr  Hen- 
derson, as  you  may  know,  this  Committee 
is  currently  engaged  in  taking  evidence  to 
seek  to  find  out  reasons  why  this  country 
does  not  sell  more  abroad  than  we  do  at 
present  and  why  we  appear  to  import  so 
much  that  we  need  not  necessarily  import. 
We  welcome  your  presence  this  morning 
from  ICI,  one  of  the  larger  companies  in 
this  country,  and  we  are  obliged  to  you  for 
the  submission  of  your  Paper  which  we  have 
numbered  Ml  14.  I will  open  with  one  or 
two  general  questions  and  then  my  col- 
leagues will  come  in  on  more  specific  issues 
arising  out  of  your  paper.  You  indicate  in 
the  first  paragraph  on  page  480  that  ICI  has 
manufacturing  activities  in  40  countries  and 
sells  in  over  60.  In  other  words,  it  clearly 
appears  that  ICI  is  a multinational  with 
aoout  35  per  cent  of  its  assets  overseas.  Has 
ICI  been  substituting  United  Kingdom 
exports  by  direct  overseas  investments  or 
have  United  Kingdom  exports  benefited 
from  those  activities  of  yours? 

(Mr  Henderson.)  May  I make  one  or  two 
general  points,  before  answering  your  spe- 
cific question?  Firstly,  I very  much  welcome 
the  opportunity  on  behalf  of  ICI  to  give 
oral  evidence  in  support  of  the  export  data 
that  we  have  already  given  you  in  writing. 
I,  myself,  believe  that  the  Committee  hold 
this  inquiry  at  a particularly  important 
moment  when  British  exporters  are  really 
facing  extraordinary  difficulties.  There  is 
no  doubt  that  we  are  now  well  embarked 
on  a world  recession  and  in  face  of  that  we 
face  a shrinking  demand  for  our  goods  and 
ever  fiercer  competition.  In  addition  to  the 
usual  problems  of  delivery,  quality  and  cost 
which,  to  some  extent,  arc  self-inflicted  or, 
to  put  it  more  positively,  are  within  the 
exporter’s  control,  we  do  also  now  have  a 
very  strong  sterling.  By  that  I mean  that  it 
is,  perhaps,  not  wholly  reflecting  the  true 
UK  competitive  situation  — something  to 
which  you  may  want  to  return  later.  There 
are  three  points  that  I should  like  to  empha- 
sise. One  is  that  there  is  a view  that  strong 
currency  always  helps  the  national  econ- 
omy; and,  of  course,  the  evidence  for  that 
is  the  success  that  exporters  like  Germany, 
Japan  and  Switzerland  have  had.  But  I 


think  that  in  applying  the  test  to  the  UK 
you  have  to  say  that  Britain  faces  a unique 
and,  I believe,  unhappy  combination  of  two 
highs  and  two  lows.  The  two  highs  are  high 
inflation  and  a high  exchange  rate;  the  two 
lows  are  low  domestic  growth  and  low  pro- 
ductivity. If  you  fit  the  German  model 
against  that,  you  will  see  that  it  is  by  no 
means  a similar  situation. 

1697.  I think  that  we  may  bring  out 
some  of  the  points  that  you  are  making 
during  the  course  of  our  questioning.  Per- 
haps we  could  continue  now  with  your 
direct  answer  to  the  question  that  I asked. 

( Mr  Henderson.)  Tne  answer  to  the  ques- 
tion is  that  ICI,  as  you  say,  has,  roughly 
speaking,  a 60/40  split  of  sales — about  60 
per  cent  in  the  UK.  and  about  40  per  cent 
overseas.  Our  exports  have  been  growing 
much  more  strongly,  as  we  say  in  our  Paper, 
than  our  home  sales.  One  cannot  therefore 
say  that  local  manufacture  is  a direct 
replacement  of  exports;  they  are,  in  fact, 
complementary.  We  would  hope  wherever 
we  can  to  go  on  increasing  our  exports  and, 
as  we  say  in  the  Paper,  the  volume  of 
exports  has  been  growing  at  something  like 
7 per  cent  to  8 per  cent  per  annum,  whereas 
our  domestic  sales  have  been  growing  only 
to  1 per  cent  to  2 per  cent  to  3 per  cent 
growth. 

1698.  Would  it  then  be  true  to  say  that 
ICI  is  an  export-orientated  company  to 
which  exports  are  part  and  parcel  of  its 
survival  rather  than  a marginal  addition  to 
home  sales? 

(Mr  Henderson.)  Very  much  so.  They 
now  account  for  20  per  cent  of  our  total 
sales.  I think  the  point  that  we  made  in  the 
evidence  is  that  the  chemical  industry  is  an 
international  industry.  You  have  to  com- 
pete in  a large  number  of  markets  and, 
regrettably,  the  UK  represents  only  some- 
thing like  5 h per  cent  to  6 per  cent  of  the 
free  world  chemical  markets;  whereas,  of 
course,  the  EEC,  including  the  UK,  adds 
up  to  something  like  35  per  cent.  The 
United  States  is  30  per  cent;  the  rest  of  the 
world  is  something  of  the  order  of  20  per 
cent.  South  East  Asia  is  about  15  per  cent. 

1699.  In  paragraph  1 of  your  evidence 
you  say  that  ICI  ranks  fifth  in  world  sales  in 
the  chemical  sector.  Briefly , who  would  you 
say  are  your  main  competitors? 

(Mr  Henderson.)  The  main  competitors 
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[Chairman  Contd.  ] 

are  the  Americans  and  the  Germans.  The 
question  of  ranking  is  a “variable  feast” 
and  it  depends  upon  whether  you  judge  us 
on  sales  or  profits  or  employees  or  what- 
ever. But  on  that  particular  measure  of 
sales,  those  larger  than  us,  Du  Pont  in 
America  and,  in  Germany,  the  three 
majors,  BASF,  Hoechst  and  Bayer. 

Mr  McNally 

1700.  On  your  decisions  to  invest 
abroad,  how  often  is  it  because  the  host 
country  puts  restrictions  and  demands  a 
proportion  or  all  of  the  manufacture  to  be 
carried  out  in  their  own  country?  And  is 
this  a growing  trend? 

(Mr  Henderson.)  I think  that  one  of  the 
points  that  I have  to  make  about  anything 
to  do  with  ICI  is  that  it  is  almost  impossible 
to  generalise  because  of  the  wide  variety  of 
products  and  territories  in  which  we  deal. 
In  some  of  the  countries,  particularly  those 
perhaps  in  the  Far  East,  the  trend  you 
mention  is  quite  considerable;  but  in  our 
major  markets  (and  they  are  detailed  here) 
and  in  the  EEC,  for  example,  and  in  Amer- 
ica, that  is  not  a trend. 

Mr  Mikardo 

1701.  May  I ask  two  questions  on  the 
division  of  investment  at  home  and  over- 
seas? What  is  the  recent  and  current  proj- 
ected trend?  How  does  the  60/40  division 
look  over  the  last  few  years  and  currently? 
Are  the  projects  changing  and  to  what 
extent  ana  in  which  way? 

(Mr  Henderson.)  When  we  talk  about 
size  of  company  internationally,  one  of  the 
things  that  we  did  not  mention  in  the  evi- 
dence is  that  ICI  has  been  investing  more 
in  new  plants  than  any  of  the  other  major 
chemical  companies.  Specifically,  the  pro- 
portion has  been  more  than  50  per  cent  in 
the  United  Kingdom  despite  the  fact  that 
we  have  also  been  increasing  our  invest- 
ment in  absolute  terms  overseas.  If  you  go 
back  to  my  opening  answer  to  the  Chair- 
man’s question,  because  65  per  cent  of  our 
assets  are  here  it  is  inevitable  that  a contin- 
uing large  proportion  of  our  investments 
will  be  made  in  this  country  to  maintain 
that  existing  business.  It  is  exceptionally 
difficult  to  give  you  a very  specific  answer 
looking  a long  time  ahead  because,  in  the 
ultimate,  expansion  prospects  depend  upon 
market  opportunities  but  we  expect  that  50 
per  cent  trend  in  the  UK  to  continue,  over 
the  short  and  the  long  term.  For  example, 
there  may  well  be  periods  when  we  have  a 
major  overseas  project  which,  in  itself,  is  so 


[Continued  I 


big  that  it  swings  the  balance  the  other  wav 
but  our  pretty  firm  conviction  is  that 
because  our  asset  base  is  still  predominantly 
in  this  country  we  would  expect  the  pro- 
portion of  our  investments  roughly  to  be  50 
per  cent  here  and  50  per  cent  overseas.  ? 

1702.  Have  you  made  any  estimate  of 
the  effect  on  job  creation  of  your  invest-  I 
ment  overseas?  Perhaps  I might  mention 
that  some  time  ago  I saw  two  papers  pre- 
pared by  the  Treasury  and  the  Department 
of  Industry  which  suggested  that  overall 
about  35  per  cent  of  British  investment 
overseas  is  at  the  expense  of  jobs  in  the  UK 
and  45  per  cent  of  the  investment  is  in  the 
other  countries  of  the  European  Commu- 
nity. Have  you  any  figures  of  that  sort  for 
your  own  investment  overseas? 

(Mr  Henderson.)  1 think  that  the  first 
thing  that  I would  say  is  that  when  you 
invest  overseas,  I believe  it  quite  wrong  to 
say  that  that  is  at  the  expense  of  jobs  in  the 
UK.  We  invest  in  the  UK  where  we  believe 
there  are  genuine  market  opportunities.  I 
think  we  say  in  the  note  — and  if  we  do  not 
I will  make  the  point  now — that  our  export 
programme,  we  believe,  supports  about 
33,000  UK  jobs.  That  is  a complicated  sum 
to  do  because  we  know  very  well  that  we 
will  not  be  able  to  maintain  that  level  of 
export  to  places  like  Germany,  if  we  did 
not  have  investment  in  that  particular  coun- 
try. So  that  I have  not  sought  to  answer  the 
question  in  the  way  that  you  have  asked  it 
to  produce  those  statistics;  but  I do  not 
believe  that  that  is  the  way  it  works  out.  We 
invest  where  there  are  market  opportuni- 
ties. We  are  very  concerned  with  employ- 
ment in  the  UK;  it  is  a major  concern  for 
us,  but  we  have  to  invest  where  the  oppor- 
tunities are  to  sell  our  products. 

Chairman 

1703.  Before  I ask  my  colleagues  to 
come  in  at  this  point,  have  you  yourself 
identified  now  the  Continental  Western 
Europe  as  the  main  market  to  be  attacked 
in  the  near  future?  And  will  it  be  your 
policy  to  export  there  or  to  manufacture 
there? 

(Mr  Henderson.)  It  will  be  our  policy,  as 
in  the  past,  to  do  a mixture  of  both.  At  this 
particular  moment  in  time,  Western 
Europe  accounts  for  some  56  per  cent  of 
our  total  exports.  That  figure  has  grown 
auite  considerably  since  1970  and  we  see 
tnat  as  a growing  trend. 

Mr  Emery 

1704.  Could  I put  the  other  side  of  the 
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[Mr  Emery  Could.] 

line  of  questioning  pursued  by  Mr  Mikardo. 
Would  it  be  fair  to  say  that  ICI  would 
normally  attempt  to  supply  overseas  mar- 
kets from  the  home  base  wherever  that  is 
possible;  even  if  that  means  new  investment 
|p  (lie  United  Kingdom  and  therefore  the 
major  aspect  of  its  investment  overseas  is 
io  complement  and  ensure  their  domestic 
sales  overseas. 

(Ur  Henderson.)  That  is  absolutely  right. 

It  is  partly  to  ensure  a pullthrough  effect  in 
exports  from  the  United  Kingdom  but  it  is 
aiso  to  ensure  that  we  obtain  opportunities 
in  local  markets  which  are  just  not  open  to 
us  other  than  by  local  investment. 

1705.  Therefore,  it  is  equally  fair,  is  it, 
to  say  that  you  would  not  invest  overseas  if 
you  believe  the  totality  of  that  market  could 
be  supplied  from  home  production? 

(Mr  Henderson.)  That  is  right. 

Mr  Crowther 

1706.  Are  all  the  products  that  you 
manufacture  overseas  sold  overseas;  or  are 
some  of  them  imported  into  Britain? 

(Mr  Henderson.)  There  is  some  move- 
ment of  products  to  and  fro,  particularly  of 
what  we  call  intermediates  in  the  petro- 
chemical industry.  But  the  vast  majority  are 
sold  overseas. 

1707.  So  that  it  would  be  a very  small 
percentage? 

(Mr  Henderson. ) It  would  be  a very  small 
percentage.  If  I can  give  you  a rough  indi- 
cation, from  our  annual  report  you  will 
have  seen  that  the  balance-of-payments 
contribution,  net.  by  ICI  last  year  was  of 
the  order  of  £600  million.  If  you  assume 
that  we  exported  £1,100  million,  by  fairly 
simple  arithmetic  the  import  bill  was  about 
£500  million.  Of  that  £500  million,  about  90 
per  cent  is  raw  materials  or  engineering 
goods  that  we  have  to  buy  for  our  plants. 

Mr  Thompson 

1708.  Is  that  large  import  part  helped 
by  the  strength  of  the  pound? 

(Mr  Henderson.)  The  short  answer  is, 
yes.  It  helps  us  in  terms  of  our  costs.  Of 
course,  we  import  products  that  are  not 
necessarily  available  here.  We  still  have  to 
import  some  oil;  we  import  sulphur,  potash 
ana  phosphate  rock  which  are  not  available 
indigenously.  The  simple  arithmetic  — and 
it  is,  of  course,  an  over-simplification  — is 
that  as  our  exports  are  roughly  twice  our 
imports,  every  time  the  pound  strengthens 
a cent  against  the  dollar  we  lose  about  £5 


million  on  sales  and  gain  about  £2j  million 
on  our  import  costs,  on  an  annual  basis. 

1709.  That  was  really  what  I wanted  to 
put  to  you.  Are  you  getting  to  the  point 
where  it  will  become  commercially  benefi- 
cial to  increase  imports  of  products  that  you 
have  manufactured  overseas? 

(Mr  Henderson.)  I just  cannot  believe 
that  that  would  happen  because  ICI  is  a 
capital-intensive  industry.  We  have  a lot  of 
capital  invested  in  this  country.  At  the  pres- 
ent time,  a number  of  our  plants  are  eased 
back  because  of  world  recession.  The  asso- 
ciated capital  is  a clock  that  goes  on  ticking 
away  as  the  interest  charges  mount.  So  that 
it  is  hard  to  believe  that  we  could  see  that 
situation  coming. 

1710.  A final  point  on  this  matter  of 
products  manufactured  overseas.  Are  they 
in  the  main  sold  in  the  country  where  they 
are  manufactured  or  are  they  exported  to 
another  country? 

(Mr  Henderson.)  It  is  a mixture  of  both. 
Largely,  it  is  for  local  consumption;  but 
where  we  have  a particularly  advantageous 
situation  — for  example,  in  Australia, 
where  ICI  has  a good  position  in  the  mar- 
ket; and  Australia,  as  you  know,  has  a good 
energy  base  — then  we  are  exporting  into 
SE  Asia,  into  Japan,  for  instance.  Similarly, 
although  ICI’s  manufacture  in  the  States  is 
not  the  basic  chemical  activity  (it  tends  to 
be  agricultural  products  and  pharmaceuti- 
cal products)  again,  with  the  dollar  being 
weak,  we  are  using  that  as  a base  to  export 
into  such  countries  as  Latin  America. 

(Chairman.)  May  we  turn  our  attention 
to  the  question  of  imports  generally? 

Mr  Foster 

1711.  You  say  on  the  first  page  of  your 
submission  that  “imports  into  the  United 
Kingdom  have  increased,  but  ICI  through 
continuing  improvement  in  competitive- 
ness has  lost  little  market  share  in  conse- 
quences.” Is  this  still  so  in  the  light  of  the 
post-March  market  collapse?  For  instance, 
are  continental  competitors  undercutting 
UK  companies  in  the  home  market  by 
offering  extended  credit  that  domestic  pro- 
ducers find  difficult  to  match  because  of 
high  interest  rates? 

(Mr  Henderson.)  They  are  certainly 
undercutting  us  at  the  moment.  That  is 
absolutely  for  sure.  Credit  is  simply  one 
part  of  the  total  commercial  package  in 
which  price  is  clearly  an  important  part  as 
well.  I would  not  say  that  extended  credit 
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was  any  more  of  a threat  than  it  ever  has 
been,  frankly.  The  question  about  the  last 
two  or  three  months  is  difficult  to  answer. 
Chemical  industry  statistics  lend  to  run 
about  a quarter  behind.  At  the  end  of  last 
year,  imports  had  taken  something  like  33 
per  cent  of  the  UK  chemical  market  as 
opposed  to  ten  years  ago  with  something 
like  19  per  cent.  There  is  no  doubt  that  we 
have  lost  market  share  in  man  made  fibres. 

I think  that  you  have  already  heard  evi- 
dence on  that;  and  that  is  very  significant 
indeed.  But,  as  far  as  we  can  see,  generally 
speaking,  in  our  main  chemical  business  we 
do  not  appear  to  have  lost  market.  I wonder 
if  I could  give  the  Committee  one  rivetting 
statistic  that  I found  quite  recently.  When 
I am  talking  about  imports  and  their  effect 
on  IC1  we  nave  also  to  consider  the  effect 
on  our  customers  down-stream.  If  you  take 
the  car  industry,  between  1977  and  1979 
imported  cars  went  from  something  like  45 
per  cent  to  56  per  cent.  IC1  assumes  that 
we  sell  something  like  £54  worth  of  products 
to  every  car  made  in  this  country  in  terms 
of  fibre,  paint  and  general  chemicals,  soda 
ash  into  glass.  If  you  just  do  the  straight 
arithmetic  on  that  increase  in  market  share, 
in  1979  terms  what  looks  like  a modest 
penetration  of  another  350,000  cars  is  equal 
to  about  £20  million  of  lost  sales  to  ICI. 

Mr  Emery 

1712.  However,  is  not  ICI  in  Europe 
selling  part  of  that  to  the  car  industry,  to 
Fiat,  to  Germany,  to  Peugeot,  to  the 
Citroen  people,  so  that  your  figure  of  £20 
million  has  to  be  counterbalanced  by  some 
export  business  which  you  are  obtaining  at 
the  same  time? 

(Mr  Henderson .)  To  a certain  limited 
extent  that  is  correct. 

1713.  Have  you  attempted  to  find  out 
what  that  percentage  might  be? 

(Mr  Henderson.)  1 cannot  give  you  a 
precise  figure.  The  car  industry  overseas 
tends  to  be  pretty  enthusiastic  about  local 
manufacture  and  things  like  paint  do  not 
travel  easily.  However,  ICI  has  a company 
in  Germany  called  Wicderhold  that  has 
been  making  slow  but  steady  progress  in 
selling  to  Volkswagen,  in  selling  to  BMW 
and,  recently,  in  Italy  — a nice  little  export 
success  to  chalk  up  — our  people  supplying 
PVC-coated  fabric  from  Hyde  in  Cheshire 
won  an  order  for  some  £2  million  worth  of 
car  seating  for  Fiat  in  the  face  of  intense 
competition  — • which  is  a very  good  exam- 
ple of  the  way  an  ICI  local  sales  company 


in  Italy  flushes  out  the  opportunity,  comes 
back  to  the  originating  division  in  the  UK  | 
who  put  together  what  we  believe  is  a verv 
clever  technical  effect  which  the  Fiat  com- 
pany want.  So  there  is  an  offset.  It  is  a 
pretty  small  offset  but  it  is  growing.  j 

Mr  Foster 

1714.  Would  you  say  that  your  compet- 
itors  are  only  now  beginning  to  use  the 
advantage  of  a strong  sterling  in  reducing 
their  prices  on  the  UK  market? 

(Mr  Henderson.)  Let  me  go  back  to  my 
figure  of  19  per  cent  in  1970  and  33  percent  ' 
in  1979.  Imports  have  been  a growing 
threat.  However,  it  is  not  a one-way  threat 
because  we  have  been  increasing  our  mar- 
ket share  in  Europe  quite  significantly.  ICI 
has  been  growing  at  about  lj  times  the 
market  growth  generally  in  the  main  EEC 
countries.  The  Committee  has  on  a number 
of  occasions  mentioned  offset  and  that  is 
another  one.  With  the  disappearance  of 
tariff  barriers  between  us  it  is  not  surprising 
that  if  we  penetrate  outwards  they  pene- 
trate inwards.  What  we  have  been  seeking 
to  do  is  to  defend  our  home  market  because 
without  a strong  home  market  base  export- 
ing becomes  exceedingly  difficult.  The  way 
in  which  we  have  been  doing  that  — and 
we  go  back  to  the  question  by  Mr  Mikardo 
— is  to  go  on  investing  heavily  in  new  plant 
and  equipment  in  this  country  to  make  sure 
that  there  is  adequate  capacity  and  that  that 
capacity  is  competitive  with  anything  that 
we  face  from  our  overseas  competitors. 

Mr  Maxwell-Hyslop 

1715.  Just  to  define  the  use  of  the  word 
“chemicals”,  you  gave  us  the  figure  of  the 
penetration  of  the  home  market  increasing 
from  19  per  cent  to  33  per  cent.  Is  that  of 
everything  you  produce?  You  mentioned 
man  made  fibres  which  some  people  would 
not  envisage  as  being  under  the  umbrella  of 
“chemicals”? 

(Mr  Henderson.)  These  arc  DOl  statis- 
tics. Perhaps  I can  turn  to  Mr  Shipley  who 
particularly  looks  after  tariffs  to  handle  that 
one. 

(Mr  Shipley.)  That  particular  figure 
applies  to  chemicals  only.  As  Mr  Hender- 
son says,  there  is  a separate  category  in  the 
Department  of  Industry  on  man  made 
fibres;  so  when  talking  about  a loss  of  mar- 
ket share  in  man  made  fibres,  we  were  then 
covering  all  that  we  produce;  but  the  statis- 
tics were  chemicals  only. 

1716.  So  the  man  made  fibre  alteration 
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is  not  encompassed  even  within  that  19  per  the  EEC.  What  I am  really  saying  is  that 
cent  to  33  per  cent  growth?  we  would  have  done  pretty  well,  we  believe, 

„ (Mr  Shipley.)  That  is  correct.  by  our  policy  of  getting  into  the  EEC  early 

on;  but  that  has  received  an  upward  kick 
, Mr  Foster  by  full  membership.  If  I may  make  a final 

1717.  You  told  us  the  percentage  of  point,  I think  it  does  emphasise  that  export- 
vour  raw  materials  that  were  imported.  Can  ing  is  not  an  in-and-out  job,  you  have  to  lay 
you  put  any  kind  of  figure  on  how  much  of  your  plans,  put  the  people  on  the  ground, 
your  UK  efforts  arc  directed  to  finishing  have  the  nationals  trained,  make  sure  there 
products  originated  by  other  branches  is  the  right  degree  of  co-ordination  between 

j overseas?  t the  exporting  division  and  the  receiving 

(Mr  Henderson.)  Virtually  none.  sales  force. 

Mr  Mikardo  1721.  Why  have  you  done  so  less  well 

1718.  Of  this  large  investment  in  the  than  the  rest  of  Western  Europe?  Your 
UK  what  promotion  — and  perhaps  this  is  exports  there  have  not  kept  up  in  real  terms; 
an  unfair  question  to  expect  you  to  answer  whereas  your  exports  to  tne  EEC  have  shot 
off  the  cuff;  but  perhaps  you  could  let  us  up.  If  you  concentrate  there,  what  have 
have  it  if  you  do  not  know  it  now  — of  your  been  the  factors  in  the  rest  of  Western 
purchases  of  capital  equipment  are  from  Europe? 

UK  sources  and  what  proportion  from  (Mr  Henderson.)  The  greater  part  of  our 
abroad?  investment  is  in  Germany,  Holland  and 

(Mr  Henderson.)  I think  that  that  is  a France.  The  major  market  is  Germany, 
very  difficult  question  to  answer.  I think  Within  those  numbers,  the  main  sales  in 
that  I would  prefer  to  say  that  I believe  it  Western  Europe  will  be  heavily  dominated 
is  still  significantly  UK-oriented.  But  there  by  fibres  and  plastics.  Neither  of  those  find 
are  things  like  compressors,  pumps  and  spe-  big  markets  in  the  rest  of  Western  Europe, 
cialist  equipment  that  we  have  to  buy 
* abroad.  Mr  McNally 

1722.  Your  record  in  the  EEC  contrasts 

1719.  When  you  say  “have  to”,  you  dramatically  with  the  experience  of  the  rest 
mean  that  the  equipment  of  the  specifica-  of  British  manufacturing  since  our  entry, 
lion  you  want  is  just  not  available  here?  Would  you  say  that  the  lesson  to  be  learned 

(Mr  Henderson.)  That  is  correct.  The  is  the  fact  that  you  have  been  planning  that 
» quality  of  the  particular  equipment  that  we  penetration  over  20  years  and  would  you 
need  is  not  available  here  on  the  scale  that  say  that  some  other  sectors  of  British  indus- 
« we  need  it.  try  have  looked  on  the  EEC  as  a single 

(Chairman.)  May  we  turn  our  attention  market  with  too  little  enthusiasm  and  gone 
i'  to  the  question  of  exports?  in  too  late? 

(Mr  Henderson.)  Well,  I am  always 
Mr  Carlisle  reluctant  to  generalise  about  industries 

1720.  In  your  submission  in  Appendix  other  than  my  own  but  I think  that  that  is 
I,  I see  that  your  exports  to  the  EEC  over  a reasonable  conclusion  to  draw.  They  are 
the  past  decade  have  risen  dramatically,  different  countries,  there  is  no  question 
Would  this  have  occurred  if  we  had  not  about  that.  You  talk  about  the  European 
been  members  of  the  Common  Market;  or  market  but  the  people  in  Portugal  are  quite 
is  it  a direct  result  of  our  membership?  different  from  those  in  France,  Spain  and 

(Mr  Henderson.)  As  ever,  it  is  not  a Germany.  You  have  to  go  to  a lot  of  trouble 
simple  easy  answer.  ICI  embarked  on  its  to  make  sure  that  you  have  got  the  right 
programme  of  investment,  not  just  in  plant  people  who  understand  those  markets,  who 
' but  m people,  in  the  mainland  of  Contmen-  speak  the  language,  who  know  the  tech- 
tal  Europe  in  1960.  It  is  true  to  say  that  our  nology  and  you  have  to  go  to  quite  a lot  of 
■ sales  were  going  up  fairly  satisfactorily  trouble  to  tailor  the  products  for  the  partic- 
through  the  60s  by  making  sure  that  we  had  ular  territory.  In  our  own  case,  we  are  by 
our  own  sales  companies,  our  own  technical  no  means  satisfied  with  our  progress.  We 
service  staff  in  there.  We  accelerated  the  know  that  there  is  still  a bit  of  a philosophy 
investment  in  the  EEC  through  the  60s  and  which  says,  “It  is  all  right  in  the  UK  and 
early  70s  but  I think  there  is  little  doubt  therefore  it  must  be  all  right  in  France  and 
that  all  the  statistics  show  that  we  have  Germany”  — whereas  you  may  well  find 
benefited  very  considerably  since  joining  that  the  customer’s  specification  is  quite 
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different.  We  are  learning  about  that.  The 
basic  thrust  of  your  question  is  correct;  it  is 
a long-term  exercise.  You  have  to  plan  your 
campaign  carefully.  You  have  to  be  pre- 
pared to  back  your  intentions  with 
resources  on  the  ground. 

1723.  You  said  that  car  industries 
abroad  tended  to  be  enthusiastic  about  local 
products.  Have  you  come  across  that  right 
through  industry  in  the  Community  — that 
there  Is,  without  any  laws  or  regulations,  a 
propensity  to  buy  French  in  France  or  buy 
German  in  Germany  which  perhaps  does 
not  happen  in  Britain? 

(Mr  Henderson.)  There  is  a bit  of  that, 
of  course.  There  is  a bit  of  chauvinism.  I 
think  that  in  general  people  say  to  them- 
selves, “What  about  tne  quality  of  supply, 
what  about  the  security  of  supply?”  If  I can 
give  you  a couple  of  extremely  unhappy 
examples:  before  I filled  my  present  job  I 
was  chairman  of  the  Paints  Division.  When 
we  had  the  transport  strike  in  1979,  one  of 
my  directors  was  in  Germany  talking  to  a 
German  car  company  who  said,  “We  have 
to  delay  our  meeting  with  you  because  we 
have  just  spent  the  last  two  hours  — and 
we  are  all  doing  that  — re-arranging  con- 
tracts that  we  have  had  to  cancel  from  Brit- 
ish suppliers  who  cannot  deliver.  The  goods 
are  locked  in.”  They  said  to  him,  “We 
therefore  look  at  you  with  a certain  amount 
of  reserve  in  case  you  cannot  deliver.”  We 
were  able  to  satisfy  them  eventually 
because  we  had  local  manufacture  in  Ger- 
many. The  second  unhappy  example  is  that 
at  about  the  same  time  I was  in  Egypt.  We 
had  been  working  for  several  months  to 
provide  refinished  paint  (that  is  for  touch 
up  on  cars)  into  the  Egyptian  market.  We 
had  lined  up  a distributor  and  spent  some 
money  on  publicity.  We  created  a demand. 
But  the  product  could  not  be  shipped.  We 
lost  an  opportunity  and  we  lost  credibility. 
It  takes  us  quite  a long  time  to  recover  from 
that. 

Mr  Crowther 

1724.  Do  you  find  as  an  importer  of  raw 
materials  and,  to  some  extent,  capital 
goods,  that  you  suffer  from  this  problem  in 
relation  to  other  countries  where  the  labour 
relations  record  is  even  worse  than  ours? 

(Mr  Henderson.)  I have  not  actually 
found  any  with  very  much  worse  labour 
relations.  I am  talking  generally. 

1725.  The  ILO  figures  show  that  there 
are  several  countries  that  are  much  worse 


than  ours.  Perhaps  you  do  not  deal  in  those 
countries? 

(Mr  Henderson.)  As  a supplier,  of  course  , 
we  have  trouble  from  time  to  time.  It  would  ' 
be  foolish  to  say  otherwise.  Perhaps  I am  I 
talking  mainly  as  a supplier  outwards,  as  a 
seller.  We  do  have  problems  and  I do  not 
think  that  anybody  should  be  in  any  doubt 
at  all  that  in  our  customer  countries  over- 
seas our  reputation  for  reliability  is  low  and 
that  is  something  that  we  have  constantly  « 
to  fight  against.  ■ ’ 

Mr  Crowther 

1726.  Going  on  with  exports,  you  say 
that  “in  real  terms  prices  of  chemicals  have 
declined  both  in  the  UK  and  in  export 
markets  over  the  last  10  years”.  Is  that  due 
to  increased  competition  which  has  reduced 
your  margins  or  is  it  due  to  increased  effi- 
ciency or  both? 

(Mr  Henderson.)  It  is  a combination  of 
both.  We  have  been  running  generally 
about  10  per  cent  behind  the  movement  in 
the  retail  price  index;  and  competition  is  a 
part  of  that,  there  is  no  doubt  about  it.  But 
the  chemical  industry  has  a good  reputation 
for  improving  its  technological  base  and  fo: 
bringing  down  its  costs  whenever  it  can.  In 
the  middle  60s,  for  example,  we  moved 
towards  much  bigger  single  stream  plants 
which,  in  turn,  produced  cost  advantages. 
These  have  been  rolled  through  in  many 
cases  to  the  customer.  It  is  a combination 
of  both. 

1727.  You  imply  in  your  paper  that  you 
suffered  like  much  the  rest  of  the  UK  indus- 
try from  low  labour  productivity  and  that 
this  has  impeded  your  power  to  compete. 
Yet  you  also  imply  that  you  are  overcoming 
that.  Does  that  suggest  that  you  are  going 
to  be  much  more  competitive  in  the  next 
few  years? 

(Mr  Henderson.)  We  are  fortunate,  I 
think,  in  ICI  to  have  a very  good  and  stable 
labour  relationship  over  a period  of  years. 

I say  that  with  my  fingers  fairly  crossed, 
because  one  never  knows.  But  that  has 
been  our  position.  Over  the  period  we  have 
been  fairly  consistently  improving  our  pro- 
ductivity at  about  the  rate  of  7 per  cent  per 
annum  over  the  last  three  years.  But,  of 
course,  the  others  are  not  standing  still. 
The  Germans  and  the  Americans  are  also 
improving  their  productivity.  I think  it  will 
be  a hard  struggle  to  stay  where  we  are. 
There  are  still  gains  to  be  obtained.  Up  till 
now,  one  of  the  things  that  has  helped  us, 
apart  from  the  currency  impact,  has  been 
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the  fact  that  productivity  may  not  be  as 
cood  but  then  wages  in  the  UK  have  not 
Been  as  high.  They  are  now  catching  up 
ouite  fast  and  we  can  see  a point  tn  the  not 
too  distant  future  when,  if  wages  continue 
to  escalate  at  the  present  sort  of  level,  we 
will  reach  a cross-over  point. 

1728.  By  your  overall  export  strategy 
—and  obviously  you  have  one,  as  you  have 

s[arect you  seem  to  me  to  concentrate  on 

a few  markets  at  a time  and  to  enter  those 
really  thoroughly  rather  than  to  spread  your 
effort.  Is  that  so? 

(Mr  Henderson.)  I should  like  to  put  it 
another  way.  We  concentrate  on  those  mar- 
kets where  we  see  the  maximum  opportu- 
nity for  our  products.  We  do  sell  into  some 
60  different  countries  and,  although  the 
numbers  are  dominated  by  the  EEC,  it  is 
the  major  chemical  market,  35  per  cent  of 
the  free  world.  But  if  you  go  to  countries 
like  Australia  and  Canada  where  ICI  have 
been  long  established,  we  have  a big  posi- 
tion there.  If  you  go  to  some  of  the  smaller 
territories  like  Indonesia  or  Malaysia,  we 
have  a growing  position  there  as  well.  We 
do  concentrate  on  a number  of  major  ter- 
ritories but  we  are  also  fairly  widely  spread 
in  other  areas. 

1729.  Obviously,  whether  you  have  a 
selling  operation  or  a selling  operation  plus 
a manufacturing  one  depends  upon  the 
scope  of  that  market  and  on  your  ability  to 
penetrate?  One  step  follows  another? 

(Mr  Henderson.)  That  is  right.  It  is  our 
policy  wherever  we  possibly  can  inciden- 
tally, to  use  nationals  in  the  overseas  terri- 
tories. The  figure  that  I always  find  inter- 
esting is  that  our  India  operation  (which 
has  something  like  11,000  people)  now  only 
contains  two  expatriates. 

Mr  Foster 

1730.  May  I come  back  to  the  question 
of  labour  productivity.  Have  there  been 
any  studies  done  of  comparative  productiv- 
ities in  your  area;  and  can  you  quote  the 
comparisons? 

(Mr  Henderson.)  I am  reluctant  to  do  so 
at  the  moment  because  it  is  a changing  ball 
game,  but  certainly  there  was  a period 
where  we  were,  perhaps,  60  per  cent  to  70 
per  cent  of  German  productivity.  I say  that 
not  because  I want  to  avoid  tne  question 
but  because  you  have  to  look  at  each  indi- 
vidual industry  to  try  and  find  a precise 
comparison.  I am  always  hesitant  to  use 
broad-brush  statements  to  condemn  a par- 


ticular practice.  But  that  was  our  experi- 
ence in  the  man  made  fibre  industry  in 
Germany.  As  you  have  already  elicited,  I 
think  we  are  catching  up  pretty  reasonably 
with  a number  of  our  competitors  — the 
Americans  particularly.  But  then,  of 
course,  they  would  argue  that  their  produc- 
tivity improvement  has  been  declining  in 
recent  years. 

Mr  Carlisle 

1731.  To  end  up  on  exports,  may  I ask 
you  a general  question?  The  whole  paper 
that  you  presented  exudes  a wish  to  con- 
tinue with  a free  trade  policy  for  this  coun- 
try. Will  you  state  briefly  what  the  benefits 
are  to  ICI  of  this  and,  at  the  same  time,  say 
what  you  would  feel  about  a more  protec- 
tive trading  stance  by  this  country? 

(Mr  Henderson.)  Might  T add  one  word 
to  the  phrasing  in  your  question:  a “fair” 
free  trade  policy.  I think  that  unfair  com- 
petition is  an  area  about  which  we  have 
some  reservations.  The  chemical  industry 
is  an  international  business.  To  go  back  to 
my  opening  comments  about  the  size  of  the 
market,  we  just  cannot  survive  within  an 
economy  that  is  totally  protective  with,  as 
ICI,  only  5£  per  cent  of  the  market  here  in 
Britain.  To  remain  ahead  of  the  game  you 
have  to  be  technologically  innovative  in 
products  and  in  processes  of  improvement 
to  reduce  costs.  Our  current  research  and 
development  investment  is  £183  million  per 
year.  You  have  to  be  able  to  spread  that 
over  a very  large  body  of  sales.  To  do  that, 
you  must  sell  into  all  the  major  world  mar- 
kets. That  long  story  simply  adds  up  to:  yes, 
we  do  believe  very  firmly  in  free  trade  pro- 
vided that  it  is  fair  trade. 

Mr  Mikardo 

1732.  You  said,  “provided  that  it  is 
fair.  ...”  How  would  you  define  unfair 
competition;  and  is  it  happening,  and 
where,  and  in  what  markets  and  by  whom? 
Who  does  what  and  with  which  and  to 
whom? 

(Chairman.)  I think  that  Mr  Maxwell- 
Hyslop  has  a question  which  supplements 
and  bears  very  heavily  upon  that.  I say  that 
before  you  answer  it. 

Mr  Maxwell-Hyslop 

1733.  Just  before  we  come  to  that,  is 
your  trade  by  specification  as  opposed  to  by 
brand-name  in  the  chemical  world? 

(Mr  Henderson.)  It  varies.  If  you  are 
talking  about  the  high-value,  consumer- 
type  products  like  heart  drugs  or  (dare  I get 
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in  a commercial  plug?)  like  Dulux  paint 
from  my  old  division,  then  it  is  clearly  by 
brand  name.  If  you  are  talking  about  some- 
thing like  ethylene  or  chlorine,  then  it  is  by 
specification. 

1734.  Now  could  we  come  to  the  ques- 
tion of  unfair  trading?  Presumably,  this 
comes  in  various  forms.  Alleged  patent 
infringement,  for  instance,  is  one  category. 
But,  secondly,  either  concealed  or  overt 
barriers  to  trade? 

(Mr  Henderson.)  That  is  correct.  It  is  a 
complex  answer.  I can  pick  a couple  of 
examples  and  then  ask  Mr  Shipley  to  com- 
ment. Dumping  is  something  that  we  face 
from  time  to  time,  a product  that  is 
offloaded  into  the  UK  market  at  what  we 
believe  to  be  below  fair  prices.  That  is  one 
form  of  unfair  competition.  Another  — and 
1 think  you  have  already  heard  quite  a lot 
about  this  is  where  the  energy  base  — and 
energy  is  quite  important  in  a lot  of  our 
products  — is  politically  fixed  and  unfair. 
We  profoundly  believe  that  that  is  the  case 
at  the  moment  with  the  American  chemical 
industry;  that  the  energy  base  there  is 
unfair.  Going  the  other  way,  in  terms  of 
exports,  there  are  undoubtedly  non-trade 
barriers  that  are  erected  in  certain  coun- 
tries. Perhaps  Mr  Shipley  might  like  to  com- 
ment a little  on  that. 

(Mr  Shipley.)  We  hope,  of  course,  that 
the  most  important  of  those  will  disappear 
over  the  next  few  months  following  the 
multilateral  trade  negotiations,  the  Tokyo 
Round.  That  is  going  to  bring  changes  in 
Customs  valuation,  particularly  valuation 
for  the  States.  It  will  do  away  with  the 
American  selling-price  system  and  that  sort 
of  thing.  There  will  be  some  that  are  left. 
Rather  than  go  into  a fairly  detailed  expla- 
nation about  each  one  of  them,  I wondered 
whether  (thinking  that  there  would  bo  a 
question  on  this)  a note  might  be  helpful  on 
that.  I have  them  listed  here.  The  sort  of 
thing  we  find  is  that  there  is  import  licen- 
sing, for  example,  in  New  Zealand.  There 
is  provision  for  increased  quantities  each 
year  but  it  is  very  difficult  to  get  a new 
product  accepted,  because  the  basis  is  what 
happened  in  previous  years.  There  is  import 
licensing  in  Argentina  and  Brazil.  There  is 
a requirement  for  quality  control  of  chem- 
icals that  must  be  done  specially  for  import 
into  Colombia;  and  the  costs  for  that  quality 
control  have  to  be  paid  by  the  exporter.  I 
have  a list  of  things  similar  to  that  which  1 
shall  be  happy  to  leave  with  the  Committee. 

(Chairman.)  Perhaps  you  will  let  us  have 


a copy  and  we  will  circulate  it1. 

1735. 
egory  of 
which  yc 

restriction  present  an  increasing  or  decreas! 
ing  problem  outside  the  EEC? 

(Mr  Shipley.)  Government  restriction  in 
the  sense  of  import  licences? 

1736.  Yes.  In  the  sense  of  restrictions 
resulting  from  Government  control.  I am 
not  thinking  for  instance  of  the  problem  we 
have  met  in  other  fields:  that  there  simply 
is  not  the  retail  distributive  mechanism  — 
in  Japan,  for  instance,  the  wholesale  one 
— that  there  is  here.  I am  not  thinking  of 
restrictions  of  that  kind  which  you  could 
call  structural  ones  but  of  Government- 
imposed  restrictions.  Outside  the  EEC  if 
we  can  divide  this  into  two,  is  this  an 
increasing  or  a decreasing  problem  within 
the  experience  of  ICI? 

(Mr  Shipley.)  I think  I would  say  that  it 
is  not  increasing,  at  least,  at  the  moment. 
There  are  some  indications  perhaps  that  it 
may  be  increasing  during  a recession  in  the 
trade  cycle;  but  it  has  not  actually  occurred 
yet.  I think  it  would  be  fair  to  say  that  the 
governments  arc  trying  very  hard  to  prevent 
any  tendency  of  this  sort.  We  hope  that 
they  will  be  successful  in  doing  so. 

1737.  Have  you  experience  of  making 
specific  complaints  to  the  Commission  and 
of  their  either  taking  action  on  those  com- 
plaints or  not  taking  action  or  being 
extremely  dilatory  in  taking  action? 

(Mr  Shipley.)  We  have  made  complaints. 
We  have  done  it  particularly  in  the  context 
of  briefing. the  officials  for  the  multilateral 
trade  negotiations.  The  impression  that  I 
have,  in  fact,  is  that  they  have  worked  very 
hard  to  cover  a very  complex  field  and  have 
achieved  a large  measure  of  agreement. 
The  important  thing  for  us  to  do  now  is  to 
try  to  make  sure  that  that  goes  in  satisfac- 
torily. I think  that  wo  can  work  at  the 
remaining  problems  over  a period  of  time. 

Mr  Mikardo 

173K.  Have  you  taken  any  specific 
dumping  complaints  to  the  Commission?  If 
so,  what  happened? 

(Mr  Shipley.)  Yes,  we  have.  Here,  we 
have  had  perhaps  not  an  entirely  satisfac- 
tory experience.  Wc  had  a complaint  on  the 
dumping  of  soda  ash  and  the  complaint 


'Sec  p.  5(12. 


Mr  Maxwell-Hyslop 
Leaving  aside  the  energy  cost  cat 
unfair  trading,  do  the  categories 
u can  broadlv  call  Gnvp  minors. 
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took  about  13  months  before  it  was  finally 
resolved  with  a dumping  duty  or  a price 
undertaking. 

Mr  Maxwell-Hyslop 

1739.  Can  you  let  us  have  a written  case 
history  of  that  later  on,  as  the  detail  of 
specific  cases  is  of  interest  to  us? 

(Mr  Shipley.)  Yes. 

Mr  Thompson 

1740.  Where  was  the  soda  ash  from? 

(Mr  Shipley.)  The  soda  ash  was  from 

a number  of  East  European  countries, 
including  Russia. 

Mr  Maxwell-Hyslop 

1741.  Have  you  experience  of  what  I 
would  call  a “dog-leg”  dumping?  As  the 
intra-Community  rules  are  different  from 
the  rules  of  the  rest  of  the  world,  do  you 
have  experience  of  countries  outside  the 
EEC  — particularly  Eastern  European 
countries  — exporting  into  another  EEC 
member-country  which  then  exports  into 
Britain  so  that  it  appears  not  to  be  dumping 
by  EEC  rules  but  it  would  be  dumping,  if 
it  came  here  direct  from  its  original 
producer? 

(Mr Shipley.)  I understand.  They  operate 
within  the  free  trade  of  the  free  movement 
of  goods.  To  be  honest,  we  have  not  come 
across  this  in  any  major  way.  We  do  have 
a very  active  trade  association,  the  Confed- 
eration of  European  Chemical  manufactur- 
ers (CEFIC).  If  we  suspected  that  that  was 
happening,  we  would  go  through  the  offi- 
cials there  to  find  out  what  the  facts  were. 

1742.  But  it  has  not  as  yet  presented 
itself  as  a problem  in  the  chemical  market 
in  Britain? 

(Mr  Henderson.)  Not  a major  one.  I 
think  that  there  are  from  time  to  time  exam- 
ples of  products  which  we  would  consider 
perhaps  as  pirated  products.  Earlier,  men- 
tion was  made  of  patents.  We  have  a spe- 
cific case  with  our  herbicide,  Paraquat, 
made  in  Taiwan  by  a competitor,  which  is 
appearing  in  a number  of  markets  in  the 
sort  of  dog-leg  situation  you  are  describing. 

1743.  Have  you  found  the  Commission 
to  be  an  efficient  (both  in  terms  of  ultimate 
result  and  in  speed  of  action)  instrument  in 
combatting  dog-leg  activities  of  that  kind. 
In  parenthesis,  it  has  been  drawn  to  the 
attention  of  this  Committee  that  the  MFA 
(Multi  Fibre  Agreement)  is  circumvented 
by  countries  which  are  not  subject  to  quota 


restrictions  receiving  supplies  from  coun- 
tries which  are  and  then  re-exporting  those 
to  the  United  Kingdom  or,  perhaps,  by  yet 
another  leg  to  another  EEC  member,  by 
which  they  can  come  into  the  United 
Kingdom. 

(Mr  Henderson.)  As  Mr  Shipley  has  said, 

1 think  that  our  experience  of  that  kind  of 
dog-leg  action  has  been  pretty  minimal. 
Generally,  we  do  not  doubt  that  the  EEC 
wish  to  do  things;  but  it  is  the  time  it  takes 
that  is  the  problem.  And,  of  course,  the 
damage  is  done  quickly  and  with  compar- 
atively small  tonnages  which  can  disrupt 
markets.  But  there  is  some  evidence  that 
the  urgency  is  growing  and  I believe  you 
have  already  had  evidence  of  a number  of 
people  who  have  worries  about  the  political 
will  to  take  action  quickly  — which  is 
another  matter;  and  particularly  the  Amer- 
ican energy  thing. 

1744.  Lastly,  with  respect  to  the  Com- 
mission, do  you  find  that  they  are  much  less 
willing  to  respond  to  a threat  as  opposed  to 
responding  to  an  historic  event  that  has 
actually  happened;  in  other  words,  after  the 
damage  is  done? 

(Mr  Shipley.)  Yes. 

(Mr  Henderson.)  That  must  be  so. 

Mr  McNally 

1745.  You  seem  to  fear  that  the  newly- 
industrialised  countries  are  going  to  be  a 
growing  threat  and  that  the  present  machin- 
ery does  not  really  deal  with  this  problem. 
Do  you  think  the  Government  should  be 
thinking  in  terms  of  reforms  of  the  GATT. 

I see  that  despite  your  commitment  to  free 
trade,  you  do  speak  approvingly  of  the 
Multi  Fibre  Arrangement.  Do  you  think 
that  other  kinds  of  arrangement  like  this 
should  be  part  of  Government  policy  to 
deal  with  the  threat  from  the  newly-indus- 
trialised countries? 

(Mr  Henderson.)  I think  we  will  have  to. 
In  most  cases,  we  are  pretty  satisfied  that 
we  can  take  on  fair  competition  from  our 
technological  base;  but  there  is  a concern 
around,  for  instance,  the  Middle  East 
where  undoubtedly  raw  materials — gas,  if 
you  will,  or  oil  — will  not  be  charged  in  at 
economic  prices.  There  will  be  a concern 
there.  Again,  Mr  Shipley  is  more  expert  in 
this  area  but  there  are  systems  of  quotas  for 
the  emerging  nations.  If  they  are  genuinely 
emerging,  that  is  fine.  If  you  get  a country 
like  Romania,  for  example,  which  has  a 
well-developed  chemical  industry,  or  South 
Korea,  which  is  the  same,  then  I think  we 
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want  to  be  satisfied  that  they  are  competing 
fairly  on  all  fours  with  us.  That  would  be 
my  point. 

(Mr  Shipley.)  One  of  the  comments  that 
we  made  on  this  was  that  we  did  feel  that 
the  operation  of  the  generalised  system  of 
preferences  should  be  amended  in  its  cur- 
rent renegotiation  to  exclude  countries  that 
are  in  a competitive  position.  We  would 
like  to  see  those  countries  not  only  continue 
to  be  members  of  GATT  but  also  to  sign 
their  multilateral  trade  negotiations  agree- 
ments. Most  of  them  have  not  yet  done  so; 
although  some  of  them  have  indicated  that 
they  are  thinking  about  doing  so.  We  should 
like"  to  see  them  encouraged  to  sign  those 
agreements  and  to  operate  within  GATT 
rules.  Then  a number  of  the  difficulties  that 
we  have  in  exporting  to  them  would  disap- 
pear. That  is  the  sort  of  free  trade  that  we 
would  like  to  see. 

(Mr  Henderson.)  I think,  Chairman,  that 
that  ties  in  with  the  earlier  question  on 
protectionism.  The  threat  of  protectionism 
is  always  around.  I hope  that  what  I said 
earlier  indicates  that  we  believe  that  that  is 
adverse  to  ICI.  In  a recession,  of  course, 
that  threat  becomes  exaggerated.  As  part 
of  keeping  that  threat  at  bay,  I think  some 
form  of  disciplined  approach  along  the  lines 
that  Mr  Shipley  has  outlined  is  important. 

Mr  Crowther 

1746.  May  I go  back  for  a moment  to 
the  question  of  dumping?  You  say  in  your 
memorandum  that  you  feel  that  the  EEC 
takes  an  inordinately  long  time  and  you 
have  reinforced  that  in  your  oral  evidence. 
What  representations  have  you,  as  a com- 
pany, made  to  the  British  Government  with 
a view  to  this  matter  being  raised  in  the 
Council  of  Ministers? 

(Mr  Shipley.)  We  have  talked  to  the 
Department  of  Trade.  There  is  an  anti- 
dumping section  within  the  Department  of 
Trade  who,  incidentally,  we  find  very  help- 
ful in  telling  us  what  ts  happening  and  in 
taking  the  case  that  we  give  to  them  and, 
we  believe,  representing  that  to  the  other 
members  of  the  anti-dumping  committee. 
We  have  told  them  that  we  do  not  think 
that  the  action  is  speedy  enough.  1 believe 
that  they  have  taken  notice  of  that  but  we 
have  not  yet  had  any  indication  that  things 
are  going  to  be  improved  significantly. 

1747.  You  say  in  your  Paper  that  you 
think  that  this  may  be  because  the  EEC 
lacks  sufficient  staff.  This  is  certainly  the 
view  expressed  by  the  Commission  officer 


we  met  on  this  subject.  He  feels  that  he  is  ' 
short  of  staff.  I was  wondering  whether  you 
had  urged  the  British  Government  to  take 
whatever  steps  they  can  to  increase  the  she  ' 
of  the  staff. 

(Mr  Henderson.)  We  have  been  doing 
that.  Incidentally,  wc  alerted  the  British 
Government  to  this  possibility  before  the 
move  to  Brussels  was  made.  They  are  there- 
fore aware  of  it,  I think.  We  also,  through 
the  chemical  trade  association,  CEFIC. 
have  been  making  similar  representation  iii  1 
Brussels. 

Mr  Maxwell-Hyslop 

1748.  In  the  memorandum  which  Mr 
Shipley  just  circulated,  there  are  two  items 
under  (5)  which  catch  my  eye.  “Prior 
deposit  of  cash  by  importers  — Chile  — 
can  be  10,000  per  "cent  in  some  cases”.  The 
Chilean  Government  claims  to  have  liber- 
alised trade  as  a shock  treatment  for  its 
domestic  industry.  Could  you  tell  us  about 
that?  It  may  be  a misprint.  “Greece;  33  per 
cent  to  140  per  cent.”  Could  you  tell  us 
about  that?  Presumably,  that  will  be  disal- 
lowed on  admission  of  Greece  to  the  EEC, 
would  it  not? 

(Mr  Shipley.)  I think  it  would  be  sensible 
for  me  to  put  in  an  additional  note  on  these 
details.  These  particular  cases  have  been 
checked  by  my  staff  before  I came  here.  I 
feel  sure  that  there  is  no  misprint. 

1749.  It  means  in  the  Chilean  case  that 
the  importer — do  I understand  this  aright? 
— has  to  pay  100  times  the  import  price  for 
some  unspecified  length  of  time,  presum- 
ably with  the  central  bank? 

(Mr  Shipley.)  Yes,  that  is  right. 

1750.  This  is  so  different  from  what  the 
Chilean  Government  put  out  about  their 
having  liberalised  their  trade.  It  would  be 
interesting  to  know  the  spectrum  that  this 
covers  and  when  it  came  into  effect  and 
whether  in  fact  it  has  been  reduced  from 
100,000  to  10,000  — or  the  movement  in 
this  direction? 

(Mr  Shipley.)  Yes,  certainly. 

Chairman 

1751.  Do  you  sell  into  Chile? 

(Mr  Shipley.)  Yes,  we  do. 

1752.  Do  you  surmount  that  barrier? 
(Mr  Shipley.)  I do  not  know  that  this 

applies  to  any  of  the  products  we  are 
actively  selling  into  Chile.  I would  doubt 
whether  we  would  wish  to  surmount  a bar- 
rier of  that  kind. 


i 
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1753.  But  you  will  let  us  have  a paper  placed.  These  are  perhaps  placed  in  a some- 

explaining  it  in  detail?  -what  disruptive  way.  We  have , on  occasion, 

(Mr  Shipley.)  Yes,  I will*.  been  involved  in  these  deals  but  I have  to 

say  always  where  we  cannot  avoid  it,  and 
Mr  Kerr  only  where  we  believe  that  there  will  be 

1754.  Is  there  much  serious  competi-  some  profit  and  where  we  believe  that  the 

tion  from  Eastern  Europe?  product  that  we  will  take  in  payment  will 

(Mr  Henderson.)  It  is  spasmodic.  I think  be  of  value  to  us  in  our  business, 
that  is  the  way  to  put  it.  And  when  it  comes,  (Chairman.)  Let  us  turn  to  the  USA. 

it  is  painful  in  that  quite  frequently  it  takes 

the  shape  of  dumped  products  which  dis-  Mr  Kerr 

rupt  carefully  structured  markets.  It  comes  1758.  What  hopes  does  Mr  Henderson 
and  it  goes.  In  some  cases,  it  can  be  quite  entertain  for  the  delegation  from  CEFIC 
serious.  I seem  to  recall  that  some  five  to  (the  chemical  industry's  main  representa- 
six  years  ago,  we  had  quite  serious  imports  tive  body)  which  is  to  visit  the  USA?  Has 
of  polyester  fibre  from  Romania  ; and  from  not  the  "unfair”  advantage  of  cheap  energy 
time  to  time  other  Eastern  bloc  countries  been  overtaken  by  the  “fair”  advantage  of 
do  the  same  thing.  a cheap  currency  and  possibly  higher 


Mr  McNally 

1755.  Has  ICI  entered  into  any  agree- 
ments with  Eastern  European  countries 
whereby  ICI  technology  is  paid  for  in  the 
products  eventually  produced? 

(Mr  Henderson.)  As  few  as  possible  is 
the  answer.  There  have  been  one  or  two 
examples. 

1756.  But  you  do  not  think  that  in  gen- 
eral they  are  a very  good  system  of  trade? 

(Mr  Henderson.)  Not  really,  no. 

Mr  Mikardo 

1757.  Following  that  up,  a lot  of  British 
and  other  Western  chemical  plant  contrac- 
tors have  sold  sometimes  very  large  turnkey 
plants  in  Eastern  Europe  on  conditions 
which  involve  buy-back.  Two  questions  on 
that.  One,  are  you  affected  by  that,  even  if 
you  have  not  done  it  yourself?  Two,  do  you 
share  the  view  which  is  being  expressed  that 
these  arrangements  have  resulted  in  a very 
large  excess  capacity  in  the  production  of 
some  types  of  chemicals? 

(Mr  Henderson.)  From  time  to  time,  the 
latter  is  perfectly  true.  I think  it  is  a spas- 
modic thing  because,  by  and  large,  it  gets 
mopped  up  in  the  domestic  market  of  the 
Eastern  block  countries.  Our  feeling  on 
these  so-called  switch  deals  — and  you  can 
only  speak  for  your  own  cases  — is  that' 
they  are  not  very  satisfactory  for  two  rea- 
sons. One,  at  the  end  of  the  day  you  are 
doing  trade  hopefully  to  make  a profit  and 
my  experience  has  been  that  by  the  time  it 
has  been  through  all  the  various  agencies 
that  are  concerned  in  switching  out,  there 
is  not  a lot  left.  Secondly,  of  course,  it 
means  that  large  tonnages  appear  on  the 
market  from  lime  to  time  that  have  to  be 
’M226  nTO. 


productivity? 

(Mr  Henderson.)  I am  sorry,  I do 
not  completely  understand  the  question 
because  America  happens  to  have  two 
advantages  (or  even  three,  if  you  like).  It 
has  a cheap  energy  base,  it  has  a weak 
export  currency  and  it  does  have  compar- 
atively high  productivity.  These  are  all 
things  which  make  competition  with  the 
United  States  ever  more  difficult.  The 
Americans,  in  my  experience,  have  never 
been  dedicated  exporters.  Regrettably, 
now,  as  recession  bites  more  deeply  into 
the  United  States  they  are  learning  that 
with  a weak  currency  it  can  be  quite  prof- 
itable; and  I suspect  (because  they  are  noth- 
ing if  not  true  businessmen)  that  they  will 
remain  a formidable  presence  in  our  tradi- 
tional export  markets  for  quite  some  time. 

Mr  Maxwell-Hyslop 
1759 . Were  you  thinking  of  textiles? 

(Mr  Henderson.)  Textiles  and  also,  one 
has  to  say,  in  some  of  the  heavy  chemicals 
as  well.  You  will  remember  the  point  we 
made  in  the  evidence . about  the  importance 
of  a strong  home  market.  They  are  in  a very 
strong  position  to  compete . I did  not  answer 
the  question  Mr  Kerr  asked  about  CEFIC. 

I am  an  optimist  so  that  I live  ever  in  hope 
but  I have  to  tackle  that  with  a certain 
degree  of  reality  and  wonder  whether,  in 
an  election  year,  it  is  likely  that  Govern- 
ment conduct  in  the  United  States  will  move 
in  a way  that  American  industry  will  see  as 
disadvantageous.  I hope  that  CEFIC  will 
advocate  our  case.  I am  sure  that  they  will 
do  that.  How  receptive  an  audience  they 
will  find,  I think  I have  doubts  about. 

Chairman 

1760.  How  do  you  see  this  argument 
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that  the  USA  have  got  an  advantage  over  ger  is  that  we  get  a universal  agreement  but  1 
us  in  having  their  cheap  energy  while,  at  it  is  the  most  exacting  anywhere  in  the 
the  same  time,  it  would  appear  that  their  world  and  that  would  be  prohibitively 
rate  of  productivity  far  exceeds  this  coun-  expensive.  ' 

try’s  and,  indeed,  some  of  the  European 

countries’;  and,  of  course,  there  is  the  cur-  1763.  Is  this  a matter  of  relative 
rency  difference?  disadvantage? 

(Mr  Henderson.)  It  means  that  they  (Mr  Shipley.)  Yes,  it  is  a disadvantage  to 
are  formidable  competitors  in  the  export  a country  that  is  innovative  and  wants  to 
market.  produce  new  products  and  is  having  diffi. 

culty  in  selling  them  on  a world  scale,  often 

1761.  We  cannot  put  our  head  in  the  when  the  need  to  load  the  plant  is  para- 

sand  and  say,  “You  must  not  come  here."  mount  if  we  are  going  to  repay  the 

(Mr  Henderson.)  I do  not  think  so.  There  investment, 
are  two  quite  separate  aspects  here.  One  is 

that  we  (I  speak  of  ICI)  undoubtedly  accept  1764.  I presume  that  if  you  get  this 
the  challenge  of  improving  our  productivity  agreement  within  the  OECD  countries  you 

and  our  costs.  That  is  for  us  to  do.  We  do  are  still  in  difficulty  with  the  large  part  of 

not  want  any  Government  assistance  in  the  world  outside  — South  America  for 

doing  that.  But  we  do  look  for  assistance  example? 

where  there  is  a raw  material  base,  politi-  (Mr  Shipley.)  Yes,  that  is  right,  but  a 
cally  priced,  we  believe,  unfairly.  That  is  an  great  deal  of  the  chemical  trade  is  within 
area  where  we  have  made  representations  OECD  countries,  the  vast  proportion  of  it. 
and  will  go  on  doing  so. 

1765.  Can  we  take  a further  point  from 
Mr  Crowther  your  memorandum  in  which  you  say  “it  is 

1762.  On  the  question  of  regulations,  often  said  that  the  British  have  a more 
you  have  actually  given  us  a number  of  scrupulous  regard  for  the  rules  of  trade  than 
difficulties  on  this  paper  which  has  just  been  other  nations”  and  that  you  believe  that  to 
circulated.  Can  we  talk  specifically  about  be  true.  I think  that  many  people  would 
health  and  safety  regulations.  Do  you  feel  agree  with  you.  Could  you  give  us  one  or 
that  there  is  a real  possibility  of  interna-  two  instances  of  this? 

tional  harmonisation  on  this  matter  or  is  it  (Mr  Shipley.)  I think  we  do  say  that  the 
just  a pipe  dream?  importance  of  chemicals  should  not  be 

(Mr  Shipley.)  There  has  been  a meeting  exaggerated.  In  fact,  the  sort  of  thing  I 
of  the  OECD  Chemicals  Group  so  that  the  discussed  on  the  note  circulated  on  unfair 
position  is  fairly  clear  as  to  how  far  we  have  regulations  would  cover  that.  They  are 
gone.  I think  that  there  is  a very  good  really  not  very  significant  for  us  directly, 
chance  of  agreement  on  the  sort  of  test  Where  we  are  affected  is  in  the  impact  on 
methods  that  will  be  relevant  and  what  is  the  rest  of  industry.  The  motor  industry  has 
available  and,  secondly,  how  the  tests  made  the  clearest  case  for  what  it  feels  to 
should  be  carried  out  — what  is  called  good  be  unfair  treatment  in  that  people  have 
laboratory  practice.  This  will  be  very  help-  easier  access  to  the  UK  market  than  they 
ful.  It  will  avoid  us  having  to  repeat  exper-  have  to  markets  overseas.  And  Mr  Hen- 
iments  for  different  countries  because  of  derson  mentioned  them  as  one  of  our  fore- 
particular variations  asked  for  by  that  coun-  most  customers  and  that  each  loss  of  sale  is 
try.  It  would  certainly  be  a very  useful  first  important  to  us.  It  is  more  the  indirect 
step  if  there  were  guidelines  that  were  effect  on  our  customer  base, 
issued  and  adopted  by  the  countries  con- 
cerned. If  I understood  you  correctly,  I Mr  Thompson 

think  you  were  referring  more  to  the  actual  1766.  Health  and  safety  at  work  in  the 
regulations  themselves.  1 accept  that  we  are  UK.  Is  this  a great  restraint  here,  greater 
a very  long  way  from  (if  we  ever  get  to  the  than  your  competitors  have  to  put  up  with 
stage  of)  having  agreement  on  what  consti-  abroad? 

tutes  a safe  situation.  1 think  we  will  simply  (Mr  Henderson.)  I believe  that  we  are 
have  to  work  towards  agreement  about  the  working  more  or  less  on  the  same  lines  as 
type  of  tests  done  which  will  minimise  the  countries  like  Germany  and  the  United 
cost  significantly  and  leave  for  a later  date  States  but  in  some  of  the  less-developed 
further  discussion  on  harmonisation  of  the  countries  there  is  pretty  clear  evidence  that 
regulations  themselves.  Otherwise  the  dan-  that  is  not  so.  We  have  in  this  country,  I 
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think,  very  commendable  examples,  very 
strict  rules  and  regulations  on  health  and 
safety  and  we  would  not  wish  them  to  be 
changed.  But  they  do  absorb  large  amounts 
of  wholly  unproductive  capital.  T mean 
“productive”  in  the  sense  of  actually  earn- 
ing a return. 

1767.  You  say  that  licensing  is  a sec- 
ondary activity  of  your  company  and  you 
have  these  guidelines:  that  the  technology 
is  not  unique;  that  ICI  cannot  develop  the 
business  directly;  and  that  your  existing 
market  will  not  be  disturbed.  That  is  the 
way  you  do  the  licensing.  Is  that  the  whole 
basis  of  it.  Is  it  not  that  sometimes  you 
could  not  get  into  a country  unless  you 
licensed? 

(Mr  Henderson.)  Those  are  the  three 
prime  criteria  that  we  apply.  I think  that 
our  licensing  philosophy  has  changed  over 
the  years.  I think  there  was  a period  when 
we  were  more  willing  to  license  technology 
in  countries  than  we  arc  now.  Basically, 
what  we  are  looking  for  is  product  sales. 
But  there  are  areas  — and  we  mention  one 
here  — methanol,  a bulk  chemical  that  is 
moved  around  the  world.  We  could  not 
build  all  the  methanol  plants,  even  if  we 
wanted  to.  We  know  that  there  are  other 
processes  — not,  we  hope,  as  good;  but 
competitive  processes  — on  offer;  so  we 
have  thought  it  right  to  license  that  tech- 
nology with  very  considerable  success  over 
the  last  decade. 

1768.  How  long  do  we  keep  hold  of 
that? 

(Mr  Henderson.)  Of  course,  technology 
is  a fast-moving  game.  It  is  not  a question 
of  patent  protection.  There  are  some  pat- 
ents, but  patents  only  Tun  for  16  years.  By 
the  lime  you  have  done  the  development 
work,  they  are  beginning  to  run  out.  What 
we  offer  as  part  of  our  licensing  arrange- 
ment is  the  technical  know-how,  that  is, 
how  to  run  these  big  plants,  how  to  train 
the  process  operators;  and  all  the  time  you 
are  making  improvements  in  your  own 
process.  We  do  not  license  just  for  the  sake 
of  licensing.  We  basically  make  the  tech- 
nical innovation  to  improve  our  own  plant. 
As  a result  of  that,  we  are  always  updating 
and  we  will  feed  that  through.  So  the  answer 
is  that  we  can  sec  ourselves  remaining  in 
that  game  for  some  time  ahead. 

1769.  Do  you  license  the  brand  name? 
That  goes  along  with  the  patents,  surely? 

(Mr  Henderson.)  No,  we  do  not  license 
trade  marks. 


1770.  The  last  question  in  this  general 
group.  The  present  state  of  product  liability 
and  its  extension  in  the  EEC.  Do  you  think 
that  that  will  inhibit  your  business  abroad. 
There  is  the  great  argument  of  the  state  of 
the  art  and  that  sort  of  thing. 

(Mr  Henderson.)  We  are  quite  concerned 
about  the  current  developments  in  EEC 
and  I think  that  if  the  absolute  liability  that 
has  been  adopted  in  the  United  States  were 
to  be  adopted  in  the  EEC,  we  believe  that 
that  will  be  inhibiting  and  unnecessary. 

Mr  Emery 

1771.  May  I just  ask,  as  far  as  European 
patents  are  concerned,  the  new  European 
patent  office  as  you  know,  has  been  set  up 
in  Munich.  We  had  hoped  it  would  come  to 
this  country  but  it  has  not.  Nonetheless,  has 
this  not  meant  that  there  has  been  a much 
greater  stringency  and  a greater  authority 
given  so  that  patents  and  processing  by  our 
competitors  in  Europe  are  not  being 
poached  in  the  way  that  they  were.  Do  you 
not  welcome  this? 

(Mr  Henderson.)  I am  not  sure  that  I can 
answer  that  question  meaningfully.  I do  not 
know  that  we  have  noticed  any  significant 
difference.  Patenting  is  not  something  that 
comes  within  my  immediate  responsibility. 

I think  we  feel  that  the  present  patent 
period,  although  quite  extensive,  does  not 
always  remunerate  the  enormous  amount 
of  development  cost  that  you  put  into  some- 
thing like  producing  a new  heart  drug, 
where  the  process  of  development  from 
first  idea  to  commercial  exploitation  (a)  will 
cost  many  millions  of  pounds  and  (b)  will 
take  a long  period  of  nmc.  And  at  the  end 
of  that,  you  are  well  down  the  patent  pro- 
tection track. 

1772.  (?)  the  import 

of  skills  and  licences  from  overseas  com- 
panies (?)  . Monty  Finniston  in  his  Paper 
pointed  out  that  Japan  had  about  90  per 
cent  more  patent  processing  aspects  than 
America  and  Germany  ana  45  per  cent 
more  than  the  United  Kingdom.  Do  you 
have  any  feeling  of  restriction?  Why  are 
other  people  using  technology  from  around 
the  world  to  a much  greater  extent  than  we 
are? 

(Mr  Henderson.)  I would  like  to  think 
that  that  is  because  we  are  reasonably  inno- 
vative. If  we  look  at  our  licensing  balance 
(as  it  were)  — because  we  do  buy  technol- 
ogy from  other  countries;  we  know  that  we 
do  not  have  the  monopoly  of  inventiveness 
— it  is  heavily  in  our  favour  with  us  licensing 
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far  more  outwards  than  inwards.  In  the 
event,  it  all  depends  on  how  innovative 
your  scientists  are.  We  believe  that  ours 
have  been  successful  over  the  last  two 
decades. 

Chairman 

1773.  Mr  Henderson,  you  may  or  may 
not  want  to  answer  this  question  and  I do 
not  know  the  answer  to  it,  therefore  it  is 
risky.  Have  you  come  across  any  problems 
in  the  USA  about  public  liability?  Have  you 
yourself  suffered  from  it  or  haa  any  awards 
made  against  you? 

(Mr  Henderson.)  I cannot  speak  of  any 
specific  cases  that  I know  of.  There  have 
been  some  instances  where  we  have  been 
concerned  but  I do  not  believe  that  we  are 
deeply  involved  at  the  moment. 

1774.  But  you  do  not  want  to  see  it 
extended? 

(Mr  Henderson.)  We  do  not  think  it  is 
necessary,  with  the  kind  of  background  leg- 
islation that  there  is  in  Europe  as  a whole. 

Mr  Crowther 

1775.  Have  you  made  known  that  view 
to  the  British  Government? 

(Mr  Henderson.)  Yes. 

Chairman 

1776.  And  in  the  meantime  you  insure 
yourselves  against  risks? 

(Mr  Henderson.)  Yes. 

Mr  Maxwell-Hyslop 

1777.  Does  it  pay  you  to  insure  your- 
selves against  such  risks;  or  are  you  a large 
enough  enterprise  to  carry  your  own  risks 
and  save  premia? 

(Mr  Henderson.)  We  do,  to  a large 
extent,  carry  our  own  risks  because  we  have 
our  own  domestic  insurance  company, 
Imperial  Chemicals  Insurance,  who  help  us 
to  find  the  most  advantageous  rates  in  the. 
insurance  market.  They  retain  a percentage 
of  the  risks.  To  that  extent,  it  is  re-cycled. 
But  I think  the  thing  that  we  are  always 
concerned  with  is  the  absolute  catastrophe 
and  we  keep  our  fingers  firmly  crossed.  But 
we  have  to  remember  that  we  are,  for 
example,  selling  boatloads  of  high  explo- 
sive. We  have  to  register  that  we  do  man- 
ufacture dangerous  chemicals;  and  it  is 
against  the  catastrophic  risk  that  we  insure. 

(Chairman.)  Can  we  turn  our  attention 
to  the  problems  associated  with  exchange 
rates? 

Mr  Cockeram 

1778.  You  say  that  you  are  suffering  at 


the  moment  because  of  the  high  value  of 
the  pound.  Does  the  converse  apply?  Did 
you  benefit  when  the  pound  was  depreciat 
ing;  and  would  you  go  on  from  that  to  argue 
for  a lower  value  of  the  pound? 

(Mr  Henderson.)  That  is  a very  loaded 
question,  if  I may  say  so. 

Chairman 

1779.  You  may  rephrase  the  question? 

(Mr  Henderson.)  I should  like  to 
approach  it  in  somewhat  a different  way  1 
do  not  believe  in  a weak  sterling.  I believe 
that  the  weak  sterling  in  the  middle  1970s 
allowed  a number  of  companies  to  avoid 
tackling  difficult  issues  in  terms  of  improv- 
ing their  own  cost  base  and  productivity 
We  accept  the  strong  pound  will  help  us  to 
do  some  restructuring.  It  is  strong  medi- 
cine. We  believe  that  we  can  take  it.  We 
have  isome  concern  as  to  whether  our  cus- 
tomers are  equally  well  placed  to  do  that. 
In  preparation  for  today,  last  night  I was 
doing  some  terribly  simple  arithmetic 
which,  if  the  Committee  find  it  tedious  I 
hope  you  will  stop  me,  sir.  I found  it  quite 
instructive.  If  you  go  back  to  1977  when  the 
pound  was  valued  at  around  $1.80  and  com- 
pared it  (I  am  only  talking  about  the  United 
States)  with  yesterday  when  it  was  $2.35, 
three  examples  will  show  you  the  kind  of 
pain  that  we  are  feeling.  If  you  have  a 
British  investment  in  the  United  States  — 
and  we  do  — and  that  makes  a profit  and 
remits  a dividend  of  $100,  when  the  pound 
was  $1 .80  we  would  receive  (this  is  an  over- 
simplification) roughly  £55.  At  today’s  rate, 
we  would  receive  £42.  Nothing  has  hap- 
pened in  the  interval  except  that  the 
exchange  rate  has  moved  and  that  has 
reduced  the  amount  of  dividend  we  receive 
back.  If  in  1977  we  were  exporting  £100 
worth  of  goods  to  America,  in  the  Ameri- 
can market  that  would  be  priced  at  $180. 
Today  that  would  be  priced  at  $235.  There- 
fore, in  some  way  or  another,  if  we  are  to 
remain  competitive,  the  British  exporter 
has  to  absorb  $55  — which  is  £23.  And  that 
is  without  paying  any  attention  to  what  has 
happened  to  relative  costs  in  between.  The 
third  disadvantage  is  the  other  way.  That 
the  US  importer’s  $100  worth  of  goods  in 
the  British  market  in  1977  would  be  costed 
at  £55;  now,  it  would  be  costed  at  £42. 
Therefore,  he  has  got  £13  either  to  put  in 
his  pocket  or  to  use  to  gain  more  business 
by  under-pricing.  It  is  that  sort  of  very 
simple  £100/$100  relationship  that  illus- 
trates that  irrespective  of  your  cost  base, 
irrespective  of  your  level  of  produc- 
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(jvjty,  irrespective  of  energy  in  the  United 
States,  currency  movement  alone,  makes  a 
significant  difference  to  the  exporter’s 
profitability. 

Mr  Coekeram 

1780.  But  where  is  the  QED.  After  the 
arithmetic,  you  put  the  QED  which  answers 
the  equation? 

(Mr  Henderson.)  The  answer  was  that  we 
were  obtaining  in  the  middle  1970s  in  terms 
of  export  margin  considerably  better  than 
we  are  doing  now.  The  profitability  of 
exports  has  diminished  significantly  in  the 
last  12  months.  But  if  you  believe  any  of  the 
evidence  I have  given  you  will,  I am  sure, 
work  on  the  assumption  that  we  intend  to 
stay  with  this  difficult  situation.  We  intend 
to  stay  in  these  markets  that  we  have  built 
up  painfully  and  by  a lot  of  effort  over  many 
years.  I take  the  terribly  simple  view  that 
this  country  is  a trading  nation.  Absolutely 
nobody  owes  us  a living,  We  have  to  put 
our  own  house  in  order.  We  have  built  up 
a position  in  these  markets.  Despite  what 
I have  said  about  problems  in  the  Middle 
East  and  in  Germany,  we  are  well  regarded 
in  many  markets  as  suppliers.  We  are 
looked  upon  as  good  suppliers  so  that  we 
will  struggle  along  through  this  difficult 
period. 

Mr  Foster 

1781.  May  1 ask  whether  the  reduction 
in  profitability  to  which  you  have  just 
referred  is  going  to  affect"  the  long-term 
competitiveness  of  ICI  as  you  see  it  now? 

(Mr  Henderson.)  I have  to  be  very  careful 
at  this  juncture  because,  of  course,  I am 
aware  that  we  are  between  published  results 
and  I am  sure  that  you  know  that  our  last 
quarter  was  a reasonable  quarter  but  the 
ICI  board  at  that  time  indicated  difficult 
trading  conditions  appearing.  And  that  is 
so.  I confirm  it.  We  are  in  the  fortunate 
position  of  having  an  investment  in  the 
North  Sea  which  my  chairman  continually 
reminds  people  was  not  that  fortuitous;  we 
took  the  risk;  we  invested  in  it  and  it  happily 
paid  off  quite  well . So  we  are  in  the  position 
of  being  able  to  underpin  our  reduced  prof- 
itability in  the  chemicals  market,  in  the 
present  very  straitened  circumstances  in 
which  we  find  ourselves,  to  some  extent  by 
oil  revenue.  But  what  you  have  said,  in  the 
long  run  must  be  true. 

Mr  Coekeram 

1782.  Getting  back  to  the  export  side, 
you  are  broadly  speaking  a capital-intensive 


industry  with  substantial  investment  in  high 
technology.  Would  it  be  correct  to  conclude 
from  that  that  you  do  not  feel  the  winds  of 
competition  from  low-cost  labour  countries 
to  the  same  extent  as  other  industries  in  the 
UK  who  are  less  capital-intensive  and  less 
into  technology? 

(Mr  Henderson.)  Again,  you  have  to  look 
at  the  different  products.  If  you  take  explo- 
sives, which  is  an  area  I am  particularly 
interested  in,  we  have  had  traditionally  a 
good  explosive  export  business  in  accesso- 
ries like  detonators  and  things  like  that. 
That  is  a labour-intensive  business  so  that 
you  can  say  that  we  are  suffering  now  in  our 
export  markets  in  competition  with  com- 
panies of  the  kind  you  mention.  But,  in 
general,  I do  not  believe  it  is  a major 
problem. 

Mr  McNally 

1783.  Has  the  recession  in  the  textile 
industry  hurt  ICI? 

(Mr  Henderson.)  That  is  another 
business. 

(Mr  Shipley.)  I think  it  needs  to  be  said 
that  the  effect  on  customer  base,  once 
again,  is  very  significant.  Our  sales  to  the 
textile  industry  last  year  were  about  £200 
million.  I do  not  think  that  this  year  it  will 
be  anything  like  as  big  as  that.  That  is  the 
UK  textile  industry. 

(Mr  Henderson .)  I think  that  that  is  a 
very  important  point.  We  at  ICI  are  always 
concerned  with  our  customers  and  what  wdl 
happen  to  them.  To  answer  the  question 
that  Mr  Coekeram  put,  what  will  happen  to 
their  competitive  situation? 

Mr  Crowther 

1784.  Can  you  give  me  a rough  idea  of 
what  percentage  of  your  total  production  in 
value  is  going  to  other  industries  and  what 
percentage  is  going  to  the  public  in  con- 
sumer goods? 

(Mr  Henderson.)  There  is  very  little  that 
goes  direct  to  the  public.  Paint  is  one.  That 
is  £200-million  sales  out  of  something  like 
£2, 000-million  or  a bit  more  than  that.  That 
is  roughly  speaking.  Petrol  is  another  one, 
comparatively  small.  Pharmaceutical  prod- 
ucts is  another  and  a small  amount  of  house- 
hold garden  products.  But  that  list  is  a very 
small  proportion  of  what  we  sell  to  British 
agriculture. 

Mr  Coekeram 

1785.  Since  you  are  a capital-intensive 
industry,  can  I ask  you  about  the  cost  of 
capital?  To  what  extent  do  you  feel  that  you 
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are  at  a disadvantage  because  of  the  cost  of 
capital  in  the  UK  compared  with  your  com- 
petitors abroad  who  perhaps  may  be  able 
to  get  their  capital  more  cheaply? 

(Mr  Henderson.)  Well,  we  are  at  a dis- 
advantage but  perhaps  not  as  marked  as  for 
some  others  because  as  a company  our 
gearing  is  comparatively  modest.  It  is  cur- 
rently running  at  around  30  per  cent.  Also, 
traditionally,  we  have  raised  80  per  cent  of 
our  requirements  internally.  Strangely 
enough,  the  actual  impact  on  our  profita- 
bility of  higher  interest  rates  is  not  as  sig- 
nificant as  you  might  imagine.  Where 
higher  interest  rates  are  painful  is  the 
impact  that  that  has  on  the  exchange  rate. 
Far  be  it  from  me  to  enter  into  a dialogue 
on  that. 

Mr  Thompson 

1786.  What  about  high  interest  rates  as 
they  affect  cash  flow  from  your  customer  to 
you? 

(Mr  Henderson  ) That  is  absolutely  cor- 
rect. You  come  back  again  to  the  comments 
that  we  have  made  fairly  consistently:  that 
we  are  not  concerned  about  1CI  surviving 
the  downturn  in  world  trade;  we  are  con- 
cerned about  a number  of  our  customer 
industries.  There  is  no  doubt  at  all  that  they 
are  suffering. 

Mr  Mikardo 

1787.  There  are  two  factors  we  have 
mentioned,  sterling  exchange  and  high 
interest  rate,  which  in  a way  integrate.  You 
have  said  both  in  writing  and  today  that 
your  German  competitors  have  the  benefit 
of  low  domestic  inflation.  If  it  is  the  fact,  as 
has  so  often  been  said,  that  high  interest 
rates  and  strong  sterling  are  part  and  parcel 
of  a policy  to  get  our  inflation  down  — 
which  is  what  everybody  wants — is  it  your 
view  that  the  poor  immediate  prospects  for 
the  UK  industry  which  they  cause  is  a nec- 
essary price  to  pay  to  ensure  the  long-term 
cost  competitiveness  of  your  UK  base;  or 
is  the  remedy  worse  than  the  disease? 

(Mr  Henderson.)  I am  not  sure  that  that 
is  necessarily  a question  for  me  to  answer. 
What  I can  say  is  that  there  is  no  doubt  that 
we  place  the  highest  priority  on  the  UK 
inflation  rate  coming  down.  If  you  are  trad- 
ing into  Germany  there  is  a certain  price 
for  products.  If  the  German  going  wage 
rate  is  around  5 per  cent  to  6 per  cent  there 
is  absolutely  no  way,  irrespective  of  cur- 
rency movements,  that  you  can  recover  in 
that  market  wage  increases  running  at  15 
per  cent  to  16  per  cent  in  your  own  country. 


You  iust  cannot  do  it.  So  inflation  is  tre- 
mendously important  in  the  long  run . What  I 
the  impact  is  of  high  interest  rates  on  i 
exchange  rates  there  are  many  economists  j 
more  qualified  than  I am  to  argue.  My  own 
ersonal  feeling  is  that  interest  rates  are  too  I 
igh;  they  are  out  of  line  with  our  interna- 
tional competitors  and  I am  particularly 
concerned  about  the  impact  that  this  may 
have  on  our  customer  base  in  this  country 
Having  said  that,  1 know  that  our  customers 
feel  as  we  do : that  the  restructuring  of  their  I 
business  to  be  competitive,  to  make  sure 
that  their  costs  are  in  line  with  what  they 
have  to  meet  overseas  is  for  their  account 
hn  the  same  way  as  ours  is  for  our  account. 

Mr  Carlisle 

1788.  May  I ask  you  a general  question 
on  industry  in  the  UK?  In  your  paper  in  the 
first  paragraph  of  section  2 on  page  481, 
what  you  are  really  saying  is  that  in  order 
to  stay  ahead  of  the  game  ICI  needs  both 
clever  products  and  clever  ways  of  making 
standard  products.  Does  this  mean  gener- 
ally in  industry  that  many  industries  which 
are  now  written  off  as  being  unsuitable  for 
a developed  country  do  have  a future?  For 
example,  if  we  made  cars  by  automatic 
means  rather  than  with  labour? 

(Mr  Henderson.)  I am  pretty  hesitant  to 
comment  on  the  perils  of  another  industry. 
We  have  many  of  our  own. 

1789.  But  can  you  see  ICI  being,  in 
theory,  beaten  by  the  newly-developed 
countries  but  being  able  to  stay  in  the  busi- 
ness purely  by  their  ingenuity  in  making 
these  products  better,  in  better  ways? 

(Mr  Henderson.)  I would  hope  that  we 
could  stay  in  the  business  because  we  are 
always  inventing.  And.  remember,  in  the 
chemical  industry  there  is,  in  an  awful  jar- 
gon phrase,  what  we  call  the  learning  curve. 

A lot  of  companies,  for  example,  the  oil 
companies  in  tile  1960s,  believed  — they 
had  money  and  they  bought  their  way  into 
the  chemical  industry  - — that  they  would 
reap  the  reward.  They  found  it  was  a very 
expensive  exercise  because,  in  terms  of  the 
learning  curve,  they  were  at  the  bottom  and 
we  were  well  up.  Technology  is  a develop- 
ing thing.  I am  pretty  confident  of  our  abil- 
ity and  the  ability  of  the  British  scientist  in 
the  ultimate  to  stay  ahead  of  our  competi- 
tors. That  is  providing  that  we  get  a fair 
crack  of  the  whip  in  terms  of  cost  in  this 
country. 

1790.  But  do  you  see  any  signs  of  Korea 
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or  Brazil,  for  example,  making  inroads  into 
your  technology? 

(Mr  Henderson.)  We  do  not  see  any 
innovative  technology  coming  out  of  either 
Korea  or  Brazil.  What  we  do  find  is  that 
they  buy  the  technology,  they  work  at  it 
— particularly  Korea  — with  a great  deal 
of  vigour  and  effectiveness.  Their  costs  are 
lower  and  they  compete  very  successfully 
with  us  in  a number  of  the  Third  World 
markets. 

Mr  McNally 

1791.  Are  you  satisfied  that  (a)  you  are 
doing  enough  to  train  the  scientists  and  (b) 
do  you  think  that  1C1  and  industry  in  gen- 
eral attract  people  of  the  right  calibre;  or 
do  they  still  go  into  the  professions  or  the 
Civil  Service?  Is  this  a problem  in  terms  of 
our  international  performance? 

(Mr  Henderson.)  We  believe  that  we  get 
a good  selection  of  high-calibre  people.  It 
varies,  of  course,  from  discipline  to  disci- 
pline; and  I am  sure  that  at  any  one  time 
my  personnel  colleagues  would  say:  “You 
have  got  it  right  on  chemists  but  not  on 
physicists;  you  have  got  it  right  on  engineers 
but  not  on  mathematicians.”  But,  taking 
the  one  with  t’other,  over  the  period  by  and 
large,  we  seem  to  cope  pretty  well.  There 
is  competition  for  these  people;  there  is  no 
doubt  about  that.  But,  as  far  as  we  can  see, 
we  are  still  able  to  recruit  very  high-calibre 
people. 

Chairman 

1792.  I think  that  that  brings  us  to  the 
conclusion  of  the  questions  we  would  like 
to  ask  you  based  on  your  Paper  which  you 
kindly  supplied  to  us.  I feel  that  I cut  you 
off  slightly  in  mid-stream  — or  perhaps 
two-thirds  of  the  stream  when  you  were 
answering  my  first  question.  If  there  is 
anything  further  that  you,  yourself,  would 
like  to  add  to  the  evidence  that  you  have 
already  given,  perhaps  you  would  care  to 
do  it  now  — but  you  are  not  obliged  to  do 
so  should  you  not  desire? 

(Mr  Henderson.)  Thank  you,  Sir  Donald. 
That  is  very  courteous.  Most  of  the  points, 
as  you  rightly  surmised,  came  out.  There 
are  just  two  that  I should  like  to  re-empha- 


sise. One  is  that,  although  we  said  in  the 
Paper  that  basically  we  are  not  seeking 
intervention  from  Government  other  than 
where  there  is  unfair  competition,  we  do 
believe  that  it  is  important  to  have  a strong 
home  base.  There  Government  does  have 
a role  to  play  to  ensure  that  there  is  a 
buoyant  economy  in  this  country.  There  are 
certain  costs  that  are  within  Government’s 
control  where  we  know  we  are  uncompeti- 
tive; for  example,  electricity.  There  we  are 
pursuing  our  own  arguments  with  the 
appropriate  Ministries  to  say  that,  at  the 
very  least,  we  believe  — and  we  are  not 
looking  for  assistance  on  the  “lame-duck’' 
principle;  we  are  not  looking  for  subvention 
— that  where  we  can  demonstrate  that  Brit- 
ish industry  is  disadvantaged  as  opposed  to 
its  competitors  in  things  like  the  present  tax 
on  heavy  fuel  oil,  for  instance  — and  there 
are  a number  of  areas  like  that  — then  we 
think  that  Government  have  a responsibil- 
ity to  look  at  that  and  to  consider  whether 
they  can  help.  The  final  point  really  is  just 
to  reconfirm  that,  despite  the  various  points 
that  I have  made  in  evidence  (and  I think 
it  was  Mr  Cockeram  who  elicited  this)  we 
remain  committed  to  exports;  we  remain 
committed  to  maintain  this  very  significant 
base  that  we  have  developed  over  a long 
period  of  time  and  to  put  our  best  people 
into  that.  And  we  are  keeping  our  fingers 
firmly  crossed  that  it  will  become  somewhat 
more  profitable  than  it  apparently  is  at  the 
moment. 

(Chairman.)  Thank  you  very  much,  Mr 
Henderson.  I think  that  you  have  left  the 
Committee  in  no  doubt  that  your  company 
intends  to  remain  in  the  advance  guard  of 
the  attack  from  this  country  upon  world 
markets.  We  value  very  much  the  evidence 
you  have  given  us  today  which  gives  us  an 
insight  into  the  workings  of  a large  company 
of  your  kind.  It  has  been  most  valuable; 
you  have  given  us  a very  good  paper;  we 
are  all  indebted  to  you  and  to  your  company 
for  your  attendance  this  morning  and  that 
of  Mr  Shipley.  I would  like  to  thank  you 
especially  for  the  way  in  which  you  have  so 
fully  but  concisely  answered  the  points  we 
have  put  to  you.  Thank  you  very  much 
indeea. 
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EXAMPLES  OF  UNFAIR  REGULATIONS 

Paper  handed  In  at  the  meeting  of  2 July  by  Mr  S T Shipley, 

Commercial  Support  Group,  ICI  Ltd. 

1.  Some  African  states  insist  on  pre-shipment  inspection  which  extends  to  examination 
of  prices  and  comparison  with  price  for  other  countries. 

2.  Import  Licensing  — New  Zealand  (increased  quantities  each  year  but  difficult  to 
get  new  products  in),  Argentina,  Brazil,  Ecuador,  Bolivia. 

3.  Extra  taxes  which  effectively  increase  tariff  rate  to  high  level  — Greece  (usually 

extra  20  per  cent  on  cif),  Argentina.  1 

4.  Quality  control  on  chemicals  paid  for  by  the  exporter  — Colombia. 

5.  Prior  deposit  of  cash  by  importers: — 

Bolivia 

Chile  (can  be  10,000  per  cent  on  some  cases) 

Greece  (33  to  140  per  cent) 

6.  Registration  of  pharmaceutical  products  — Bolivia,  Japan,  USA  (lengthly  proce- 
dures), Mexico. 

7.  Valuation  — Brazil  1 Official  values 

Venezuela  r Minimum  values 

Mexico  J Reference  prices 

Although  these  should  disappear  as  a result  of  the  new  Valuation  Code  the  above 
countries  have  not  yet  signed  this. 

8.  Foreign  currency  for  payment  not  released  until  after  Customs  clearance  «*,  No 
cash  against  documents  payments  — Chile. 

9.  Insurance  by  local  firm  compulsory  — Argentina,  Brazil. 


Revised  later  in  M226,  p.  703. 
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WEDNESDAY  9 JULY  1980 


Mr  Kenneth  Carlisle 
Mr  Eric  Cockeram 
Mr  Stan  Crowther 
Mr  Peter  Emery 
Mr  Russell  Kerr 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 


Mr  Thomas  McNally 
Mr  Robin  Maxwell-Hyslop 
Mr  lan  Mikardo 
Mr  Donald  Thompson 


THE  BRITISH  MOTOR  AND  INDUSTRY  FOREIGN  TRADE  (M138) 
Memorandum  submitted  by  the  Society  of  Motor  Manufacturers  and  Traders  Ltd. 

1.  Historical  Background 

A.  Introduction 

1.1  The  British  motor  industry  comprises  a large  number  of  companies,  operating  in 
the  car,  commercial  vehicle  and  component  fields,  with  different  records  of  perfor- 
mance. Overall,  the  industry  has  however  experienced  a decline  brought  about  by: 

(a)  the  use  by  Government  in  the  latter  part  of  the  1960s  of  the  industry  as  a regulator 
for  the  economy,  which  resulted  in  an  artificial  contraction  of  its  home  market 
and  a consequent  lack  of  profitability,  which  prevented  generation  of  capital 
for  investment  in  modernisation  and  new  models; 

(b)  a high  level  of  industrial  unrest,  already  in  the  1960s,  but  particularly  severe  in 
the  1970s,  which  resulted  in  lack  of  profitability,  low  productivity,  unsatisfactory 
quality  and  failure  to  meet  agreed  delivery  schedules ; 

(c)  the  gradual  removal  of  tariff  protection  from  the  British  home  market  at 
a time  when  the  industry's  competitive  position  was  being  weakened  by  its 
role  as  an  economic  regulator  and  by  industrial  unrest. 


B.  Passenger  Cars 

1.2  The  increasingly  severe  purchase  tax  rates  and  hire  purchase  restrictions  and  their 
frequent  changes  held  down  car  demand  and  caused  constant  short  term  fluctuations 
in  car  demand.  This  resulted  in  increased  unit  cost  and  reduced  profitability  which 
prevented  some  companies  implementing  their  planned  investment  in  new  models. 
The  damaging  effect  of  Government  Demand  Management  policies  has  been  acknow- 
ledged in  Government  sponsored  reports.* 

1.3  A comparison  of  car  market  growth  in  major  vehicle  producing  countries  is  shown 
in  Appendix  A attached.  It  will  be  noted  that  between  1964  and  1970  car  sales  on 
the  British  home  market  fell  by  1 1 per  cent  whilst  other  motor  vehicle  producing 
countries  saw  substantial  increases  in  their  home  market  sales,  which  supported  their 
competitiveness  and  generated  funds  for  investment  in  new  plant  and  the  updating  of 
models. 


“The  Report  of  the  Motor  Industry’s  Joint  Working  Party — HM  Treasury  1967. 
The  Effect  of  Government  Economic  Policy  on  the  Motor  Industry — NEDO  1968. 
Economic  Assessment  to  1972 — Motor  Manufacturing  EDC  1970. 
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1 4 In  the  early  and  mid-sixties  the  industry  had  ambitious  investment  plans.  In  1955 
planned  investment  for  the  period  1965-70  totalled  almost  £l,000m  at  1965  prices 
In  the  event  investment  plans  had  to  be  curtailed  again  and  again  as  profitability 
declined.  Gross  fixed  investment  between  1967  and  1970  totalled  only  £387m,  at  1 
current  prices,  of  which  depreciation  accounted  for  £332m.  A vicious  circle  was 
therefore  experienced,  where  a lack  of  profitability  made  it  impossible  to  generate 
funds  for  investment  to  keep  the  industry  competitive  and  where  the  inability  to 
invest  in  new  models  further  reduced  competitiveness  and  profitability. 

1 5 This  situation  was  compounded  by  a disastrous  increase  in  industrial  unrest  both 
within  and  outside  the  Motor  Industry  which  prevented  the  industry  from  benefiting 
from  the  strong  increase  in  demand  experienced  in  1971-1973,  both  at  home  and  / 
abroad.  It  is  estimated  that  in  1973  about  460,000  cars  were  lost  due  to  industrial  1 
disputes  over  20  per  cent  of  planned  output.  Losses  of  this  magnitude  clearly  con- 
tributed significantly  to  the  fall  in  production,  in  exports  and  in  profitability  and  also 
opened  the  way  to  higher  import  penetration  of  the  British  home  market. 

I 6 During  the  1960s  and  early  1970s  tariff  protection  of  the  British  home  market 
was  gradually  dismantled,  first  under  the  GATT-Dillon  Round,  which  caused  a . 
fall  of  car  import  duties  from  30  per  cent  in  1962  to  22  per  cent  by  1968  and  then  I 
under  the  GATT-Kcnnedy  Round,  which  resulted  in  a further  reduction  down  to  j 
11  per  cent  by  1972.  Import  duties  on  cars  of  EEC  origin  were  completely  removed 
between  1973  and  1977.  This  happened  during  the  period  when  the  industry  was 
weakened  through  lack  of  investment,  low  productivity  and  increasing  industrial 
unrest. 

1 .7  When  Purchase  Tax  was  reduced  and  hire  purchase  controls  abandoned  in  July 
1971,  car  demand  reacted  quickly  and  stayed  at  high  levels  until  the  beginning  ot 
the  oil  crisis  towards  the  end  of  1973.  The  industry  clearly  could  not  immediately 
respond  to  such  a sudden  rise  in  demand  and  the  constant  industrial  interruptions 
at  the  time  also  contributed  to  importers  becoming  the  main  beneficiaries  of  the 
changed  market  situation.  When  the  UK  joined  the  EEC,  an  increase  in  import 
penetration  was  expected,  rising  to  about  20-25  per  cent,  the  level  experienced  in  other 
vehicle  producing  countries  of  the  EEC.  In  fact,  the  rise  was  far  greater,  because  of 
the  British  Motor  Industry’s  reduced  competitiveness,  coupled  to  an  inability  to 
supply  at  times  of  high  demand,  because  of  industrial  disputes. 

1.8  When  the  oil  crisis  caused  a world-wide  depression  in  the  car  market,  some 
British  manufacturers,  unlike  their  overseas  competitors  had  no  reserves  left  to 
overcome  the  lean  years.  As  a result,  BL  had  to  turn  to  Government  for  infusions  of 
funds  and  was  brought  into  public  ownership.  Chrysler  UK  also  had  to  seek  UK 
Government  assistance.  The  weakness  of  the  American  parent  company  caused  the 
sale  of  Chrysler  Europe,  including  Chrysler,  UK  to  the  Pcugcot-Citrocn  Group  in 
October  1978. 
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1,9  Table  1 below  shows  total  new  car  registrations  in  the  UK  between  1965  and 
1 979,  together  with  the  import  content  in  new  registrations. 


Table  1 

New  Registrations  of  Passenger  Cars  in  the  UK 


'000 

Units 
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1.10  Between  1965  and  1979  car  import  penetration  of  the  British  home  market  ro» 
from  51  % to  56%.  Until  1975  most  car  imports  came  from  the  non-American  comet 
anics  operating  in  Europe,  though  increased  competition  was  also  experienced  from 
Japan.  The  Japanese  share  of  the  British  home  market  rose  from  0.5%  in  1970 1„  I 
11%  by  1977.  0 f 


1. 11  After  1975  the  nature  of  British  car  imports  changed  because  of  the  changes  in 
international  motor  vehicle  manufacturing  companies’  European  operations.  Europe 
is  now  regarded  as  one  large  home-market  and  the  sourcing  of  vehicles  and  compo- 
nents  takes  place  on  a trans-national  scale.  The  transfer  of  the  production  of  certain 
models  from  the  UK  to  continental  plants  was  to  have  been  accompanied  by  British  ' 
plants  concentrating  on  other  models,  for  sale  throughout  Europe.  In  the  event 
these  compensating  exports  did  not  materialise  because  of  low  productivitv  in  British 
plants,  as  well  as  unreliability  of  delivery  and  the  British  home  market  had  to  he 
topped  up  by  the  importation  from  Belgium,  Germany  and  Spain  of  models  also 
built  in  the  UK. 


1.12  The  international  companies  manufacturing  cars  in  the  UK  have  therefore  become 
major  car  importers,  with  "tied  imports”  accounting  for  most  of  the  growth  in  car  1 
imports  in  recent  years.  tTied  imports  are  defined  as  imports  from  a British  manufac- 
turing company’s  continental  associates  which  are  distributed  in  the  UK  through  the 
British  manufacturing  company's  dealer  network.)  Table  2 below  shows  the  growth 
of  import  penetration  on  the  British  car  home  market  by  origin. 


Table  2 

Importers’  share  of  the  UK  Car  Market 


1973 

1974 

1975 

1976 

1977 

1978 

1979 

Total  tied  imports 
Non-tied  imports 

— 

1-8% 

2^2% 

6.0% 

10.9% 

13.0% 

19.9% 

from  the  EEC 
Imports  from 

18.1% 

16.2% 

17.9% 

18.6% 

20.4% 

21.3% 

21.2% 

Japan 

Other  non-tied 

5.6% 

6.7% 

9.0% 

9.4% 

10.6% 

H.0% 

10.8% 

imports 

3.7% 

3-2% 

4.1% 

3.9% 

3.5% 

4.0% 

4.4% 

Total  imports 

27.4% 

27.9% 

33.2% 

37.9% 

45.4% 

49.3% 

56.3% 

C.  Commercial  Vehicles 

1.13  The  Commercial  Vehicle  sector  has  been  able  to  perform  better  than  the  cat 
sector.  Demand  for  goods  vehicles  depends  on  investment  and  industrial  develop- 
ment, rather  than  consumer  spending  and  HP  restrictions  or  tax  rates.  The  sector 
was  however  affected  by  industrial  unrest  and  by  the  lack  of  profitability  in  the  car 
operations  of  companies  also  making  commercial  vehicles. 


1.14  Heavy  commercial  vehicles  were  excluded  from  the  scope  of  the  GATT/Kennedy 
tariff  cuts  which  took  place  between  1968  and  1971.  This  meant  that  the  British 
home  market  remained  protected,  at  a time  when  the  British  CV  sector  was  in  a 
strong  competitive  position,  but  it  also  meant  that  continental  markets  enjoyed  the 
same  degree  of  protection,  until  import  duties  between  the  UK  and  other  EEC 
countries  were  dismantled  between  1973  and  1977.  By  then  continental  CV  manufac- 
turers had  created  stronger  groups  and  rationalised  their  model  ranges  and  began 
posing  a growing  threat  to  British  manufacturers. 
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1.15  British  manufacturers  were  unable  to  take  full  advantage  of  the  continental 
market,  as  they  could  not  meet  the  very  heavy  investment  costs  needed  to  establish 
comprehensive  dealer  networks  for  commercial  vehicles. 

1.16  British  commercial  vehicles  have  however  remained  a strong  force  in  world 
markets.  CV  production  has  been  relatively  steady,  and  1979  CV  production,  at 
409,000  units  was  higher  than  in  1978,  though  12  % below  its  record  level  of  465,000  in 
1969.  Import  penetration  in  the  UK  home  market  rose  from  1 % in  1965  to  23%  by 
1979.  Table  3 below  shows  the  development  of  total  new  CV  registrations  and  of 
imports  in  the  UK. 

New  Registrations  of  Commercial  Vehicles  in  the  UK  Table  3 
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1.17  All  British  car  manufacturers  also  produce  vans.  This  market  segment  remains 
strong  and  includes  a steady  export  record  of  between  one-quarter  and  one-third 
of  total  production.  In  recent  years  import  penetration  has  risen,  from  16%  in  1973 

to  24%  in  1979.  This  increase  was  largely  due  to  Japanese  vans,  which  now  take  i 
1 1 % of  the  total  market. 

1.18  In  the  truck  sector  competition  has  become  increasingly  severe,  with  continental  ! 
manufacturers  amalgamating  or  introducing  co-operative  ventures.  British  com-  ' 
petitiveness  in  the  extra  heavy  sector  has  been  held  back  by  the  UK  construction 
and  use  regulations,  which  allow  a maximum  gross  vehicle  weight  limit  that  is 
lower  than  in  other  manufacturing  countries,  forcing  different  models  to  be  designed 
for  the  British  and  overseas  markets. 

D.  The  Motor  Components  Industry 

1.19  The  British  Motor  Industry  has  benefited  from  the  existence  of  a strong,  in- 
dependent  component  manufacturing  sector,  stronger  than  that  of  other  European 
countries.  The  strength  of  this  sector  lies  in  its  capacity  for  design  and  innovation. 
Component  manufacturers  have  to  some  extent  been  able  to  compensate  for  the 
reduced  demand  for  original  equipment  by  British  vehicle  manufacturers  through 
intensive  export  efforts.  Their  competitive  position  is,  however,  being  increasingly 
threatened  by : 

a.  the  fall  in  British  motor  vehicle  production  and  the  consequential  reduction  in 
home  market  demand  for  original  equipment; 

b.  lower  productivity,  than  that  of  continental  plants,  exacerbated  by  high  inflation 
combined  with  a high  value  of  sterling; 

c.  the  increase  in  (he  use  of  imported  components  for  the  production  of  cars, 
sourced  from  the  continent  as  part  of  a trend  towards  Europe-wide  rationalisa- 
tion of  production  by  international  companies; 

d.  the  reduction  in  the  scope  for  selling  replacement  parts  for  British  vehicles  in 
the  after-market  because  of  the  increase  in  the  proportion  of  imports  in  the 
British  vehicle  pare  and  the  fall  in  the  number  of  British  vehicles  on  the  roads  in 
overseas  countries; 

e.  the  growth  of  protectionist  policies  in  developing  countries,  to  encourage  local 
component  industries,  which  then  compete  in  world  markets,  to  which  they 
have  free  access. 

2.  Importance  of  Exports  and  Imports  to  the  Motor  Industry 

2.1  Despite  the  difficulties  experienced  by  the  industry  as  a whole,  it  remains  the 
major  single  industry  contributor  to  Britain’s  exports.  The  value  of  exports  of  all 
products  of  the  motor  industry  rose  from  £1 360m  in  1971  to  £4050m  in  1979,  at 
current  prioes. 

2.2  Over  the  post-war  period  the  destinations  and  character  of  exports  of  British 
motor  products  saw  a number  of  changes.  In  the  first  post-war  decade  Britain  had 
been  the  world’s  major  vehicle  exporter,  as  the  British  Motor  Industry  survived 
the  war  relatively  undamaged.  This  situation  changed  as  the  traditional  markets 
in  the  Commonwealth  countries  contracted  sharply  when  many  of  these  countries 
built  up  their  own  motor  industries  and  as  other  producing  countries  built  up  or 
rebuilt  their  own  motor  industries. 

2.3  The  emphasis  of  the  industry's  exports  therefore  switched,  with  a greater  concen- 
tration on  Europe,  but  especially  with  a greater  concentration  on  exports  of  com- 
ponents for  incorporation  into  vehicles  made  in  overseas  assembly  plants,  rather  than 
the  exportation  of  complete  vehicles. 
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2.4  This  trend  was  reinforced  by  the  rationalisation  by  international  manufacturers 
on  an  all-European  scale,  with  a growing  interchange  of  components  between  their 
British  and  continental  plants.  In  1969  cars  exported  built-up  or  in  kit-form  accounted 
for  32%  of  exports  of  motor  products,  whilst  parts  and  accessories  accounted  for 
35%.  By  1979  the  proportion  had  changed  to  20%  and  47%  respectively.  Exports 
of  parts  include  replacement  parts  as  well  as  original  equipment  for  incorporating 
into  vehicles  assembled  abroad;  the  growth  of  the  latter  includes  both  the  addi- 
tional export  business  gained  by  British  component  manufacturers  as  well  as  inter- 
national vehicle  manufacturers’  rapidly  increasing  interchange  of  components 
between  their  British  and  continental  plants.  Appendix  B attached  shows  in  chart 
form  the  mix  between  vehicles  and  components  in  British  exports,  whilst  Table  4 
below  shows  the  growth  in  the  value  of  exports  and  imports  of  all  motor  products. 


Table  4 

UK  exports  and  imports  of  all  products  of  the  motor  industry 


Value 
in  £m 
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2.5  It  will  be  seen  from  Table  4 above  and  from  the  chart  in  Appendix  B that  the 
growth  in  the  value  of  imports  accelerated  sharply  in  recent  years  and  that  a negaiivt 
balance  of  trade  in  motor  products  was  experienced  for  the  first  time  ever,  in  1975 
The  value  of  car  imports  in  particular  rose  from  £85  million  in  1970  to  £2,580  > 


2.6  The  value  of  parls  imports  has  also  risen  rapidly,  due  to  the  Europeanisation  of  the 
industry,  with  an  interchange  of  components  between  international  companies  as 
well  as  the  need  for  replacement  parts  for  the  fast-growing  proportion  of  imported 
vehicles  in  the  British  car  pare.  The  value  of  parts  exports  is  however  significantly 
above  the  value  of  parts  imports  and  a positive  balance  of  trade  also  exists  for 
commercial  vehicles  and  for  other  motor  products,  as  shown  in  Table  5 below. 


Table  5 

Balance  of  trade  for  products  of  the  motor  industry  in  1979 


Passenger  Cars  . . 
Commercial  Vehicles  . . 
Parts  and  Accessories . . 
Other  Motor  Products 

All  Motor  Products*  . . 


Exports  (£m) 
817 
619 
1,913 
701 


4,050 


Imports  (£m) 
2,582 
372 
1,149 
234 


4,337 


Balance  (£ml 
-1,765 
+ 247 
+ 764 
+ 467 


- 287 


•Other  motor  products  include:  agricultural  tractors;  dumpers  and  dump  trucks;  trailers 
semi-trailers,  trailer  caravans  and  their  parts;  industrial  works  trucks  and  tractors  and 
their  parts;  road/rail  freight  containers. 


3.  Outlook  for  Exports  ami  for  Import  Substitution  l 

3.1  Important  changes  in  the  character  of  motor  vehicle  production  will  be  experienced  1 
in  the  current  decade.  These  arise  from : — 1 

(a)  the  need  for  energy  conservation  and  the  consequent  redesign  of  vehicles  to  | 
make  them  lighter,  reduce  aero-dynamic  resistance  and  especially  to  improve  j 
the  fuel  efficiency  of  engines; 

(W  continued  Government  safety  and  anti-pollution  legislation,  in  Europe  and 
elsewhere; 


(c)  the  restructuring  of  the  US  Motor  Industry  to  allow  for  greater  fuel  economy, 
safety  and  environmental  protection  and  the  possibility  of  American  cars 
competing  directly  with  European  manufacturers  on  world  markets; 


(d)  increased  Japanese  competition  in  Europe  following  the  loss  of  market  potential 
in  the  USA  and  the  Japanese  need  to  compensate  for  their  substantially  higher 
oil  import  costs  by  an  increase  in  exports; 

(<?)  the  growing  use  of  electronic  components  in  vehicles  and  of  automated  processes 
in  manufacture; 

(/)  a shift  of  final  assembly,  if  not  of  production,  from  the  industrialised  countries, 
where  the  rate  of  growth  of  vehicle  sales  will  slacken,  to  developing  countries, 
which  are  expected  to  become  the  main  growth  area  for  vehicle  demand. 


3.2  British  motor  vehicle  manufacturing  companies  have  adopted  different  strategics 
to  arrest  and  reverse  the  decline  experienced  by  most  of  them  and  to  adjust  to  the 
changing  needs  of  the  1980s. 


3.3  BL  cars,  now  the  only  major  British-owned  motor  vehicle  manufacturer,  continues 
to  concentrate  its  activities  in  the  UK  and  is  engaged  in  a major  investment  pro- 
gramme, to  modernise  a number  of  plants  and  introduce  a number  of  new  models. 
The  first  one  will  be  the  Metro,  to  be  made  on  a highly  automated  and  efficient 
new  assembly  line  in  Longbridge.  Next  year  BL  plans  to  supplement  its  production 
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range  by  a co-operative  venture  with  Honda  to  produce  a new  model.  This  car  will 
contain  a growing  proportion  of  British-made  components,  though  the  engine, 
gear  box  and  transmission  will  be  imported.  Further  co-operative  ventures  are 
possible  for  the  future.  A new  medium-sized  British-designed  car  is  also  planned.  Jn 
the  other  BL  car  companies,  a major  expansion  programme  is  under  way  to  increase 
capacity  for  the  Landrover,  which  enjoys  a large  export  market. 

3.4  It  has  already  been  mentioned  that  the  international  car  manufacturing  companies 
now  regard  Europe  as  a single  large  home  market  and  are  integrating  their  manufac- 
turing and  marketing  policies  on  that  basis.  The  output  of  individual  plants  is 
decided  by  a flexible  all-European  sourcing  strategy,  with  the  mix  between  plants 
being  determined  by  capacity  and  marketing  considerations. 

3.5  The  prospects  are  for  the  major  international  company  operating  in  the  UK 
to  continue  as  a substantial  car  manufacturer  and  exporter  within  this  European 
framework.  This  will  provide  stability  of  employment  and  a continued  high  level 
of  demand  for  original  equipment  from  British  component  suppliers.  Volumes  of 
production  and  model  sourcing  could  however  change  from  time  to  time  in  response 
to  their  wider  European  manufacturing  capacity  and  will  be  affected  by  quality  and 
reliability  of  delivery. 

3.6  The  centre  of  gravity  of  the  other  two  out  of  the  three  international  companies 
manufacturing  cars  in  the  UK  is  on  the  continent.  Models  produced  in  the  UK 
are  mainly  for  the  British  home  market  and  for  one  specific  export  contract.  These 
companies  are,  however,  switching  from  production  to  assembly  of  their  continental 
models,  imported  in  kit-form.  This  trend  is  likely  to  become  more  pronounced  when 
present  model  ranges  of  British-produced  cars  are  replaced  by  new  models. 

3.7  The  difference  between  UK  car  production  and  assembly  of  cars  in  the  UK  lies  in 
the  extent  to  which  British-made  components  are  incorporated  in  the  vehicles. 
Although  British  components  are  also  incorporated  into  all  cars  assembled  in  the  UK, 
the  imported  kits  themselves  are  at  present  overwhelmingly  of  foreign  origin.  Car 
assembly  does  safeguard  a high  level  of  employment  in  the  UK  assembly  plants  and 
substitutes  for  cars  that  would  otherwise  be  imported  built-up  from  the  companies’ 
continental  plants.  Assembly  has  however  reduced  British  component  manufacturers’ 
sales  and  an  increase  in  the  British  component  content  must  depend  on  the  component 
manufacturers’  productivity  and  their  ability  to  gain  original  equipment  contracts  for 
the  continental  base  models. 

3.8  In  addition  to  the  four  major  car  manufacturers,  there  is  a number  of  specialist 
car  manufacturers,  including  companies  that  have  been  highly  successful  in  maintain- 
ing their  markets  at  home  and  abroad. 

3.9  The  British  market  is  now  part  of  the  wider  European  market  and  car  manufacturers’ 
strategies  in  the  1980s  must  be  looked  at  in  a European  context.  Whilst  the  new 
strategies  will  aim  at  recovering  export  business,  a high  level  of  imports,  particularly 
of  cars  and  of  components,  could  continue  as  part  of  the  new  internal  EEC  market 
exchange. 

3.10  An  up-turn  in  car  exports  will  depend  largely  on  the  British-owned  major  car 
manufacture’s  future  performance.  Improved  productivity,  matching  that  of  conti- 
nental plants,  is  needed  even  to  ensure  a continuation  of  an  import  substitution  role, 
where  international  companies  use  their  British  plants  to  manufacture  or  assemble 
cars  for  the  British  home  market,  rather  than  import  them  built-up  from  their 
continental  plants. 

3.11  Commercial  vehicle  manufacturers’  prospects  and  strategies  are  somewhat  more 
uniform.  Europe-wide  integration  by  the  international  companies  has  not  taken  place 
to  the  same  extent,  as  these  companies’  CV  operations  had  traditionally  been  centred 
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on  their  British  plants.  Despite  increasingly  severe  foreign  competition  and  a decline 
in  overseas  markets  because  of  the  present  world-wide  economic  down-turn,  com 
mercial  vehicle  exports  are  expected  to  remain  at  high  levels. 

3.12  It  is  also  hoped  that  new  models  that  have  recently  come  on  the  market  or  that  will 
be  introduced,  will  enable  British-based  companies  to  recapture  some  of  the  market 
shares  lost  to  imports  in  recent  years,  particularly  in  the  heavy  vehicle  sector.  ' 


3.13  The  main  export  effort  must  however  continue  to  be  looked  for  in  the  component 
field.  This  will  apply  both  to  vehicle  and  component  manufacturers.  The  international 
companies'  interchange  of  components  for  their  Europe-wide  operations  will  by 
itself  increase  parts  exports. 

3.14  Rationalisation  of  production  is  leading  to  the  international  companies  building 
the  same  model — albeit  with  local  modifications — in  their  plants,  wherever  they  may 
be  sited,  from  common  components.  This  concept  of  “world-cars”  can  extend  the 
supply  of  components  by  British-based  manufacturers  also  to  non-European  plants. 
The  new  Ford  factory  in  Bridgend,  South  Wales,  has  been  designed  for  this  purpose 
and  has  taken  the  lion's  share  of  the  £334  million  invested  by  Ford  in  1979  as  part 
of  their  four-year  spending  programme  of  over  £1,000  million. 

3.15  British  component  manufacturers  have  significantly  increased  their  overseas 
operations  to  compensate  for  the  fall  in  original  equipment  demand  from  British- 
based  vehicle  manufacturers.  Their  scope  to  expand  exports  is  however  increasingly 
inhibited  by  the  high  value  of  sterling,  taken  together  with  inflation  and  a failure  to 
improve  productivity  sufficiently  to  overcome  these  drawbacks. 

3.16  It  must  also  be  appreciated  that  it  takes  a long  time  to  obtain  original  equipment 
contracts  from  overseas  vehicle  manufacturers  and  that  at  first  such  orders  provide 
little  or  no  profit.  They  therefore  have  to  be  supported  by  the  home  market,  which  is 
the  design  and  development  base  and  which  has  itself  become  inadequate. 

3.17  The  reduction  in  size  and  engine  power  of  American  cars  provides  a challenge  and 
an  opportunity  for  British  parts  manufacturers  who  have  the  tradition  and  experience 
in  designing  and  providing  the  components  that  will  be  needed  in  North  America  in 
the  1980s.  These  opportunities  are  already  being  exploited,  though  the  unfavourable 
exchange  rate  is  proving  to  be  an  increasingly  serious  impediment  to  further  export 
growth. 

3. 1 8 An  important  contribution  to  the  balance  of  payments  lies  in  the  licensing  arrange- 
ments with  foreign  manufacturers,  particularly  in  developing  countries,  that  are  now 
building  up  their  motor  industries  and  which  will  become  the  main  growth  area  for 
vehicle  demand  in  the  coming  decade. 

3.19  As  the  strength  of  the  British  component  industry  lies  in  its  ability  for  design  and 
innovation,  its  export  prospects  are  dependent  to  an  important  extent  on  the  need  to 
work  in  close  liaison  with  the  vehicle  manufacterers’  design  and  development 
departments.  This  has  made  it  necessary  for  component  manufacturers  setting  up  or 
taking  over  component  manufacturing  companies  in  overseas  countries.  The  British 
reputation  for  constant  industrial  unrest  has  also  made  physical  movement  abroad 
an  advantage,  to  overcome  potential  customers’  doubts  about  reliability  of  deliveries. 

3.20  In  the  field  of  import  substitution,  British  component  manufacturers  are  making 
strong  efforts  to  increase  their  business  in  replacement  parts  designed  specifically  for 
imported  models.  As  imported  cars  now  account  for  30  per  cent  of  the  British  car 
pare,  as  against  7 per  cent  in  1970,  the  demand  for  replacement  parts  for  British-made 
cars,  which  is  the  main  profit  base  for  many  component  manufacturers,  is  declining 
and  the  need  has  arisen  to  enter  this  market  segment. 
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3.21  As  in  other  industries,  the  high  rate  of  sterling  has  become  a serious  impediment 
to  exports  and  an  encouragement  for  imports.  West  German  exporters  have  succeeded 
in  neutralising  the  effect  of  a high  value  for  the  Deutschmark  through  improved 
productivity,  but  unlike  British  exporters,  they  do  not  at  the  same  time  have  to 
contend  with  the  additional  problem  of  a high  inflation  rate.  In  the  past,  the  effect 
of  inflation  in  the  UK.  was  at  least  partly  offset  by  a weakening  of  sterling,  but  since 
the  end  of  1976  sterling  appreciated  by  20  per  cent,  whilst  during  the  same  period 
inflationary  price  increases  exceeded  50  per  cent. 


3.22  The  high  value  of  sterling  together  with  inflation  rates  that  are  much  higher  than 
those  in  most  other  industrialised  countries  has  increased  import  profitability  and 
provided  a significant  incentive  for  importers  to  expand  their  UK  operations.  This 
applies  in  particular  to  cars  and  commercial  vehicles  but  also  poses  a threat  to 
component  manufacturers,  as  imported  equipment  becomes  increasingly  competitive 
on  the  British  home  market,  Of  particular  concern  is  the  potential  for  Japanese 
component  manufacturers  extending  their  activities.  At  the  same  time  British 
components,  made  by  international  companies  have  become  more  expensive  than 
those  made  by  continental  associated  companies  and  this  could  affect  investment 
decisions,  leading  to  an  erosion  of  the  UK  as  a manufacturing  base. 

3.23  The  motor  industry  fully  supports  Government  policies  to  reduce  the  rate  of 
inflation  and  has  accepted  the  use  of  monetary  policies.  UK  interest  rates  have, 
however,  now  become  the  highest  in  Europe,  with  a serious  effect  on  companies’ 
working  capital. 


4.  Special  Problems 

4.1  A distinction  must  be  made  between  trade  between  the  UK  and  other  vehicle 
manufacturing  members  of  the  EEC  and  imports  from  outside  W Europe,  which  are 
not  compensated  for  by  exports  of  motor  products  to  these  countries  nor  by  the 
inclusion  of  British  components  in  their  assembly.  This  applies  particularly  to 
countries,  whose  own  home  markets  are  protected  by  import  restrictions  or  by 
invisible  trade  barriers. 

4.2  At  this  critical  period  for  the  British  motor  industry,  competition  from  Japan  and 
Eastern  bloc  countries  presents  problems.  In  the  case  of  Japan,  British  manufacturers 
are  faced  by  a powerful  industry,  which  already  had  significant  cost  advantages, 
before  these  were  reinforced  by  sterling  appreciation  and  depreciation  of  the  Yen, 
which  fell  by  27  per  cent  over  the  last  2 years.  Neither  British,  nor  any  other  European 
car  manufacturers  have  been  able  to  develop  their  own  exports  to  Japan  and  alle- 
gations of  the  existence  of  non-tariff  barriers  have  been  made.  An  import  penetration 
of  only  2 per  cent  in  the  Japanese  home  market  would,  at  face  value,  support  these 
allegations,  even  when  the  competitive  position  of  the  Japanese  manufacturers  is 
taken  into  account. 

4.3  The  Society  has  had  regular  talks  with  the  Japanese  Automobile  Manufacturers’ 
Association  (JAMA.)  since  mid  1975  and  these  have  led  to  the  marketing  policies  of 
Japanese  manufacturers  in  the  UK  having  regard  to  the  problems  of  the  British 
motor  industry  during  its  period  of  reconstruction. 

4.4  Imports  of  cars  from  Eastern  Europe  had  a total  market  penetration  of  2.3  per  cent 
in  1979.  This  might  appear  small,  but  East  European  sales  are  concentrated  in  a 
narrow  band  and  account  for  25  per  cent — 30  per  cent  of  all  sales  of  cars  priced  at 
below  £3,000.  Prices  of  East  European  cars  are  significantly  below  those  of  equivalent 
specifications  exported  from  market  economy  countries  and  details  of  these  have 
been  sent  to  the  Department  of  Trade.  Whilst  39,000  cars  of  Comecon  origin  were 
registered  in  the  UK  in  1979,  only  430  British  cars  were  exported  to  those  countries 
in  that  year. 
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4 5 A similar  discrepancy  exists  in  the  UK  car  trade  with  Spain,  though  Spanish-made 
cars  are  imported  into  the  UK  by  international  manufacturers  and  most  of  them 
contain  British  components.  Almost  50,000  Spanish-built  cars  were  registered 
in  the  UK  in  1979.  These  were  dutiable  at  a preferential  rate  of  4.3  per  cent,  agreed 
between  Spain  and  the  EEC.  Yet  Spain  has  been  allowed  to  retain  import  impositions 
of  584  per  cent  and  grants  duty-free  import  quotas  for  built-up  cars  to  international 
companies  manufacturing  there.  In  1979  British  car  imports  came  to  only  300  units. 

4 6 The  UK  has  one  of  the  lowest  limits  for  the  gross  vehicle  weight  of  trucks  in 
Europe.  This  has  inhibited  heavy  commercial  vehicle  manufacturers  from  competing 
abroad  in  the  rapidly  growing  heavy  truck  market,  as  special  models  have  to  be 
designed  for  export  and  as  these  are  looked  at  with  distrust  by  potential  customers, 
since  they  have  no  evidence  of  their  successful  operation  on  the  British  home  market. 

4 7 An  Inquiry  was  set  up  in  1 979  under  Sir  Arthur  Armitage  to  examine  the  importance 
of  the  lorry  and  its  effect  on  the  environment.  The  Society  has  submitted  both  written 
and  oral  evidence  to  the  Inquiry,  which  is  now  expected  to  report  in  October  1980 
to  the  Secretary  of  State  for  Transport.  It  is  hoped  by  the  Industry  that  an  increase 
in  weights  in  line  with  those  proposed  by  the  EEC  will  be  accepted  and  speedily 
implemented  by  HM  Government. 

4 8 All  EEC  countries  require  vehicles  sold  there  to  satisfy  certain  technical  standards 
and  tests  under  their  “type  approval”  regulations.  These  vary  significantly  between 
countries  and  national  requirements  override,  where  more  severe,  the  EEC  Directive. 
British  car  exporters  have  to  pursue  separate  type  approval  for  each  EEC  market, 
which  can  be  expensive  and  time  consuming.  The  British  national  type  approval 
system  is  however  more  based  on  EEC  standards  and  makes  it  easier  for  importers 
to  comply. 

4.9  In  the  case  of  commercial  vehicles,  there  is  no  type  approval  system  in  the  UK  and 
action  is  only  taken  against  importers  if  their  vehicles  on  the  road  are  found  to 
contravene  British  “Construction  and  Use”  regulations.  By  contrast,  British  CV 
exporters  have  to  satisfy  individual  countries’  type  approval  regulations  before 
importation.  This  situation  has  led  to  an  important  difference  between  the  burden 
facing  British  CV  exporters  in  individual  export  markets  and  the  ease  with  which 
continental  CV  exporters  can  market  their  vehicles  in  the  UK.  It  has  contributed  to 
the  rapid  rise  of  CV  imports  in  the  UK  and  at  the  same  time  limited  British  CV 
manufacturers’  ability  to  offer  their  full  range  of  products  for  sale. 


WB/MG/9/1/1 
20  May  1980 
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Appendix  A 


Neff  Registrations  of  Passenger  Cars  in  Major  Motor  Vehicle  Manufacturing  Countries, 
1961-1979  (in  ’00  Units) 


UKO 

France  W Germany 

Italy 

Japan 

USA 

1961 

756 

717 

1,095 

492 

229 

5,855 

1962 

800 

912 

1,217 

635 

259 

6,939 

1963 

1,031 

1,048 

1,271 

952 

371 

7,557 

1964 

1,216 

1,053 

1,341 

830 

494 

8,085 

1965 

1,099 

1,057 

1,518 

886 

586 

9,314 

1966 

1,048 

1,210 

1,506 

1,015 

740 

9,008 

1967 

1,110 

1,231 

1,357 

1,162 

1,131  . 

8,357 

1968 

1,104 

1,240 

1,425 

1,168 

1,569 

9,404 

1969 

965 

1,366 

1,841 

1,218 

2,037 

9,447 

1970 

1,077 

1,297 

2,107 

1,364 

2,379 

8,388 

Percentage  Changes: 

1970  on  1961 

+42% 

+81% 

+92% 

+ 177% 

+938% 

+43% 

1970  on  1964 

-11% 

+23% 

+57% 

+ 64% 

+382% 

+ 4% 

1971 

1,286 

1,469 

2,152 

1,435 

2,403 

9,729 

1972 

1,638 

1,637 

2,143 

1,470 

2,627 

9,834 

1973 

1,661 

1,746 

2,031 

1,449 

2,934 

11.350 

1974 

1,269 

1,525 

1,693 

1,281 

2,287 

8,701 

1975 

1,194 

1,482 

2,106 

1,055 

2,738 

8,262 

1976 

1,285 

1,858 

2,312 

1,188 

2,449 

9,751 

1977 

1,326 

1,907 

2,561 

1,219 

2,500 

10,826 

1978 

1,592 

1,945 

2,664 

1,216 

2,856 

10,946 

1979 

1,716 

1,979 

2,623 

1,355 

3,037 

10,355 

Percentage  Changes: 

1979  on  1961 

+123% 

+176% 

+140% 

+175% 

+ 1,226% 

+77% 

1979  on  1964 

+ 41% 

+ 88% 

+ 95% 

+ 63% 

+ 515% 

+28% 

1979  on  1971 

+ 33% 

+ 35% 

+ 22% 

- 6% 

+ 26% 

+ 6% 

(*)  — - UK  figures  for  1961-1964  are  based  on  the  then  Ministry  of  Transport  statistics,  using 
different  definitions.  The  figures,  therefore,  cover  a slightly  wider  range  of  vehicles  than 
the  SMMT  figures  used  for  1965-1979. 


9/1/1/WB/MG 
13  May  1980 
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Sir  Barrie  Heath,  dfc,  Mr  Gordon  H Griffiths, 

Mr  Keith  Frankish,  Mr  E A Justice, 

Mr  A Fraser  and  Mr  Hugh  Cownie 


Examination  of  witnesses 

Sir  Barrie  Heath,  DFC,  Deputy  President  and  past  President  of  the  Society,  Mr  Gor- 
don H Griffiths,  Group  Director,  GKN  Ltd,  Chairman  of  the  Society’s  Accessories  & 
Component  Manufacturers’  Section  Committee,  Mr  Keith  Frankish,  Secretary  and 
Treasurer,  Vauxhall  Motors  Ltd,  Mr  E A Justice,  Director  Export  Operations,  Talbot 
UK  Ltd,  Mr  A Fraser,  Director,  and  Mr  Hugh  Cownie,  Economic  Adviser,  of  the 
Society  of  Motor  Manufacturers  and  Traders  Ltd,  called  in  and  examined. 


Chairman 

1793.  Gentlemen,  may  I welcome  the 
representatives  of  the  Society  of  Motor 
Manufacturers  and  Traders  to  this  public 
sitting  of  the  Select  Committee  on  Industry 
and  Trade  and,  for  our  purposes  so  that  we 
may  identify  each  other,  I welcome  Sir  Barrie 
Heath,  Deputy  President  and  past  President 
of  the  Society,  Mr  Gordon  Griffiths,  Group 
Director,  GKN  Ltd  and  Chairman  of  the 
Society’s  Accessory  and  Component  Manu- 
facturers’ Section,  Mr  Keith  Frankish, 
Secretary  and  Treasurer  of  Vauxhall 
Motors  Ltd.,  Mr  Justice,  Director  Export 
Operations  of  Talbot  UK  Ltd,  Mr  Fraser, 
Director  of  SMMT  and  Mr  Hugh  Cownie, 
Economic  Adviser  to  the  SMMT.  We 
seek  to  finish  this  part  of  our  morning’s 
session  by  noon  for  we  have  another 
organisation  coming  in  at  that  time  to  give 
evidence.  As  you  know,  this  Committee 
currently  is  looking  at  the  whole  question 
of  why  this  country  does  not  export 
more  than  it  does  and  why  it  imports  so 
much.  Our  purpose  is  therefore  directed 
to  looking  at  the  motor  industry  in  that 
light  rather  than  necessarily  seeking  to 
examine  in  full  detail  the  particular  prob- 
lems affecting  the  motor  industry  as  such. 
Thank  you  for  sending  us  your  Paper 
which  we  have  marked  Ml 38.  Sir  Barrie,  I 
propose  to  open  by  asking  you  an  intro- 
ductory question  from  your  Memorandum 
from  which  it  is  evident  that  your  member- 
ship includes  many  sectors  of  the  United 
Kingdom  motor  industry.  Would  you  tell 
us  exactly  whom  you  represent  and  what 
proportion  there  is  in  each  sector?  For 
example,  does  the  Society  speak  with  one 
voice  on  all  matters  discussed  in  your 
Memorandum  and  will  it  be  possible  for 
you  to  give  the  Society’s  conclusions  on 
questions  that  the  memorandum,  perhaps 
understandably,  leaves  unanswered  ? 

( Sir  Barrie  Heath.)  The  SMMT  virtually 
represents  all  facets  of  the  British  motor 
industry,  particularly  the  vehicle  manufac- 
turers, the  component  manufacturers,  the 
major  distributors,  garage  equipment  manu- 
facturers and,  of  course,  importers.  In  a big 
trade  association  such  as  the  SMMT, 
there  are  obviously  conflicting  interests. 


These  are  usually  resolved  in  a manner 
which  allows  the  Society  to  speak  with  a 
single  voice.  The  Memorandum  which  was 
sent  to  your  distinguished  Committee 
went  through  the  executive  committee  of 
the  Society  and  is  therefore  the  voice 
speaking  on  behalf  of  the  Society  when  it 
was  sent  to  you. 

1794.  How  do  the  multinational  firms 
fit  into  the  picture?  Are  they  full  members 
of  the  Society? 

(Sir  Barrie  Heath.)  Yes.  Of  course,  it 
depends  on  your  definition  of  multi- 
national. 

1795.  I prefer  to  take  it  exactly  as  I 
say  it. 

(Sir  Barrie  Heath.)  Well,  international 
or  multinational,  I do  not  know.  The  ob- 
vious multinationals  have  been  members 
of  the  Society  since  the  Society  was 
founded  in  1902.  They  fit  in  very  well 
indeed.  If  they  felt  that  they  did  not  fit, 
they  would  have  left ; and  none  has  done  so. 

1 796.  Do  they  fit  into  the  pattern  of  the 
general  slogan  used  from  time  to  time: 
“Buy  British”  ? 

(Sir  Barrie  Heath.)  They  have  lived 
through  all  those  phases  of  “Buy  British” 
and  then,  for  various  reasons,  they  were 
requested  to  give  up  the  phrase.  They  hear 
it  very  loudly  from  me  in  committee  and 
they  go  along  with  it. 

1797.  May  I just  ask  on  a point  of 
detail  how  you  compute  value  figures  for 
imports  and  exports  of  motor  vehicles? 
Do  you  make  any  adjustment  for  the  pre- 
sence of  components  not  produced  in  the 
country  of  origin  ? 

(Sir  Barrie  Heath.)  Chairman,  it  is  a 
bit  of  a technical  question.  I think  I should 
like  Mr  Cownie  to  answer  it. 

(Mr  Cownie.)  We  use  the  customs  and 
excise  figures  and  we  use  the  minimum  list 
headings  obviously  applying  to  the  motor 
industry  but  in  addition  to  those  we  include 
such  items  as  glass,  tyres,  electrical  equip- 
ment and  various  components  of  motor 
vehicles  which  are  not  included  in  the 
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[Chairman  Could.] 

minimum  list  headings  for  motor  products. 
Mr  Mikardo 

1798.  Can  I put  a rather  different 
question.  We  import  a motorcar  for,  say, 
£5,000  and  it  has  £1,000  worth  of  British 
components  in  it:  would  we  call  that  an 
import  of  £5,000  or  an  import  of  £4,000? 

(Mr  Comic.)  We  call  it  £5,000  but  in 
our  calculation  of  our  exports  we  will  have 
made  (perhaps  not  in  the  same  calendar 
year)  allowance  for  that  £1000. 

Mr  Maxwell-Hyslop 

1 799.  If  a manufacturer  manufacturing 
here  imports  part  (by  number)  of  the  cars 
that  he  sells  here,  do  those  cars  appear 
both  as  an  import  and  as  a home-produced 
car?  In  other  words,  do  you  get  any 
overlap  if  you  add  imports  and  home 
production?  Do  you  get  any  cars  counted 
asboth? 

(Mr  Cownie.)  No.  We  have  to  be  careful 
about  this.  There  are  components  which 
arc  imported  for  assembly;  and  these  arc 
shown  as  components.  There  arc  cars 
which  are  imported  in  kit  form  which  do 
not  satisfy  the  British-content  criterion  and 
which  are  recorded  as  imports  of  cars. 
Does  that  answer  your  point?1 

1 800.  1 am  not  sure  whether  it  does  or 
not.  Where  is  the  dividing  line?  When  you 
assemble  a car  here  which  is  substantially 
manufactured  abroad,  does  that  count  as 
imported  components  or  does  it  count  as  a 
home-produced  car;  or  does  it  count  both 
as  an  imported  car  and  as  a home- 
produced  car?  In  other  words,  do  you  get 
total  sales  here  if  you  add  total  imports  to 
total  domestic  production? 

(Mr  Cownie.)  I want  to  be  accurate  on 
this.  I wonder  if  I could  prepare  a memor- 
andum for  you;  for  frankly  1 could  trip  up 
in  answering  extemporarily.1 

(Sir  Barrie  Heath.)  In  the  main,  when 
we  are  talking  about  numbers  of  cars,  a 
car  assembled  in  this  country  with  some 
components  from  other  countries,  counts  as 
a British  car. 

Chairman 

1801.  May  I ask  you  now  a general 
question.  We  shall  be  dealing  with  supple- 
mentary points  to  it  as  we  go  through  our 
discussion  this  morning.  To  what  factors 
do  you  attribute  the  decline  of  the  United 
Kingdom  motor  industry? 

(Sir  Barrie  Heath.)  I think  that  this  has 
‘See  p.  532. 


to  be  rather  a personal  opinion.  This  is 
subject  which  is  very  widely  debated  Ai 
you  know,  anybody  who  owns  a motorcar 
or  who  would  like  to  own  a motorcar  is  an 
expert  on  the  British  motor  industry  so 
that  we  have  quite  a few  million  of  them  i» 
this  country.  “Decline”  is  a word  that  I 
do  not  really  like  to  use  because  there  are  i 
some  very  important  parts  of  the  British  I 
motor  industry  that  are  extraordinarily  i 
healthy  and  which  are  going  to  do  evra  f 
better.  We  are  in  a total  world  recession 
at  this  moment  in  time.  We  keep  on  saying  i 
that  we  have  come  to  the  bottom;  we  go 
bumping  along ; and  then  it  goes  a bit  lower 
But  that  applies  to  the  whole  world  at  this 
moment  in  time.  The  British  motor  industry  I 
has  declined,  very  largely,  in  my  opinion, 
due  to  a lack  of  investment  in  new  plant  ' 
and  models  during  the  late  1960s.  Invest-  1 
ment  plans  of  some  (let  me  say)  £1,000- 
million  for  the  period,  for  example,  I 
between  1965  and  1970,  were  cut  back  by 
over  half  because  of  the  strict  controls  of 
the  British  home  market  in  those  years. 
The  British-owned  sector  of  the  industry 
was  particularly  hard  hit  due  to  low  do 
mand  which  could  not  generate  investment 
funds  or  justify  fixed-interest  borrowing. 
We  went  into  the  1970s  with  a blunted 
competitive  edge  but,  because  of  inter- 
national agreements  on  reducing  tariffs  in 
industry,  the  industry  itself  was  faced  with 
severe  competition  in  its  home  market  | 
This  competition  was  heightened  with 
British  entry  into  the  Common  Market.  It 
is  a whole  scries  of  things,  overshadowed 
by  poor  productivity  which  affects  other 
industries  in  this  country. 

Mr  Crowther 

1802.  The  problem  of  industrial  rela- 
tions comes  up  over  and  over  again  in 
your  submission.  Flow  high  do  you  put 
that  among  the  significant  factors  in  the 
loss  of  competitiveness  ? 

( Sir  Barrie  Heath.)  It  is  very  high.  It  is 
very  likely  to  be  No.  1 -—coupled  with  the 
difficulties  of  investment  in  the  1960s. 

1803.  Can  I press  you  a stage  further? 
As  far  as  I can  recall  (and  my  colleagues 
will  tell  me  if  I am  wrong)  you  are  the  first 
group  of  witnesses  who  have  regarded 
industrial  relations  problems  as  a major 
factor,  anyway;  and  certainly  the  first  to 
suggest  that  it  is  No.  1.  Why  is  your 
industry  uniquely  bad  in  this  respect;  and 
what  are  you  doing  about  it  ? 
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(Sir  Barrie  Heath.)  We,  as  a Society,  do 
not  enter  into  industrial  relations  problems. 

1804.  Then  can  you  tell  me  what  your 
member  companies  are  doing  about  it? 

(Sir  Barrie  Heath.)  They  have  tried 
everything.  More  recently  they  have  been 
successful.  We  have  got  two  motor  manu- 
facturers represented  here  today  and  I am 
sure  that  they  can  speak.  And  you  have 
got  other  companies  giving  evidence  to  you. 

I think  it  is  better  that  they  should  speak 
for  themselves;  because  we  do  not  have  any 
industrial  relations  activities  within  the 
Society.  This  is  different  from  the  CBI. 

Mr  Kerr 

1805.  Have  there  been  any  significant 
moves  among  your  members  towards 
industrial  democracy — to  use  a rather 
general  term — to  bring  to  the  aid  of  the 
industry  the  undoubtedly  large  potential  of 
talent,  inventiveness  and  all  the  rest  that 
no  doubt  belongs  to  your  industrial  work 
force? 

(Sir  Barrie  Heath.)  The  motor  industry 
is  among  the  leaders  of  practising  industrial 
democracy.  The  Chairman  might  remind 
you  that  I was  a member  of  the  Bullock. 
Committee  who  signed  the  minority  report. 

(Mr  Kerr.)  Would  you  be  kind  enough 
to  refresh  the  memory  of  the  Committee 
on  one  or  two  details  of  that  ? 

( Chairman.)  I think  that  that  will  prob- 
ably emerge  through  the  questions  that  we 
shall  put  later.  I would  like  now  to  turn 
our  attention  to  the  question  of  vehicle 
exports  coupled  with  the  problems  of  the 
balance  of  trade. 

Mr  Emery 

1806.  In  paragraph  2.1,  you  say  that 
despite  its  difficulties,  the  motor  industry 
remains  the  major  single-industry  contribu- 
tor to  the  UK's  exports.  It  is  evident,  1 
think,  that  in  1976  there  was  a record 
balance  of  payments  surplus  in  motor 
industry  products  of  just  over  £1. 6-billion. 
Even  in  1978  there  was  a surplus  of  half 
that,  of  about  £800-million.  However,  in 
1979  you  had  to  report  a deficit  of  £287- 
million.  A number  of  questions,  it  seems  to 
me,  arise  from  those  facts.  First  of  all,  do 
you  see  a danger  that,  as  total  car  stocks  are 
penetrated  by  imports  to  the  same  extent 
as  the  yearly  additions  to  that  stock,  the 
balance  of  payments  in  parts  and  acces- 
sories will  move  into  the  red  within  a few 
yean? 


{ Sir  Barrie  Heath.)  I have  a figure  here. 
You  will  have  seen  from  our  memoran- 
dum that  the  deficit  started  in  1979,  as  you 
say,  and  this  deficit  continued  during  the 
first  quarter  of  the  current  year — which,  at 
£128-million,  was  some  6 per  cent  higher 
than  in  1979.  In  April  and  May  of  this 
year,  the  balance  turned  positive  again: 
£59-million  in  April  and  £19-mi!lion  in 
May.  These  are  not  big  figures;  but  the 
industry  came  out  of  the  red  and  back  into 
the  black.  This  was  due  to  a 20  per  cent 
fall  in  imports  compared  with  last  year 
rather  than  an  increase  in  exports. 

1807.  Going  back  to  the  aspect  of  ac- 
cessories and  parts,  what  I am  saying  is 
that  with  the  ever-increasing  percentage  of 
imported  cars  penetrating  the  market,  does 
this  not,  as  a cumulative  factor,  mean  that 
before  very  long  we  are  going  to  be  in  an 
adverse  balance  as  far  as  the  importation 
of  accessories  and  parts  to  keep  those  cars 
going  and  maintained? 

(Sir  Barrie  Heath.)  If  you  just  take 
accessories  and  components  and  see  the 
balance  of  imports  and  exports  on  acces- 
sories and  components  on  their  own,  they 
are  right  in  the  black  and  will  continue — 

1808.  And  they  will  continue  that  way? 

(Sir  Barrie  fit: nth.)  Yes.  It  is  when  you 

put  into  the  total  value  the  motor  vehicles 
that  go  out  of  this  country  on  their  wheels 
or  into  this  country  on  their  wheels  that 
we  run  into  the  red  on  occasions. 

1809.  Thank  you.  That  helps  us.  Are 
we  the  only  major  vehicle-making  country 
with  a deficit  balance  of  payments  in  the 
motor  industry? 

(Sir  Barrie  Heath.)  No.  The  United 
States  had  a balance-of-trade  deficit 
of  about  SI  1-billion  in  1978.  Most  of  the 
United  States  exports  of  motor  products 
go  to  Canada  and  there  exists  a high 
volume  of  interchange  of  vehicles  and 
components  under  the  terms  of  the  US- 
Canadian  free  trade  agreement  in  motor 
vehicles.  I have  some  other  figures  here 
which  we  could  make  available  to  you 
should  you  wish  it.1 

1810.  If  you  would,  that  would  be  help- 
ful. On  this  balance-of-payments  deficit, 
do  you  see  that  continuing  ? 

(Sir  Barrie  Heath.)  Again,  I have  to 
speak_personaJly.  I am  a natural  optimist 

*5>ec  p.  533. 
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and  I believe  that  wc  not  only  have  the 
ability,  but  capability  and  equipment  to 
put  this  balance  right.  Given  an  improve- 
ment in  productivity  and  in  industrial 
relations,  we  could  go  a long  way  to  beat 
the  world.  Let  us  make  no  mistake  about 
that. 


Mr  Carlisle 

1811.  You  say  that  part  of  the  problem 
has  been  the  lack  of  investment  in  the 
1960s  which  resulted  in  poor  performance 
in  the  1970s.  Is  there  any  evidence  that,  in 
fact,  we  now  have  equipment  which  can 
enable  us  to  beat  the  world? 

(Sir  Barrie  Heath.)  I think  that  that  is  so. 

I will  not  mention  the  names  of  the  com- 
panies concerned,  but  they  have  invested 
huge  sums  of  money  in  automated  assem- 
bly plant  and  fully-automated  machine 
equipment  for  engines  and  the  like;  and 
they  are  spending  more. 

1812.  So  that  the  failure  of  investment 
in  the  1960s  has  not  been  continued  by  a 
failure  in  the  late  1970s  ? 

(Sir  Barrie  Heath.)  There  has  been  a 
distinct  improvement,  I would  say,  over  the 
last  few  years. 

Mr  Maxwell-Hyslop 

1813.  Does  that  exclude  British  Ley- 
land — the  evidence  that  you  have  just 
given— because  in  the  last  paragraph  of 
British  Leyland’s  evidence  to  us  they  say: 

. . since  1977  we  estimate  that  a combina- 
tion of  relative  labour  cost  inflation  and 
currency  movements  have  increased  the 
competitive  power  of  Japanese  manufac- 
turers vis-a-vis  UK  firms” — not  just  British 
Leyland — “by  50  per  cent,  an  increase 
that  cannot  be  matched  by  realistically 
realisable  productivity  improvements  with- 
in the  reach  of  UK  companies.”  If  that 
judgment  of  British  Leyland’s — which  they 
do  not  confine  to  their  own  firm;  which 
they  make  as  a general  proposition  about 
UK  motor  vehicle  manufacturing  com- 
panies—is  correct,  then,  surely,  the  prospect 
must  be  an  extremely  bad  one  rather  than 
a hopeful  one? 

(Sir  Barrie  Heath.)  I was  making  my 
comment  under  the  heading  of  “Do  wc 
have  the  right  equipment,  do  we  have  the 
skills  available  to  us?”— and  I said  that  on 
those  alone  we  could  beat  the  world.  We 
have  invested  a lot  of  money.  When  you 
get  into  the  total  economics  and  regarding 
ourselves  on  occasion  as  an  oil  State, 


things  are  rather 
devalued  yen  and 
as  you  all  know,  d 
this  country. 

( Chairman.)  May  we  turn  to  exmn  ( 
strategy?  m 1 

Mr  Mikardo 

1814.  Speaking  of  the  improvement  I 
in  investment  over  the  past  few  years  Jo  ■ 
even  those  improved  figures  match  up  to ' 
what  (in  proportion)  our  overseas  com 
petitors  arc  doing  by  way  of  investment’ 

(Sir  Barrie  Heath.)  The  improved  piaa 
in  a number  of  cases  is  not  even  in  opera, 
tion  yet.  You  will  be  given  some  more 
factual  evidence  when  what  used  to  be  mv  I 
biggest  single  customer  gives  evidence.  Ht  > 
is  sitting  somewhere  behind  me.  You  will 
hear  that  a bit  later  on.  ) 

1815.  I was  thinking  of  the  amount  o!  j 
money  being  invested.  Does  the  improve: 
amount  of  money  being  invested  over  the 
last  few  years  match  up  to  a level  of  ne» 
investment  (as  far  as  one  can  proportion 
it  out)  carried  out  by  our  overseas  competi- 
tors ? 

(Sir  Barrie  Heath.)  I would  think  so-in  / 
certain  cases.  We  have  such  a long  way  to 
go  to  catch  up.  In  monetary  terms,  the 
answer  is,  Yes;  but  we  have  started  from  a 
lower  level. 

Mr  Emery 

1816.  As  the  motor  manufacturers  are 
assemblers  as  much  as  anything  else,  ii  - 
your  criticism  about  the  lack  of  investmenl  L 
true  of  all  of  the  component  suppliers  to  ' 
the  motor  industry;  or  does  it  run  just  as 
far  as  the  assemblers,  the  big-name  maim-  . 
facturers,  are  concerned  ? 

(Sir  Barrie  Heath.)  In  the  main,  the  | 
component  industry  is  ahead  on  invest- 
ment, if  you  can  get  a comparison,  of  the 
motor  manufacturers  and  has  remained  so 
since  way  back.  The  component  industry, 
even  in  the  1960s,  was  beginning  to  show  its 
strength  by  its  export  record  both  to  the 
Continent  and  to  the  United  States  oi 
America — but  never  to  Japan,  never. 

Mr  Thompson 

1817.  Would  you  advise  your  members 
who  are  component  manufacturers  and 
accessory  manufacturers  that  their  future 
is  with  the  British  car  industry  or  even 
more  with  exporting? 

(Sir  Barrie  Heath.)  It  is  with  the  world- 
wide motor  industry. 


different.  There  is  tbt 
he  strong  pound  which  ) 
>es  not  help  anybody 
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Mr  Crowther 

J8I8.  Can  you  tell  us  which  countries 
other  than  Japan  enjoy  the  most  favourable 
trade  balances  in  the  industry’s  products? 

(Mr  Cownie.)  I am  speaking  from  mem- 
ory, but,  certainly  Germany  has  a favour- 
able balance  and  France  has.  I would 
have  thought  that  Italy  is  now  in  deficit. 
America,  as  we  have  said,  is  in  deficit  and, 
of  course,  Japan  is  in  surplus.1 

Mr  Cockeram 

1819.  If  this  better  investment  to  which 
you  referred,  Sir  Barrie,  is  part  State  capital 
and  part  company  capital,  have  you  any 
assessment  of  what  proportion  of  this  better 
investment  over  the  last  six  or  eight  years 
comes  from  the  taxpayer? 

(Sir  Barrie  Heath.)  No,  I do  not  have 
that  figure. 

(Mr  Cownie.)  The  Society  does  not 
keep  a record  of  investment  by  member 
companies,  simply  because  member  com- 
panies guard  these  figures  very  jealously. 
Therefore,  we  are  unable  to  make  any 
judgment  as  to  what  the  relationship  of  one 
to  the  other  is. 

1820.  You  would  concede  that  a large 
proportion  has  come  from  the  taxpayer 
and  that  it  is  not  entirely  company  money? 

(Sir  Barrie  Heath.)  A large  proportion. 

(Chairman.)  But  not  necessarily  com- 
panies in  this  country. 

Mr  Cockeram 

1821.  I am  referring  to  investment  in 
this  country. 

(Sir  Barrie  Heath.)  I would  not  say 
that  the  larger  part  of  the  total  investment 
has  come  from  the  taxpayer  or  the  public. 
It  is  difficult  to  define.  There  have  been 
various  deals  done  in  the  depressed  areas 
over  the  period  of  time  that  we  are  talking 
about.  Whether  that  counts  as  public 
money  to  help  the  motor  industry — I 
personally  do  not  think  it  does;  because 
it  helps  any  industry  that  is  in  that  area. 

Mr  Crowther 

1822.  Do  you  have  any  figures  indicat- 
ing State  aid  in  any  form  to  the  motor 
industries  in  other  countries?  Can  you 
make  any  kind  of  comparisons  ? 

(Sir  Barrie  Heath.)  Not  really.  1 read 
with  interest  what  President  Carter  is 

1 Correction  by  witness:  The  Italian  Balance 
of  Trade  In  motor  products  is  in  surplus. 


promising  to  do  in  the  Detroit  area.  I 
should  think  that  that  will  not  go  very  far. 

Mr  Mikardo 

1823.  Switching  to  exports  and  policy 
on  exports,  each  of  the  vehicle  manufac- 
turers no  doubt  has  its  own  policy  and 
method  of  operation.  Do  they  all  operate 
totally  independently — they  must,  of 
course,  operate  mostly  independently — or 
is  there  any  sort  of  thinking  about  a 
combined  export  strategy  in  any  way 
through  the  Society  or  by  any  other  means  ? 

(Sir  Barrie  Heath.)  There  is  no  com- 
bined strategy.  They  are  all  in  hot  competi- 
tion with  each  other.  Any  such  strategy 
would  be  against  Government  and  EEC 
regulations. 

(Mr  Justice.)  There  is  no  overall 
strategy  but  on  a number  of  occasions  we 
have  discussed  with  Ford  Motor  Company 
and  with  British  Leyland  regarding  putting 
up  a joint  overseas  assembly  venture  in, 
say,  Trinidad,  Malaysia  and  places  like 
that.  That  is  where  we  get  together.  There 
is  not  a general  strategy. 

1 824.  Is  it  the  general  view  that  selling 
knocked-down  vehicles  is  good  policy  and 
beneficial  overall? 

C Mr  Justice.)  Obviously,  it  is  preferable 
if  we  could  export  whole  vehicles  but  it  is 
becoming  increasingly  the  case  that  coun- 
tries want  to  industrialise  themselves  and 
we  then  have  to  go  into  a K.D  operation. 
We  have  been  very  successful  in  this  in  our 
own  company.  It  usually  involves  a smaller 
content  as  these  countries  want  to  start 
putting  in  their  own  tyres,  batteries  and 
starters  and  so  on.  So  that  it  is  a reduced 
export  value.  But  at  the  same  time,  if  we 
do  not  go  in  we  will  be  letting  somebody 
else  in — the  Japanese  or  the  Germans  or 
whoever. 

Mr  Maxwell-Hyslop 

1825.  What  has  happened  to  your 
knock-down  business  in  Iran  since  the 
change  in  regime? 

(Mr  Justice.)  I am  very  pleased  to  say 
that  we  are  doing  extremely  well.  I am  going 
out  there  again  tomorrow. 

Mr  Mikardo 

1826.  On  this  business  about  develop- 
ing countries,  what  view  do  you  all  take 
about  the  sale  of  technology,  licensing  and 
know-how  agreements  and  even  turn-key 
plants  and  the  rest  of  it  ? I get  the  impression 
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that  we  do  much  less  of  that  in  this  country 
than  do  the  French,  the  Germans  and  the 
Italians.  Is  that  because  of  deliberate 
policy  or,  if  it  is  not  deliberate  policy, 
why  is  it  so  ? 

(Mr  Justice.)  As  far  as  my  own  company 
is  concerned,  we  enter  into  technical 
agreements  with  overseas  governments  or 
companies.  There  is  a tremendous  amount 
in  invisible  earnings  to  be  produced  in  that 
way.  There  are  royalty  agreements  and 
there  is  pure  technology — as  in  Iran.  There 
has  been  a tremendous  amount  of  hidden 
exports  over  the  last  16  years. 

1827.  But  you  would  not  say  that  we 
have  done  anything  like  as  well  in  that 
field  as  the  French,  Germans  and  Italians? 

(Mr  Justice.)  In  my  opinion,  we  have 
done  as  well  and,  in  fact,  better. 

Mr  McNally 

1828.  Looking  back  over  the  last  ten 
years,  I wonder  whether  you  think  there 
have  been  missed  opportunities  in  terms 
of  exports  where  you  can  identify  a market, 
a line,  a product,  which  could  have  been 
exploited  better;  and  whether  the  trade  has 
learned  anything  from  that  experience? 

(Sir  Barrie  Heath.)  We  must  have  left 
some  opportunities  that  we  did  not  take  up 
in  the  period  of  ten  years.  We  are  learning 
all  the  time  and  very  conscious  of  it.  Most 
of  the  industry  has  never  been  one  to  sit 
back  and  think  they  are  jolly  good  and  do 
not  need  to  learn  from  anybody.  There  is 
a very  special  atmosphere  in  the  motor 
industry. 

Mr  Emery 

1829.  Is  it  really  fair  to  say  that  the 
motor  industry  has  never  sat  back  and 
has  always  been  leading  the  field?  When 
you  consider  the  major  dominance  we 
had  in  the  world  market  after  the  war  and 
the  way  that  that  has  slipped  over  the 
period  of  25  to  30  years.  Of  course,  it  should 
have  slipped  somewhat.  Of  course, 
the  Germans  and  Italians  were  going  to 
come  back.  Am  I being  unfair  if  1 say  that 
it  seems  to  us  that  we  slipped  back  a 
damned  sight  more  than  we  ought  to  have 
done? 

(Sir  Barrie  Heath.)  Going  back  as  far 
as  that,  the  British  motor  industry  was 
made  up — apart  from  the  three  large 
multinationals— of  a series  of  relatively 
small  companies  who  knew  jolly  well  that 
they  could  not  go  on  existing  with  the  high 


cost  of  design  and  research  fees  and  the  I 
tooling  for  new  models.  We  were  at  a 
distinct  disadvantage  having  all  these 
relatively  large  number  of  companies  com- 
pared with  other  European  countries— and  I 
we  were  looking  mostly  Europe-wise  in 
those  days.  We  started  to  put  them  together 
and  you  will  no  doubt  be  able  to  ask  some 
questions  about  that  at  the  noon  meeting.  I 

Mr  Carlisle 

1 830.  In  part  4 of  your  submission  you 
deal  with  special  problems.  Is  not  one  of 
the  major  problems  to  be  faced  that  we 
alone  of  the  major  car  manufacturers  have 
only  one  major  national  company;  whereas 
all  the  others  have  more  than  one?  Does 
that  not  give  particular  problems  to 
Britain? 

( Sir  Barrie  Heath.)  It  gives  particular 
problems  to  me  in  answering  the  questions 
because  it  is  quite  obvious  whom  1 am 
talking  about. 

1831.  But  that  does  not  matter. 

( Sir  Barrie  Heath.)  It  is  what  was  always 
known  as  my  biggest  single  customer. 
Bear  in  mind  that  1 have  retired  from  the 
chairmanship  of  GKN.  But  they  pay  my 
pension  and  I have  to  think  about  that.  It 
does  make  the  problem  more  difficult 
with  the  largest  British-based  motor  manu- 
facturer supported  on  Government  money. 
It  makes  it  difficult. 

1832.  But  that  is  not  the  particular 
point.  Perhaps  we  can  pursue  this.  It  is  a 
case  of  the  effect  of  having  multinationals 
where  the  decisions  are  made  outside  the 
country.  It  is  that  which  affects  trade  and 
production  in  this  country.  It  is  that  that  we 
arc  worried  about.  In  your  Paper  you  say: 
“the  output  of  industrial  plants  is  decided 
by  a flexible  all-European  sourcing  strategy, 
with  the  mix  between  plants  being  deter- 
mined by  capacity  and  marketing  considera- 
tions”. What  you  are  really  saying  is  that 
the  UK,  because  it  does  not  control  these 
companies,  has  no  real  say  over  export 
and  import  policy.  This  is  decided  outside 
this  country.  That  is  the  real  problem. 

( Sir  Barrie  Heath.)  I think  I should  like 
Mr  Cownie  to  answer  that.  He  wrote  that 
paragraph  so  that  if  he  does  not  under- 
stand it,  it  is  going  to  be  very  difficult  for 
anybody  else.  On  my  right  here,  we  have 
representatives  of  two  foreign-owned 
British  companies.  They  will  give  you  their 
honest  opinion  as  to  how  shackled  they  are 
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by  being  foreign-owned  and  operating  in 
this  country. 

Chairman 

1833.  Perhaps  Mr  Cownie  would  like 
to  answer.  We  are  talking  about  the  import 
and  export  policy  of  the  motor  industry 
only  and  not  of  the  general  policy. 

(Mr  Cownie.)  I think  one  would  be  silly 
to  pretend  that  the  decisions  of  the  multi- 
national companies,  the  US-owned  com- 
panies, are  made  only  in  Britain;  but  I am 
quite  certain  that  the  British  interest  is 
fought  for  very  hard.  In  the  rationalisation 
policies  of  the  American  companies  after 
we  joined  the  Common  Market,  it  was 
decided  by  one  company  to  retain  certain 
models  in  this  country  to  supply  the  whole 
of  the  UK  market  and  to  export  to  the  EEC. 
And  they  were  going  to  import  certain 
models  from  the  EEC  into  this  country. 
But  the  overall  balance  was  intended  to  be 
in  Britain’s  favour.  Unfortunately,  they 
were  unable  to  get  the  output  from  the 
plants  that  they  had  and  that  they  had 
planned  in  order  to  satisfy  even  the  home 
market.  So  they  had  to  top  up  from  over- 
seas. This  is  an  illustration  of  where  Britain 
stands  in  competition  with  Germany  and 
in  another  case  perhaps  France  for  invest- 
ment and  for  exports  in  a sense  from  this 
country.  It  will  be  on  our  performance 
and  our  productivity  of  our  plants  that 
decisions  will  come  in  our  favour.  But  I do 
not  think  that  the  ownership  of  these 
companies  being  US  or  outside  the  UK 
necessarily  militates  against  the  UK  interest. 

Mr  Carlisle 

1834.  Before  the  others  give  their 
point  of  view,  I should  like  to  (joint  out 
that  what  I think  is  a very  significant  fact 
is  that  the  reason  why  we  have  this  bad 
trade  performance  in  cars  is  just  a question 
of  the  increase  in  tied  imports.  In  1973,  tied 
imports  (those  imports  connected  with  the 
multinationals)  there  were  none.  But  last 
year,  we  had  20  per  cent  of  all  imports 
tied  imports.  That  far  outclasses  Japan  as 
the  major  threat  to  our  production  in  this 
country.  That  is  the  base  of  the  problem 
and  that  decision  is  made  away  from  this 
country.  Perhaps  the  people  who  represent 
multinationals  can  give  their  view  of  how 
this  has  arisen  and  how  we  can  change  it. 

(Sir  Barrie  Heath.)  Mr  Fraser  has  a 
figure  on  that  exact  point. 

(Mr  Fraser.)  Tied  imports  in  the  first 
six  months  of  this  year  were  22.5  per  cent 


from  Europe.  Imports  from  Japan  were 
10.7  per  cent.  So  that  there  is  a considerable 
difference.  One  must  make  the  point, 
however,  that  in  1979  we  exported  some 
£900-million  of  accessories  and  compo- 
nents to  Europe  and  £600-million  were 
directly  into  cars:  whereas  we  exported 
only  £8. 5-million  of  components  to  Japan. 
So  that  to  say  that  the  tied  import  situation 
is  more  worrying  is  true  from  the  point  of 
view  of  total  market  penetration  but  it 
certainly  is  not  from  the  point  of  view  of 
the  business  being  done  by  our  accessories 
and  components  firms. 

Mr  Thompson 

1835.  But  the  accessories  would  have 
been  greater  had  there  teen  no  tied  im- 
ports? 

(Mr  Fraser.)  Had  all  those  cars  been 
made  in  Britain,  yes,  far  greater. 

Mr  Carlisle 

1 836.  But  why  has  the  question  of  tied 
imports  arisen;  and  can  it  be  reversed?  I 
take  your  point  on  Japan.  But  it  seems  to 
me  that  the  crux  of  our  trading  performance 
in  vehicles — 

(Mr  Fraser.)  If  I may  answer  that 
briefly,  I think  the  point  that  Mr  Cownie 
made  is  significant . that  there  was  a deci- 
sion taken  to  manufacture  certain  models 
only  in  one  place  or  the  other.  Those  that 
are  only  manufactured,  for  instance,  in 
Germany  must  come  from  there,  The 
intention  was  to  have  the  compensating 
exports  from  those  manufactured  only  in 
Great  Britain.  Those  compensating  exports 
never  took  place  so  the  level  of  tied  imports 
increased.  It  was  always  envisaged  when  we 
joined  the  EEC  that  the  penetration  of 
imports  would  increase  to  about  25  per 
cent.  It  was  said  earlier  on  that  we  entered 
the  1970s  with  a bad  competitive  position 
so  that  the  subsequent  import  levels  rose. 

(Chairman.)  Could  Mr  Frankish  or  Mr 
Justice  say  something  on  this  because  they 
have  direct  experience  of  it  ? 

Chairman 

1 837.  Mr  Frankish  of  Vauxhall  Motors, 
have  you  anything  to  add  to  that  answer? 

( Mr  Frankish.)  I think  that  Mr  Fraser  has 
indicated  the  basic  approach  to  the  busi- 
ness in  Europe  so  far  as  we  are  concerned  in 
passenger  cars.  The  other  important  side 
of  our  business  is  commercial  vehicles.  As 
part  of  General  Motors,  we  are  the  world 
source  for  design  and  manufacture  of 
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commercial  vehicles  outside  North 
America.  We  spread  our  business  all  over 
the  world.  We  have  the  direct  responsibility 
to  sell  them.  It  is  totally  our  decision  where 
we  go,  where  we  can  find  the  business. 

Mr  Maxwell-Hyslop 

1 838.  In  round  figures,  what  proportion 
of  your  profit  from  sale  of  spares  would 
come  from  engine  and  transmission  as 
opposed  to  body  spares? 

(Mr  Frankish.)  I have  no  idea.  Could  I 
give  you  a note  on  that? 


that  there  would  be  a reduction  in  British  I 
made  spares  arising  from  the  fact  that  we 
have  built  a power  unit  imported  must  he 
correct;  but  I reiterate  that  it  is  about 
80,000  units  a year  and  against  the  back 
ground  of  what  wc  hope  to  be  doing  jQ  I 
that  area  as  component  manufacturers  we 
shall  continue  to  mount  pressure  on  our 
colleagues  at  British  Lcyland.  Provided 
that  we  can  deliver  cost  effectively  there  is 
no  fear  that  we  shall  not  prevail.  If  we  are 
not  cost  effective  we  shall  not  prevail— nor 
should  we. 


1839.  In  paragraph  3.3  of  your  memor- 
andum you  say:  “Next  year  BL  plans  to 
supplement  its  production  range  by  a 
co-operative  venture  with  Honda  to  pro- 
duce a new  model.  This  car  will  contain  a 
growing  proportion  of  British-made  com- 
ponents, though  the  engine,  gear  box  and 
transmission  will  be  imported.”  Is  it  not 
the  engine,  gear  box  and  transmission 
which  will  really  produce  the  spares  sales 
during  the  life  of  the  car;  and  does  that  not 
mean  that  the  parts  of  the  car  which  are 
most  likely  to  produce  profits  from  spares 
sales  will  most  likely  produce  profits  for 
Japan  rather  than  profits  for  the  British 
motor  vehicle  industry? 

(Sir  Barrie  Heath.)  I do  not  know  the 
immediate  answer  to  that.  We  regretted  that 
there  are  not  a lot  more  British  components 
going  into  the  BL/Honda  car  which  is 
coming  through. 

Chairman 

1840.  We  shall  have  the  opportunity 
of  asking  them  shortly. 

(Sir  Barrie  Heath.)  Perhaps  I could  ask 
Mr  Griffiths  about  the  question  of  trans- 
mission parts,  gear  boxes  and  engines 
wearing  out. 

( Mr  Griffiths.)  I do  not  know  what  the 
ratio  is  precisely  but  I do  not  think  we 
should  over-exaggerate  the  position  as  far 
as  Honda  is  concerned.  It  is  only  a very  small 
number  of  vehicles  that  they  are  building. 

Mr  Maxwell-Hyslop 

1841.  Do  you  regard  it  as  a dangerous 
trend  that  even  if  only  a proportion  of  a 
car  is  imported,  it  should  be  a dispropor- 
tionate amount  of  the  spares  sales-generat- 
ing  value  of  the  car;  as  that  appears  over 
the  years  to  have  been  the  major  generator 
of  profit  to  enable  the  firm  concerned  to 
reimburse? 

(Mr.  Griffiths .)  Certainly,  the  assumption 


Chairman 

1842.  Could  I just  ask  Mr  Justice  of 
Talbot  UK  if  he  wishes  to  add  anything  (o 
the  answers? 

(Mr  Justice.)  Just  to  mention  that  as 
far  as  exports  are  concerned,  we  have  got 
our  central  European  export  division 
based  at  Neuilly.  As  far  as  our  own  pro- 
ducts are  concerned  there  is  a fair  share 
being  exported  as  well  as  the  French  and 
Spanish.  We  are  all  part  of  the  EEC,  one 
big  family.  Spain  is  on  the  edge  of  it  at  the 
moment  but  there  is  no  preferential  treat- 
ment. It  depends  on  many  factors.  It 
depends  on  what  type  of  credit  they  can  get 
the  customers,  whether  it  is  going  to  be 
Cosace  or  ECGD.  It  depends  on  the  speci- 
fication of  a vehicle  that  a particular 
country  may  need.  We  may  have  it;  the 
French  may  have  it;  and  we  are  in  competi- 
tion with  Peugeot  and  Citroen.  We  are  not 
a joint  effort  on  that.  We  have  three  main 
competitive  lines.  We  do  not  sell  a Peugeot 
car  in  Timbuktu  in  place  of  an  Avenger. 
It  is  a purely  competitive  development. 

Mr  Maxwell-Hyslop 

1843.  On  future  developments,  particu- 
larly with  regard  to  our  competition  with 
Japan,  how  much  of  an  advantage  or  how 
significant  is  it  that  Japan  drives  on  the 
same  side  of  the  road  as  Great  Britain  and 
therefore  that  her  models  sent  here  are 
basically  home-market  cars  rather  than  a 
variation  of  the  standard  model  ? 

(Sir  Barrie  Heath.)  I do  not  believe  that 
it  is  a very  great  advantage  because  the 
model  car  is  designed  so  that  it  can  take  the 
steering  wheel  and  the  other  equipment  on 
the  left  side  or  the  right  side  of  the  vehicle. 

( Mr  Justice.)  I would  agree.  It  is  minimal 
as  far  as  making  a left-hand  or  right-hand 
drive  is  concerned.  We  design  so  that  there 
is  an  easy  switch.  It  is  mainly  the  facia  and 
things  like  that. 
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1844.  Do  you  judge  that  the  volume  of 
business  for  the  now-existing  British  car 
producers  will  enable  them  to  generate 
themselves,  as  opposed  to  publicmoney,  the 
necessary  investment  to  produce  models 
meeting  the  energy-saving  and  environ- 
mental and  other  increasing  requirements 
over  the  years  in  the  predictable  future  in 
competition  with  Japanese  firms,  American 
firms  and  indeed  the  overseas  competitors  ? 

(Mr  Justice.)  As  far  as  specification  is 
concerned,  I would  say,  Yes. 

(Sir  Barrie  Heath.)  The  answer  is,  Yes. 

I see  in  the  papers  today  that  the  main 
leaders  in  these  specifications  in  the  United 
States  today  have  been  held  up,  postponed, 
by  the  President. 

1845.  This  is  very  immediate  in  relation 
to  today's  newspapers:  but  could  you 
comment  on  American  attempts  to  use 
Article  19  of  GATT  to  restrict  still  further 
European  in  general  but  British  in  particular 
exports  to  the  American  market? 

(Mr  Cownie.)  As  I understand  it. 
President  Carter  has  referred — or  at  least 
the  automobile  workers’  unions'  complaint 
about  dumping  has  been  referred — to  the 
International  Trade  Commission;  and  I 
think  that  President  Carter  has  asked  the 
trade  commission  to  hurry  this  up  so  that 
a decision  or  a recommendation  can  be 
made  before  the  Presidential  election. 

Mr  Mikardo 

1846.  Or  the  Democratic  convention? 
(Mr  Cownie.)  But  that  is  dumping  as  I 

understand  it.  Article  19,  with  respect,  I 
think  is  where  emergency  action  is  taken 
and  I would  not  have  thought  that  President 
Carter  would  be  considering  action  under 
Article  19.  But  if  there  was  a case  of  dump- 
ing, I imagine  that  that  would  be  pursued. 

Mr  Maxwell-Hyslop 

1847.  Lastly,  turning  to  third  markets, 
neither  the  UK  nor  that  of  the  producing 
countries,  do  you  see  Japan  as  the  principal 
competitor  with  British  output  in  third 
markets;  or  is  this  purely  a transient  phase, 
in  your  judgment? 

(Sir  Barrie  Heath.)  I should  think  that 
Japan  is  the  number  one  competitor 
particularly  with  the  devalued  yen  on  a 
third  market  basis  world-wide. 

1848.  As  currencies  can  move  both 
ways  and  nobody  knows  what  the  relation- 
ships will  be  in,  say,  three  years’  time,  do 


you  regard  this  as  a permanent  Japanese 
advantage  and,  if  so,  what  is  the  inherent 
nature  of  the  Japanese  advantage? 

( Sir  Barrie  Heath.)  The  Japanese  work 
for  “Japan  Limited”  as  a whole.  It  is  very 
difficult  to  fathom  their  financial  back- 
ground, set-up,  the  cost  of  money  in  that 
country.  They  have  a particular  ability  to 
work  at  very  high  speed  on  assembly  lines 
very  satisfactorily,  with  virtually  no  labour 
troubles  at  all.  The  speed  at  which  they 
work  and  the  real  devotion  to  the  job  is 
something  that  is  quite  different  from  the 
attitude  of  the  British,  the  Germans,  the 
French,  the  Italians  and  most  other  coun- 
tries of  the  world.  It  is  a very  difficult  thing 
to  get  answers  to. 

Chairman 

1849.  Sir  Barrie,  1 deduce  from  one  of 
your  earlier  answers  that  if  vehicle  produc- 
tion is  to  survive  in  the  United  Kingdom, 
the  levels  of  productivity  will  have  to  in- 
crease to  internationally-competitive  levels. 
What  does  this  mean  for  job  opportunities 
in  the  motor  industry  ? 

(Sir  Barrie  Heath.)  If  productivity 
improves — and  it  has  got  to  improve 
dramatically— job  opportunities  will  in- 
crease accordingly.  I would  not  like  to  put 
actual  figures  on  that  because  part  of  the 
productivity  improvements  have  got  to  be 
capital  investment  on  co-ordinated  plant; 
but  there  will  certainly  be  more  jobs  going 
if  our  productivity  becomes  really  competi- 
tive with  foreign  countries. 

Mr  Mikardo 

1850.  You  say  improve  proportion- 
ately; but  that  may  be  in  the  long  term. 
But  in  the  short  term,  if  productivity 
improves  by  25  per  cent  that  means  that 
where  you  needed  1 00  chaps  before  to  make 
a given  number  of  parts  or  whatever,  you 
now  need  only  about  80.  Is  it  not  inevitable 
that  increased  productivity  involves  labour 
shedding? 

(Sir  Barrie  Heath.)  Not  if  your  total 
turnover  of  units  goes  up. 

Mr  Thompson 

1851.  You  said  earlier  that  you  en- 
visaged when  we  joined  the  EEC  an 
import  level  of  25  per  cent.  If  we  exclude 
tied  imports,  our  import  level  is  about  30 
per  cent.  Surely,  then,  the  main  trouble  is 
tied  imports  and  presumably  increased 
productivity  within  the  UK  company  (and 
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I presume  you  have  been  hinting  at  Ford 
all  morning,  although  you  have  not  men- 
tioned them)  will  bring  in  this  vast  amount 
of  tied  imports.  Do  you  consider  that  the 
most  significant  danger  to  the  British  car 
industry,  as  I do? 

(Sir  Barrie  Heath.)  Taking  the  British 
automotive  industry  as  a whole,  that  is  not 
the  greatest  danger  in  my  opinion,  because 
of  the  very  important  and  very  large 
content  of  British-made  parts  on  those 
cars  that  come  into  this  country,  as  op- 
posed to  the  Japanese  cars  which  come 
into  this  country  where  there  are  virtually 
no  British  components  on  them  at  all. 

1852.  Am  I then  over-stating  the 
danger  of  tied  imports? 

( Sir  Barrie  Heath).  You  are  not  over- 
stating it  entirely.  It  is  a facet  of  going  big 
for  the  world  car — because  that  will  come 
in  due  course— where  they  make  the  same 
car  in  the  United  States,  in  South  America, 
in  India,  in  Europe  including  the  UK. 
There  will  be  a tendency,  within  the  EEC 
particularly,  to  buy  that  car  from  which- 
ever country  makes  it  cheapest. 

Mr  Cockeram 

1853.  May  I turn  to  the  EEC  at  this 
point?  What  have  been  the  main  effects  on 
the  motor  industry  of  Britain  joining  the 
EEC.  Have  they  been  beneficial  or  adverse? 

(Sir  Barrie  Heath.)  We  have  a figure  on 
that. 

(Mr  Cownie.)  Since  membership  of  the 
EEC,  Britain’s  exports  to  the  Six  (the 
former  members)  increased  by  some  £1, 000- 
million.  Unfortunately,  this  was  offset  by 
the  very  high  imports,  principally  of  cars. 
We  have  been  discussing  this  morning 
some  of  the  reasons  underlying  those 
imports.  But,  basically,  the  EEC  has 
offered  very  attractive  opportunities  to  us 
which  have  been  taken,  certainly,  by  the 
component  manufacturers.  By  1985  we 
would  expect  the  EEC  market,  including 
the  UK  market,  to  be  the  second  largest  in 
the  world,  that  is  car  market,  and  by  1990 
we  would  say  it  should  be  the  largest  car 
market  — even  exceeding  that  of  the  USA. 

Chairman 

1854.  Where  do  all  these  motorcars 
go  when  they  are  exported  to  Europe? 
Why  are  we  not  able  to  see  more  of  them 
when  we  sometimes  go  abroad  ? 

(Mr  Cownie .)  Unfortunately,  our  export 
performance  to  Europe  has  been  dis- 


appointing for  the  reasons  that  we  have 
mentioned.  We  mentioned  earlier  that  the 
export  plans  of  one  company  for  exporting 
from  their  plant  in  this  country  were  over- 
turned and  they  had  to  resort  to  tied 
imports.  We  should  be  having  tied  exports 
to  these  countries,  which  we  are  not 
getting  because  of  low  productivity  and  I 
am  afraid  that  we  have  lost  a huge  number 
of  vehicles.  In  1977,  we  lost  production  of 
400,000  cars.  Some  of  that  would  have 
gone  to  the  EEC  and,  of  course,  that 
created  a market  vacuum  for  imports  from 
the  EEC. 

Mr  Cockeram 

1855.  Reverting  to  the  EEC,  you 
would  conclude  that  our  joining  has  been 
beneficial  but  that,  unfortunately,  we  have 
not  been  able  to  take  full  advantage  of  it 
because  of  the  labour  relations  and 
productivity  problems  which  you  have 
outlined. 

( Mr  Cownie.)  Certainly. 

1856.  That  is  the  past.  Turning  to  the 
future,  presumably  you  still  regard  the 
EEC  as  one  of  our  greatest  potential 
markets.  Do  you  take  an  equally  pessi- 
mistic view  of  the  future  and,  if  so,  what 
arc  you  doing  about  it?  Conversely, 
are  you  more  optimistic  and  can  you  back 
your  optimism  with  real  facts? 

(Mr  Cownie.)  The  only  basis  for  opti- 
mism must  be  a belief  that  labour  attitudes 
in  this  country  will  change  and  that  the 
investment  in  plant  and  equipment  will  be 
utilised  as  efficiently  in  this  country  as  it  is 
on  the  Continent.  I believe  that  there  are 
signs  that  labour  attitudes  are  changing.  I 
can  only  express  a psrsonal  hope  that  this 
will  lead  to  more  sensible  manning  prac- 
tices and  that  we  will  be  able  to  strengthen 
the  British  exports  of  vehicles  and  parts. 
But  it  is  a personal  optimism,  I must 
confess. 

(Sir  Barrie  Heath.)  We  have  got  a lot  of 
ground  to  make  up. 

1857.  Is  it  not  a criticism  of  the 
British  motor  industry  that  whereas  other 
industries  have  taken  advantage  of  British 
membership  of  the  EEC  and  their  exports 
in  percentage  terms  to  the  EEC  have 
increased  quite  dramatically  since  joining, 
the  motor  industry  has  not  done  so? 

(Sir  Barrie  Heath.)  The  effort  put  into 
selling  motor  vehicles  on  the  Continent  of 
Europe  has  been  tremendous  and  it  has 
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not  been  backed  up  by  good  productivity 
behind  them  due  very  largely  to  labour 
relations.  There  has  been  so  much  pub- 
licity of  bad  deliveries  that  we  have  lagged 
behind. 

Chairman 

J858.  Could  you  tell  us  whether  the 
SMMT  have  had  any  direct  dealings  in  any 
way  with  the  European  Commission  itself 
and,  if  such  has  been  the  case,  what  has 
been  your  experience? 

(Sir  Barrie  Heath.)  I think  Mr  Fraser 
should  answer  that.  He  is  currently 
president  of  the  — 

(Mr  Fraser.)  — CLCA:  Comite  de 
Liaison  des  Constructeurs  d’ Automobiles. 

(Sir  Barrie  Heath.)  That  is  just  what  I 
was  going  to  say. 

(Mr  Fraser.)  Chairman,  we  have  many 
contacts  with  the  EEC  in  that  we  are 
members  of  a number  of  committees.  The 
CLCA,  of  which  I have  recently  been 
elected  president,  is  the  committee  made 
up  of  the  heads  of  all  the  trade  associations 
in  Europe  dealing  with  the  motor  industry. 
There  are  others  such  as  the  BPICA 
(Bureau  Permanent  International  des 
Constructeurs  d’Automobiles)  which  is 
based  in  Paris,  which  is  the  world-wide 
equivalent.  I can  mention  a number  of 
them.  All  these  committees  which  sit  in 
Europe  have  direct  links  with  the  EEC 
Commission  and  with  directors-general 
and  the  various  Commissioners.  It  is  our 
link  with  them  and  we  go  and  explain  the 
problems  that  we  have  decided  in  com- 
mittee from  the  European  point  of  view. 

Mr  Mikardo 

1859.  In  concrete  terms,  what  value  do 
yoifc  get  out  of  your  links  with  the 
Commission  ? 

(Mr  Fraser.)  It  is  very  difficult  to  put  any 
hard  concrete  terms  on  it.  One  tries  to 
achieve  a better  understanding  of  the 
automobile  industry’s  problems  and  to 
get  a more  sympathetic  hearing  both  in  the 
Commission  and  in  the  European  Parlia- 
ment for  conditions  of  work  and  of  dealing. 

1860.  It  is  a lobbying  organisation 
rather  than  a negotiating  organisation? 

(Mr  Fraser.)  It  is  in  part  a lobbying 
organisation.  We  also  have  technical 
committees  where  the  standards  that  arc 
laid  down  for  the  EEC  arc  considered  and 
where  we  can  make  an  impression. 

Chairman 

1861.  Do  I understand,  putting  it  again 


in  broad  terms  rather  than  in  the  hallowed 
words  of  the  Queen’s  Speech  that  your 
relations  with  the  Commission  remain 
friendly  ? 

(Mr  Fraser.)  There  are  occasions  when 
they  are  very  friendly  and  occasions  when 
they  are  less  friendly ; depending  upon  the 
attitude  they  are  taking. 

( Mr  Emery.)  My  goodness!  That  is  a For- 
eign Office  reply  . . . 

Mr  Kerr 

1862.  Sir  Barrie  and  Mr  Cownie  have 
made  several  references  to  productivity 
being  at  the  root  of  our  troubles.  I am  sure 
they  are  right;  one  reads  about  it  often 
enough.  But  they  go  on  to  say  — and  this 
is  the  nub  of  what  I want  to  say  to  them  — 
that  this  is  all  the  fault  of  the  trade  unions 
in  labour  relations,  however  politely  they 
may  put  it.  Can  I suggest  that  perhaps  an 
even  more  important  factor  is  the  lament- 
ably low  state  of  British  management  and, 
in  particular,  of  management  in  the  motor 
industry? 

(Sir  Barrie  Heath.)  I did  not  say  and 
Mr  Cownie  did  not  say  that  it  was  the 
fault  of  the  unions.  If  he  had  said  so,  I 
would  have  picked  him  up  on  it. 

1863.  Well,  of  the  labour  force? 

(Sir  Barrie  Heath.)  I talked  about 
productivity  as  a whole  and  I did  not  use 
the  expression  “labour  force”.  There  are 
always  two  sides  to  industrial  relations 
problems.  Of  course,  management  is  not 
blameless  but  in  the  case  of  some  com- 
panies there  has  been  a dead  set  against 
them  which  has  really  upset  things.  It  has 
not  always  been  the  same  company ; it  has 
varied.  It  has  upset  the  rhythm  of  produc- 
tion which  is  almost  as  bad  as  a prolonged 
strike  — with  wildcat  strikes,  the  stops  in 
production  line  and  it  takes  a long  time  to 
get  it  back  into  rhythm  again.  And  the 
quality  of  the  product  goes  down  because 
of  that.  There  are  all  those  jokes  about 
“Don’t  buy  a car  which  was  made  on  a 
Monday.” 

Mr  Crowther 

1864.  While  I appreciate  what  you  said 
earlier  about  it  not  being  the  Society’s 
job  to  get  involved  in  trying  to  solve 
anything  in  individual  companies,  does  not 
the  Society  — or  you,  yourself  — not  have 
a view  as  to  why  industrial  relations  are 
creating  these  problems  in  your  industry? 

(Sir  Barrie  Heath.)  There  are  a lot  of 
reasons  for  this.  In  a company  I know  well. 
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we  had  direct  comparisons  between  a part 
number  being  made  in  this  country  and 
being  made  in  Germany  on  exactly  the 
same  machine  tools.  While  our  people 
were  working  we  were  level-pegging  with 
the  German  production  rate  and  general 
efficiency  and  quality.  The  difference  has 
been  that  the  Germans  had  been  working 
on  these  particular  machines  continuously 
for  the  last  20  plus  years  while  our  people 
had  been  stopped  because  of  lack  of 
material  on  occasions  — from  BSC  mostly 
— and  from  the  inability  of  our  customers 
to  accept  our  products  and  our  own 
occasional  labour  troubles. 

1865.  You  are  not  even  touching  the 
question  that  I put,  are  you?  I am  asking 
whether  you  have  any  theories  as  to  why 
industrial  relations  problems  are  more 
serious  in  your  industry  apparently  than  in 
any  other  industry  we  have  talked  to  so  far. 

(Sir  Barrie  Heath.)  I do  not  think  that 
that  is  necessarily  so.  The  steel  industry  has 
had  a devastating  strike  which  has  affected 
the  motor  industry. 

1 866.  But  that  was  the  first  one  for  50 
years.  You  cannot  say  that  they  are  as  bad 
as  in  the  motor  industry,  can  you  ? 

(Sir  Barrie  Heath.)  That  is  the  point. 
If  it  is  not  that,  it  is  something  else.  It  is 
another  essential  material  that  goes  into 
the  motor  industry.  I accept  the  fact  that 
the  majority  of  our  labour  troubles  — and, 
again,  as  a Society  we  are  not  set  up  to  deal 
with  industrial  relations  — start  with  the 
assembly  line.  My  colleagues  on  my  right 
can  talk  of  this,  perhaps.  It  is  a whole 
series  of  things.  Maybe  it  is  a lousy  job. 
I do  not  know. 

Mr  Mikardo 

1867.  It  is  the  boring  nature  of  the 
assembly  line. 

( Sir  Barrie  Heath.)  It  is  the  mentality  of 
the  British  people  — of  whom  I am  one 
and  very  proud  of  it  — that  means  that 
they  do  not  take  to  it  very  well. 

Mr  Emery 

1868.  What  about  the  Germans  then? 

(Sir  Barrie  Heath.)  They  do  not  take  to 

it  as  well  as  other  countries. 

1 869.  No,  but  they  beat  us  at  it . 

(Sir  Barrie  Heath.)  They  do  not  have  so 
many  strikes.  They  are  dealing  with  one 
union.  We  have  got  in  some  of  our  factories 


16  or  18  unions  in  one  works  — which  is 
quite  crazy.  ' 

Mr  Thompson 

1870.  Does  that  necessarily  reflect  the  I 
whole  spectrum.  Are  we  talking  about 
bad  labour  relationships  on  the  assembly 
side  ? What  about  the  rest  of  your  members? 

(Mr  Griffiths.)  I rather  think  that  we 
are  linking  productivity  and  labour  per- 
formance  on  a one-to-one;  and  it  is  not 
like  that.  Productivity  is  a function  of 
many  things.  It  is  not  least  a function  of 
getting  something  like  75  per  cent  to  80  per 
cent  performance  during  machine  running 
time.  In  other  words,  you  have  down  time 
of,  say,  20  per  cent  and  you  are  in  for  a 
reasonable  kind  of  output.  Equally,  if  you 
get  a performance  of  around  80  per  cent, 
you  are  probably  substantially  above  break 
even  and  generating  enough  cash  not  only 
to  pay  your  labour  force  but  to  take  care  of 
future  investment  and  especially  of  develop- 
ment. Certainly,  1 would  not  support  the 
view  that  our  workers  are  any  worse  or  any 
better  than  any  others.  But  I do  think  that 
where  we  have  influences  outside  our 
control,  outside  the  industry,  that  is 
maligned  because  of  its  labour  relations  — 
some  of  the  fearful  things  which  happen  in 
power,  coal,  steel  and  other  supplying 
sides  of  the  industry  — these  have  really 
taken  their  toll  and  I am  certain  that  were 
we  to  analyse  our  lack  of  performance  over 
the  years,  we  would  be  able  to  isolate 
those  things  to  particular  causes.  1 do  not 
think  that  1 would  like  to  have  anyone 
believe  that  anyone  in  this  industry  — or 
certainly  anyone  in  the  accessory  and 
component  industry  that  1 am  representing 
today  — is  laying  the  blame  at  the  door 
of  the  labour  force.  And  I would  accept 
that  there  are  certain  management  failures 
that  have  occurred,  too. 

1871.  Are  you  disagreeing  with  Sir 
Barrie  that  labour  relations  problems  are 
the  number  one  factor,  as  he  put  it  earlier, 
in  your  lack  of . . . 

(Mr  Griffiths.)  I think  that  if  you  take 
it  on  a macro  basis  you  have  to  accept 
that  it  is  an  important  factor,  whether  it 
is  number  one  or  not.  I do  not  know.  1 
have  not  time  to  give  a considered  answer 
on  that  but  what  I am  trying  to  do  is  to 
detach  the  emotion  from  the  function  of 
productivity. 

( Chairman.)  May  we  turn  our  attention 
to  commercial  vehicles  ? 
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Mr  Emery 

1872.  We  now  go  to,  I hope,  a rather 
happier  and  healthier  area  as  far  as  the 
motor  industry  is  concerned.  You  would, 

I assume,  agree  that  because  the  three 
multinationals  base  their  commercial 
vehicle  production  in  the  United  Kingdom, 
that  this  is  very  beneficial  to  us  in  increas- 
ing our  exports  and  decreasing  our 
imports.  Since  all  the  manufacturers 
specialise  their  production  of  commercial 
vehicles  here  in  the  United  Kingdom  is  this 
not  a major  benefit  in  increasing  our 
exports  and  decreasing  our  imports  ? And 
do  you  believe  that  we  are  going  to  be 
able  to  maintain  this  lead  and  this  position 
in  the  future? 

(Mr  Frcmklsh.)  Yes.  I see  no  reason  why 
we  should  not. 

Mr  McNally 

1873.  Why  should  not  the  Japanese 
turn  the  talents  you  have  listed  in  terms  of 
car  making  with  the  same  devastating 
effect  to  the  commercial  vehicle  market  ? 

(Mr  Frankish.)  At  the  bottom  end, 
they  are  doing  some  of  that,  in  small  trucks 
which  are  similar  to  car  production. 
When  you  come  to  the  heavier  end  of  the 
commercial  vehicle  range  out  of  mass 
production  and  into  specialised  production, 
that  is  probably  the  area  where  we  can  do 
particularly  well. 

Mr  Mikardo 

1874.  I am  sure  you  will  all  have  seen 
The  Times  article  of  8 May  which  says, 
"Why  is  Britain  a soft  touch  for  all  these 
lorry  importers?”  — and  to  which  they 
gave  at  least  a partial  answer  in  the  fact 
that  other  countries  have  complicated 
regulations  which  involve  British  manu- 
facturers trying  to  export  to  them  in 
the  difficulties  and  expense  and  skills  of 
type  homologation  and  all  the  rest  of  it. 
Do  you  have  any  comment  on  that?  Do 
you  agree  with  the  view  of  the  author  that 
we  are  suckers  and  that  other  people  play 
the  game  a bit  more  cunningly  than  we  do  ? 

(Sir  Barrie  Heath.)  As  a country  under 
successive  Governments  we  have  played  it 
straight  up  and  down  the  line.  Regulations 
and  standards  here  are  not  so  far  reaching 
as  in  some  foreign  countries  and  we  have 
been  an  easy  touch. 


you  believe  it  but  we  have  often  found  it 
difficult  to  get  the  relevant  facts  of  where 
we  have  behaved  more  properly  and  other 
people  have  not.  If  you  or  your  organisa- 
tion could  give  us  some  exact  examples  of 
this  in  a written  paper  it  would  be  very 
helpful.  We  get  the  general  impression 
but  when  we  try  to  pin  them  down  we  find 
it  immensely  difficult  to  get  the  evidence 
to  back  that  up. 

( Sir  Barrie  Heath.)  Yes. 

Chairman 

1876.  Would  you  give  us  a paper  on 
that? 

(Sir  Barrie  Heath.)  Certainly  — in 
confidence. 

Chairman : Certainly. 

Mr  Cockeram 

1877.  Would  you  accept  that  in  other 
countries  they  feel  that  they  are  the  only 
people  who  are  playing  with  a straight  bat  ? 

(Sir  Barrie  Heath.)  Of  course,  but  their 
standards  of  cricket  are  not — 

1878.  Would  the  Government  help 
here  if  it  changed  type  approval  to  make  it 
more  difficult  for  importers? 

( Sir  Barrie  Heath.)  Yes,  sure. 

Mr  Mikardo 

1879.  In  other  words,  if  we  did  what 
some  other  countries  do  ? 

(Sir  Barrie  Heath.)  That  is  exactly  what 
we  would  like  to  encourage  you  to  do. 

Mr  Emery 

1880.  Before  leaving  commercial 
vehicles,  may  I ask  one  question?  We  see 
this  as  a success  and  everybody  accepts  it 
as  a success.  Has  not  the  productivity 
factor  in  the  commercial  vehicles  manu- 
facturing been  high  ? 

(Sir  Barrie  Heath.)  It  is  batch  produc- 
tion. It  is  not  the  concentrated  assembly- 
line production  that  you  get  with  passenger 
vehicles. 

1881.  Why,  therefore,  cannot  we  learn 
the  lessons  from  the  success  we  have  had  in 
truck  production  and  begin  applying 
them  to  motorcar  production  ? 

(Sir  Barrie  Heath.)  Maybe  it  is  boredom. 
You  will  remember  the  Charlie  Chaplin 
film. 

(Mr  Emery.)  Yes,  “Modern  Times”. 
1 remember  it. 


Mr  Emery 

1875.  On  that,  we  often  hear  it  said  as 
you  have  said  — and  I am  certain  that 
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Mr  MaxweU-Hyslop 

1882.  What  restraints,  if  any,  on 
United  Kingdom  exports  to  Japan  are 
there  that  could  be  reduced  or  eliminated 
by  inter-governmental  negotiations?  I am 
not  talking  about  the  structure  of  their 
wholesale  and  retail  sales.  1 am  asking 
specifically  what,  if  any,  restraints  there 
are  which  you  have  identified  and  which 
could  be  eliminated  or  reduced  by  inter- 
governmental negotiations  ? 

(Sir  Barrie  Heath.)  Both  at  Government 
level  and  at  Society  level,  we  have  been 
battering  in  Japan  for,  certainly,  the  last 
ten  years  on  trying  to  get  conditions  made 
easier  to  get  British  vehicles,  fully 
assembled,  into  the  country  without  all  the 
mass  of  regulations  and  difficulties  that 
are  put  in  our  way;  and  with  very  little 
success.  And  the  same  applies  to  com- 
ponents. 

( Mr  Max  well-  Hyslop . ) Could  the  answer 
be  more  specific  and  less  general  ? 

Mr  Mikardo 

1883.  Could  I put  this  to  you?  It  is 
sometimes  said  by  some  people  that  if 
we  were  to  have  some  sort  of  selective 
import  controls,  it  would  invite  retaliation. 
Could  I ask  you  if  what  has  been  happening 
in  the  frustration  of  British  efforts  to  sell 
in  Japan  amounts  to  this:  that  they  have 
done  the  retaliation  before  we  have  put  on 
the  restrictions? 

(Sir  Barrie  Heath.)  Yes,  and  some  other 
countries  have  as  well  in  different  ways. 

(Chairman.)  We  seem  to  be  asking  two 
things  at  once.  Perhaps  Mr  Maxwell- 
Hyslop’s  question  can  come  first. 

Mr  Maxwcll-Hyslop 

1884.  I should  like  specific  examples. 
I asked  what  restraints,  if  any,  on  UK 
vehicles  exports  to  Japan  are  there  which 
could  be  reduced  or  eliminated  by  inter- 
governmental negotiations.  I am  inviting  a 
specific  answer  and  not  a rather  woolly 
general  one. 

(Mr  Fraser.)  I fear  that  there  is  not  a 
specific  answer  because  there  are  no  specific 
examples  that  one  can  identify.  I must  refer 
back  to  the  previous  question  as  to  the  type 
approval  regulations.  In  this  country  we 
do  not  have  particular  type  approval 
regulations  on  commercial  vehicles.  Nor  do 
we  have  specific  standards  laid  down  for 
the  industry  and  tested  by  some  indepen- 
dent body  and  supported  by  legislation  for 
compliance.  These  things  do  exist  in  most 


of  our  competitor  countries.  If  we  were  to 
have  such  a system  in  this  country  so  that 
we  could  approve  components  and  vehicles 
and  have  mandatory  requirements  to  com- 
ply with  the  standards  laid  down,  we  would 
be  in  a better  position,  in  Japan  in  particu- 
lar, then  to  export,  because  we  would  have 
an  agency  equipped  to  fight  the  case  for  the 
British  component  and  the  British  product 
in  the  Japanese  environment. 

Mr  Mikardo 

1 885.  You  must  have  said  all  this  about 
the  desirability  of  our  having  type  approval 
to  Her  Majesty’s  Government.  What 
reason  do  they  give  for  not  doing  it? 

( Mr  Griffiths.)  I do  not  think  that  we 
have  ever  had  a cogent  discussion  on  this 
issue  with  them  and  I think  I would  prefer 
if  I may,  to  address  a note  to  the  Chairman! 

1886.  Is  it  the  Government’s  desire  to 
avoid  additional  Government  expenditure? 
Do  you  think  that  that  is  a factor? 

( Mr  Griffiths.)  I would  not  be  able  even 
to  hazard  a guess  but  I am  prepared,  as  the 
chairman  of  the  A & C Committee,  to 
submit  a paper  in  confidence  to  this 
Committee. 

(Mr  Mikardo.)  That  would  be  very 
helpful. 

Mr  Cockeram 

1887.  Could  you  tell  us  what  the 
importy  duty  is  on  British  cars  into  Japan? 

I am  told  it  is  nil.  And  could  you  tell  us 
what  the  import  duty  is  on  Japanese  cars 
into  the  UK?  I am  told  it  is  12  par  cent. 
Are  those  statements  right  or  not? 

(Mr  Cownie.)  It  is  10.9  per  cent  on  cars 
coming  into  this  country. 

1888.  And  British  cars  into  Japan? 

( Mr  Cownie.)  Nil. 

1889.  So  you  cannot  claim  that  Japan 
is  seeking  to  keep  out  British  cars  by  a 
tariff  barrier? 

(Mr,  Cownie)  No. 

1890.  Going  on  from  that,  is  it  not  a 
statement  of  fact  that  for  something  just 
over  the  equivalent  of  £2,000  or  £2,500  in 
Japan,  you  can  buy  a family  saloon  with 
all  kinds  of  items  that  we  would  call  extras 
fitted  as  standard  and  that  in  consequence 
of  that,  is  it  not  difficult  to  conclude  that 
it  is  very  difficult  for  the  British  industry 
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to  export  family  cars  mass  production  to 
Japan  because  the  price  factor  just  is  not 
in  your  favour?  To  claim  that  it  is  import 
duties  or  something  else  is  merely  not 
facing  reality.  Is  that  so? 

(Mr  Cownie.)  I would  agree,  but  there 
are  prospects  of  selling  specialist  cars. 

(Sir  Barrie  Heath.)  We  make  a lot  of 
specialist  cars  which  also  get  peculiar 
treatment  in  that  country  when  we  try  to 
import  them. 

Mr  Maxwell-Hyslop 

1891.  To  what  extent  is  your  real 
complaint  that  the  Japanese  are  most  un- 
reasonable people  and  insist  on  speaking 
Japanese  and  writing  their  regulations  in 
Japanese  rather  than  English? 

(Sir  Barrie  Heath.)  I think  they  are  super 
people.  They  arc  very  courteous  and  I am 
conscious  of  two  friendly  faces  behind  me. 
The  fact  is  that  it  is  the  most  difficult 
country  to  import  parts  into,  because  they 
will  not  allow  their  component  industry  to 
suffer  at  the  expense  of  imported  parts 
even  if  they  are  coming  from  this  country. 
Every  difficulty  is  put  in  the  way,  either 
price-wise  — which  we  find  more  often 
than  not  is  a very  dubious  answer  we  get  — 
or  in  type  testing  et  cetera,  et  cetera.  You 
can  always  find  a fault  with  any  manufac- 
tured part  anywhere  in  the  world. 

Mr  Crowther 

1892.  When  you  used  the  word  “they”, 
were  you  referring  to  the  Japanese 
Government? 

(Sir  Barrie  Heath.)  To  everybody  in 
Japan. 

Chairman 

1893.  To  the  users  of  the  cars,  I 
presume. 

(Sir  Barrie  Heath.)  They  have  a tre- 
mendous nationalistic  feeling  about  buying 
Japanese  in  the  same  way  as  we  have  in 
the  past  bought  British. 

1894.  In  that  connection,  are  you  happy 
that  the  apparent  control  of  Japanese 
imports  here,  our  orderly  marketing 
arrangements  or  based  on  voluntary 
agreements,  do  you  think  they  are  ade- 
quate; or  do  you  feel  that  you  ought  to 
have  some  United  Kingdom  Government 
or  some  European  Economic  Community 
controls? 

(Sir  Barrie  Heath.)  I would  not  like  to 
see  the  United  Kingdom  go  it  alone.  I 


would  prefer  to  see  an  orderly  import/ 
export  arrangement  made  with  Japan  on  a 
voluntary  basis. 

1895.  We  have  heard  a lot  of  evidence 
about  free  trade,  but  free  trade  being  fair 
trade.  Do  you  feel  in  any  way  in  your 
organisation  that  you  suffer  from  any 
unfair  competition  on  a largish  scale;  or  is 
the  competition  all  free  and  fair? 

( Sir  Barrie  Heath.)  We  should  like  to 
submit  a further  note  to  you.  I am  sorry  to 
load  you  with  paper.  They  will  not  be  very 
long  notes.  They  will  be  in  confidence. 

1896.  We  are  so  immersed  in  paper 
that  a little  more  will  not  make  any 
difference.  May  I ask  you  why  you  are  so 
concerned  about  East  European  imports 
when  they  account  for  such  a small  part 
of  the  market  here  ? 

( Sir  Barrie  Heath.)  They  are  just  at  the 
same  stage  that  the  Japanese  were  ten 
years  ago.  We  did  not  worry  about  the 
Japanese  then  and  we  have  learned  a sharp 
lesson  and  we  had  better  watch  it;  because 
a lot  of  the  Western  countries  have 
rc-equipped  tire  Comecon  industry  with 
the  latest  equipment  and  they  have  not 
yet  put  that  into  operation.  We  shall  find 
some  very  severe  competition  from  them. 

1897.  Have  you  tried  to  initiate  any 
anti-dumping  measures  ? 

(Sir  Barrie  Heath.)  That  will  be  in  our 
confidential  note  to  you. 

Mr  Crowther 

1 898.  Why  should  that  be  confidential  ? 
I am  a little  concerned  about  the  number  of 
times  Sir  Barrie  said  that  he  will  send  us 
stuff  in  confidence  — especially  on  anti- 
dumping measures.  This  is  what  we  are 
here  to  discuss  in  public. 

(Sir  Barrie  Heath.)  The  details  of  this 
are  virtually  subjudice  at  the  moment.  We 
are  producing  a case  and  we  will  give  you 
the  details.  1 have  not  got  them  here. 

Mr  McNally 

1 899.  You  were  talking  about  the  large 
investment  that  is  going  on  in  re-equipping. 
Js  that  re-equipping  British-made? 

(Sir  Barrie  Heath.)  Wherever  possible, 
I should  think.  It  is  not  reported  to  the 
Society.  It  is  not  a point  that  we  take  up. 
The  individual  motor  manufacturers  I am 
sure  will  give  you  that  answer.  It  is  my 
personal  experience  that  we  always  buy 
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British  where  we  can. 

Chairman 

1900.  There  are  a number  of  other 
questions  that  I know  my  colleagues  would 
like  to  ask,  but  time  presses.  Before  I 
formally  thank  you  and  your  colleagues  I 
should  ask  you  if  there  is  anything  special 
that  you,  yourselves,  would  like  to  say 
before  I bring  this  part  of  our  proceedings 
to  a conclusion. 


(Sir  Barrie  Heath.)  Chairman,  I think 
not.  Thank  you  very  much. 

(Chairman.)  Sir  Barrie,  thank  you  and 
your  colleagues  also  for  their  attendance 
this  morning  and  for  the  detailed  answers 
you  have  given  us.  We  shall  await  the 
various  papers  you  are  sending  us  and  we 
hope  to  complete  the  report  in  the  not  too 
distant  future  and,  of  course,  you  will  see  it. 
Thank  you  very  much  indeed . 


DEFINITIONS  OF  PRODUCTION,  ASSEMBLY  AND  IMPORTS  IN  PUBLISHED 
STATISTICS  (M217) 

Supplementary  information  by  the  Society  of  Motor  Manufacturers  and  Traders  Ltd. 

Question  1799: 

If  a manufacturer  manufacturing  here  imports  parts  (by  number)  of  the  cars  that  he 
sells  here,  does  this  car  appear  both  as  an  import  and  as  a home  produced  car?  In  other 
words,  do  you  get  any  overlapping  if  you  add  imports  and  home  production?  Do  you 
get  any  cars  counted  as  both? 

Answer: 

Cars  imported  by  companies  manufacturing  cars  in  the  UK  are  shown  as  imports, 
and  not  as  UK  production.  There  is,  therefore,  no  overlapping  or  double  counting  if 
imports  are  added  to  UK  home  market  production. 

It  should,  perhaps,  be  pointed  out  that  some  CKD  cars,  exported  for  assembly  in 
European  plants,  are  re-imported  after  assembly,  for  sale  on  the  British  home  market. 
Such  cars  are  shown  in  the  statistics  as: 

(a)  UK  car  production  for  export; 

( b ) UK  car  exports  of  unassembled  cars; 

(c)  UK  imports  of  built-up  cars. 

These  cars  are,  however,  shown  under  production  for  export  and  not  under  production 
for  the  UK  home  market. 

Question  1800: 

Where  is  the  dividing  line?  When  you  assemble  a car  here  which  is  substantially 
manufactured  abroad,  does  that  count  as  an  imported  car  or  does  it  count  as  a home 
produced  car?  In  other  words,  do  you  get  total  sales  here  if  you  add  total  imports  to 
total  domestic  production? 

Answer: 

Cars  assembled  in  the  UK,  but  substantially  manufactured  abroad,  are  not  included 
in  the  British  production  statistics.  They  are  shown  in  the  import  statistics  published  by 
HM  Customs  and  Excise,  not  necessarily  as  car  imports,  but  normally  as  imports  of 
components.  The  Dol  and  the  SMMT  record  separately  the  assembly  of  cars  from 
imported  kits,  as  opposed  to  UK  car  production.  These  figures  arc  now  being  published 
on  a monthly  basis  by  the  Dol  and  the  SMMT  and  a table  giving  these  details  for  past 
years  is  attached. 

Cars  assembled  in  the  UK  from  imported  parts  are  not  recorded  as  new  registrations 
of  imported  cars,  as  the  criterion  used  in  the  SMMT  new  registration  statistics  for  country 
of  origin  is  the  country  of  final  assembly.  New  registrations  of  imported  cars,  therefore, 
cover  both  independent  and  tied  built-up  imports,  including  the  cars  that  are  re-imported 
into  the  UK  after  assembly  abroad  from  British-made  kits. 

Although  imports  plus  assembly  plus  production  for  the  home  market  should  in 
theory  approximate  new  registrations,  this  is  not  so  in  practice.  Production,  assembly  and 
imports  include  vehicles  built  for  stock  and  stock  changes  can  make  significant  differences 
between  the  total  of  UK  home  market  production,  assembly  and  imports  and  new 
registrations. 

WB/MG/7/5/4 
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Production  and  Assembly  of  Passenger  Cars  in  the  UK  (in  ’000  units) 

Total  Total  Production  for  Export  Assembly  for  re-Export 

Production  Assembly 

’000  units  As  % of  ’000  units  As  % of 
Total  Total 

Production  Production 


1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 


1921.3 

— 

613.4 

1747.3 

— 

605.1 

1534.1 

— 

596.2 

1267.7 



532.2 

1333.4 

9(+) 

565.0 

1316.0 

34.1 

562.8 

1222.9 

60.0 

494.6 

1070.5 

84.6 

392.6 

31.9 

— 



34.6 

— 



38.9 

— 

— 

42.0 

— 

— 

42.4 

not  available 

42.8 

1.7 

5.0 

40.4 

2.2 

3.7 

36.7 

3.5 

4.1 

(+)  = estimate. 
WB/gmb/9/1/1 
18  July  1980 


Details  of  US  Deficit  of  Trade  in  Motor  Products 

Question  1809: 

Are  we  the  only  major  vehicle  manufacturing  country  with  a deficit  balance  of  payments 
in  the  motor  industry? 

Answer: 

The  USA  is  the  only  other  major  vehicle  manufacturing  country  with  a deficit  in  its 
balance  of  trade  in  motor  products.  Details  for  1978  and  1979  are  shown  below.  As  the 
USA  and  Canada  should  be  considered  as  a single  market  because  of  the  US/Canadian 
free  trade  agreement  for  motor  products,  figures  are  shown  separately  for  US  trade 
with  Canada  and  with  other  countries.  It  will  be  noted  that  the  balance  of  trade  with 
Canada  was  in  deficit  in  1978,  but  went  into  surplus  in  1979;  this  was  due  to  reduced 
shipments  of  Canadian-assembled  cars  into  the  USA,  following  the  fall  in  US  home 
market  demand. 

US  Balance  of  Trade  in  Motor  Products  ( S m ) 

Year  1978  Year  1979 


Exports 
Passenger  Cars 
Commercial  Vehicles 
Bodies,  parts  and  engines 
Tyres 

Total  Exports 
Imports 

Passenger  Cars 
Commercial  Vehicles 
Bodies,  parts  and  engines 
Tyres 

Total  Imports 

Balance  of  Trade 
Passenger  Cars 
Commercial  Vehicles 
Bodies,  parts  and  engines 
Tyres 

All  motor  products 


Canada 

Other 

Total 

Canada 

Other 

Total 

2,635 

988 

3,623 

3,306 

1,336 

4,642 

1,080 

1,690 

2,770 

1,488 

1,842 

3,330 

5,539 

2,460 

7,999 

5,317 

3,129 

8 446 

95 

185 

280 

97 

256 

353 

9,349 

5,323 

14,672 

10,208 

6,563 

16,771 

4,122 

9,524 

13,646 

3,705 

11,108 

14,813 

2,237 

1,472 

3,709 

2,070 

1,681 

3,751 

3,990 

2,941 

6,931 

3,749 

3,216 

6,965 

179 

744 

923 

219 

916 

1,135 

10,528 

14,682 

25,210 

9,743 

16,921 

26,664 

-1,487 

-8,536 

-10,023 

-399 

-9,772 

-10,171 

-1,157 

+218 

-939 

-582 

+ 161 

-421 

+ 1,549 

-481 

+1,068 

+ 1,568 

-87 

+ 1,481 

-84 

-559 

-643 

-122 

-660 

-782 

-1,180 

-9,358 

-10,538 

+465 

-10,358 

-9,893 
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Memorandum  submitted  by  British  Leyland  Limited  (M108) 

1.  Spain 

The  rapid  growth  of  the  Spanish  motor  vehicle  industry  has  been  based  on  a heavily 
protected  domestic  market  and  heavy  inducements  on  manufacturers  to  export.  With  the 
expansion  plans  recently  announced  by  GM  and  Fiat1  the  Spanish  industry  is  poised  to 
overtake  the  UK  in  unit  production  in  the  early  1980s  and  cannot  any  longer  be  considered 
in  the  infant  category. 

It  did  appear  last  April  that  the  Spanish  Government  were  about  to  liberalise  the  car 
market,  but  although  quotas  were  removed  duties  remained  prohibitively  high.  More 
recently,  the  Spanish  authorities  announced  a duty-free  import  quota  for  cars,  but  it 
seems  that  this  is  likely  to  be  allocated  only  to  those  companies  with  established  manu- 
facturing plants  in  Spain.  In  short,  to  all  intents  and  purposes,  Spain  remains  a closely 
protected  market.  The  worst  aspect  of  the  situation  is  that  Spain  is  now  the  manufacturing 
base  from  which  those  multinational  manufacturers  established  there  are  vigorously 
exporting  cars  to  other  EEC  countries;  in  fact,  some  50,000  Spanish  built  cars  were 
registered  in  the  UK  last  year  — mostly  by  one  of  the  multinational  companies  also 
operating  in  the  UK —while  the  UK  exported  only  about  300  cars  to  Spain. 

2.  Eastern  Europe 

Over  a long  period  BL  has  registered  concern  about  the  pricing  policies  adopted  by 
Eastern  European  manufacturers  in  the  UK  market.  For  instance  the  Lada  1600ES  and 
the  Allegro  1500HL  are  similar  sized  cars  of  similar  specification;  however,  although  the 
Lada  has  optional  equipment  worth,  in  our  estimation,  some  £200  more,  the  retail  price 
of  the  Lada  is  £900  less  (or  20  per  cent)  than  that  of  the  Allegro. 

The  East  European  share  of  the  UK  car  market,  although  still  relatively  small,  continues 
to  grow  steadily  and  reciprocal  trade  remains  negligible.  Thus  sales  of  East  European  cars 
have  grown  from  2,000  in  1970  to  28,000  in  1978  and  39,000  last  year.  By  comparison  in 
1978  the  UK  sold  only  400  cars  to  Eastern  Europe  and  1979  sales  are  likely  to  be  of  a 
similar  magnitude. 

3.  Type  Approval 

All  major  vehicle  producing  countries,  as  well  as  many  others,  require  vehicles  sold  in 
their  markets  to  satisfy  certain  technical  standards  and  tests.  Those  that  do  so  are  granted 
“type  approval”.  These  standards  and  procedures  are  not  uniform  between  countries  and 
to  the  extent  that  they  differ  can  represent  a significant  hurdle  for  the  exporter  to  overcome. 

(a)  Cars.  Unlike  other  vehicle  manufacturing  countries  and  our  EEC  partners,  the  UK 
lacks  unique  standards  for  vehicle  type  approval  and  bases  its  National  Type 
Approval  system  on  EEC  Directives.  Our  EEC  partners,  however,  all  have  national 
systems  and  standards  which  preceded  the  development  of  EEC  Directives,  and  are 
able  to  retain  the  unique  features  of  these  which  are  applied  as  additional  require- 
ments. In  consequence  vehicle  exporters  to  these  countries  have  to  undertake  the 
additional  engineering  work  necessary  to  comply  with  the  unique  aspects  of  the 
national  systems  and  go  through  time  consuming  national  homologation  procedures 
in  order  to  secure  type  approval.  The  result,  as  far  as  the  UK  manufacturer  is 
concerned,  is  that  type  approval  has  to  be  pursued  separately  for  each  EEC  market, 
and  it  is  more  difficult,  expensive  and  time  consuming  than  for  the  UK  market. 
Conversely,  of  course,  the  UK  market  is  relatively  the  easiest  of  the  major  EEC 
markets  for  our  international  competitors  to  enter. 

(b)  Commercial  Vehicles.  On  commercial  vehicles  the  UK  has  no  National  Type 
Approval  system  at  all;  any  importer  can  bring  any  truck  into  the  UK  market  and 
sell  it  without  any  check  having  been  made  that  it  complies  with  UK  legislation. 
Only  if  subsequently  it  is  identified  as  contravening  “Construction  and  Use  Regula- 
tions” is  action  possible.  In  practical  commercial  terms  this  means  that  importers 
can  and  do  import  trucks  to  meet  individual  customers’  requirements  and  sell  them 
without  hindrance.  This  situation  is  a contributory  factor  to  the  rapid  growth  of 
truck  imports  into  the  UK.  By  comparison,  BL  has  to  ensure  that  its  trucks  adhere  to 

1 Fiat  plans  withdrawn  since  evidence  submitted  but  the  conclusion  regarding  the  growth  of 
the  Spanish  industry  remains  valid. 
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Construction  and  Use  Regulations  where  they  are  for  sale  in  the  UK  and  also  con- 
form with  the  type  approval  regulations  of  other  markets  in  which  we  wish  to  sell; 
in  the  latter  case  — and  this  applies  to  other  EEC  countries  — this  means  that  we 
have  to  be  highly  selective  in  the  specifications  we  sell  and  cannot  afford  to  offer 
customers  the  freedom  of  choice  of  our  total  product  range. 

4.  Japan 

BL  has  shared  in  the  general  concern  of  the  UK  motor  industry  about  the  growth  of 
Japanese  imports  during  the  1970s.  From  a car  market  share  of  0.5  per  cent  in  1970, 
Japanese  manufacturers  had  secured  9.0  per  cent  of  the  UK  car  market  by  1975.  By 
comparison  the  Japanese  domestic  market  has  remained  a very  limited  market  for  vehicle 
importers  — in  1978,  for  instance,  only  50,000  imported  cars  were  sold  in  a car  market  of 
3,000,000  (by  comparison  Japanese  car  exports  totalled  over  3 million). 

For  these  reasons  BL  has  supported  the  series  of  discussions  between  SMMT  and 
JAMA  aimed  at  controlling  the  flow  of  Japanese  vehicles  into  this  country.  The  talks 
have  been  successful  to-date  and  in  general  terms  the  Japanese  have  exercised  "prudence" 
in  their  approach  to  the  UK  market.  I n BL's  view  the  need  for  continued  prudence  remains; 
since  1977  we  estimate  that  a combination  of  relative  labour  cost  inflation  and  currency 
movements  have  increased  the  competitive  power  of  Japanese  manufacturers  vis  a vis 
UK  firms  by  50  per  cent,  an  increase  that  cannot  be  matched  by  realistically  realisable 
productivity  improvements  within  the  reach  of  UK  companies.  We  therefore  regard 
continued  restraint  by  the  Japanese  as  an  essential  feature  of  the  UK  market  scene  for 
some  time  to  come. 


Examination  of  witnesses 

Mr  D R G Andrews,  Executive  Vice  Chairman,  BL  Limited,  Mr  W P Thompson, 
Chairman,  BL  International  Limited  and  Mr  D C Lindlev,  Manager,  External  Affairs, 
BL  Limited ; called  in  and  examined. 


Chairman 

1901.  May  I welcome  Mr  Andrews, 
the  Executive  Vice  Chairman  of  BL 
Limited,  Mr  Thompson,  Chairman  of  BL 
International  Limited  and  Mr  Lindley, 
the  manager,  external  affairs,  BL  Limited. 
Mr  Andrews  I believe  that  you  and  your 
colleagues  have  been  in  this  room  earlier 
today  and  you  have  heard  the  evidence 
from  the  Society  of  Motor  Manufacturers 
and  Traders.  As  a general  introductory 
question,  do  you  agree  with  what  they 
have  said  or  have  you  any  comments  you 
wish  to  make  on  the  particular  evidence 
they  gave? 

(Mr  Andrews.)  As  far  as  the  written 
evidence  is  concerned,  we  felt  that  that 
provided  a good  overall  summary  of  the 
position  of  the  industry  in  historical 
perspective.  T think  that  in  terms  of  the 
verbal  evidence,  broadly,  yes,  we  would 
support  it  although,  clearly,  there  are 
some  issues  where  the  responses  may 
differ  from  company  to  company  that  is 
represented  on  the  SMMT  in  points  of 
detail. 

1902.  Was  there  any  particular  point 
in  the  verbal  evidence  you  heard  this 


morning  upon  which  you  specifically  would 
like  to  comment  ? For  example,  Sir  Barrie 
Heath  referred  to  the  question  of  the 
problems  associated  with  productivity  in 
the  motor  industry.  How  does  that  affect 
your  company? 

(Mr  Andrews.)  Productivity  clearly  is  a 
central  issue.  I did  agree  with  the  point 
made  that  productivity  is  not  a one- 
dimensional subject.  It  is  not  merely  a 
matter  of  labour  productivity;  it  also  has 
to  do  with  the  effective  use  of  assets  in 
terms  of  facilities  and  of  working  capital 
and  of  other  technical  resources.  They  are 
all  ingredients  which  affect  productivity. 
Certainly,  it  would  be  wrong  of  me  to 
suggest  that  labour  productivity  was  the 
only  aspect  of  productivity  that  mattered, 
although  it  is  obviously  a very  important 
ingredient. 

1903.  May  I ask  you  a general  question 
before  my  colleagues  turn  to  particular 
ones.  In  paragraph  3.  10  of  the  SMMT 
written  evidence  we  read:  "An  upturn  in 
car  exports  will  depend  largely  on  the 
British-owned  major  car  manufacturers’ 
future  performance.”  I think  that  means 
you.  Are  BL  equal  to  that  task? 
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(Mr  Andrews.)  First  of  all,  I would  wish 
to  qualify  that  particular  statement  because 
I think  an  upturn  in  car  exports  will 
depend  also  on  companies  like  the  Ford 
Motor  Company  who  are  a major  producer 
in  the  United  Kingdom.  I do  not  agree 
that  the  burden  falls  entirely  upon  BL. 

1904.  But  are  you  not  prepared  to 
accept  it  as  a challenge  ? 

(Mr  Andrews.)  We  certainly  do  accept 
it  as  a challenge.  There  is  no  question  about 
that. 

1 905.  Are  you  equal  to  the  challenge  ? 

(Mr  Andrews.)  In  certain  areas  we  arc 

equal  to  the  challenge  and  in  certain  other 
areas  we  are  not  equal  to  the  challenge. 

1906.  Would  you  care  to  define  it  a 
little  more? 

(Mr  Andrews.)  We  are  equal  to  the 
challenge  in  the  following  respects.  Where 
we  are  in  a position  to  invest  in  modern 
technology,  both  product  technology  and 
manufacturing  technology  this  gives  us  a 
basis  for  producing  at  internationally 
efficient  levels  of  output.  In  those  circum- 
stances, we  have  the  prospect  of  competing, 
certainly  in  the  European  context  and  in 
four-wheel-drive  and  commercial  vehicles 
in  a world-wide  context.  Where  we  are  not 
in  a position  to  compete  effectively  abroad 
there  are  two  circumstances  which  would 
apply.  First,  within  the  company  our 
ability  to  do  so  in  old  and  outdated 
facilities  is  very  constrained  and,  funda- 
mentally, is  unprofitable.  Secondly,  if  on  an 
international  trading  basis  we  run  into 
situations  where  there  are  significant 
changes  in  the  foreign  currency  markets 
in  the  pound’s  relationship  to  other 
currencies,  then  we  may  from  time  to  time, 
depending  on  those  trends,  find  ourselves 
pushed  into  fundamentally  unprofitable  and 
uncompetitive  situations.  We  have  ex- 
perienced this  situation  in  the  last  two 
years  in  relation  to  our  sales  in  the  United 
States  where  the  very  rapid  change  in  the 
pound/dollar  rate  has  had  a serious  effect 
on  our  ability  to  compete  effectively  in  that 
market. 

1907.  Mr  Cockeram  was  wondering 
why  you  did  not  sell  better  in  Australia 
although  I know  that  we  shall  be  coming 
to  detailed  countries  later. 

(Mr  Andrews .)  In  Australia,  the  Aus- 
tralian Government  controls  the  volume  of 


imports  from  outside  Australia  by  m?ans  of 
a quota.  They  permit  up  to  20  per  cent  of 
their  total  sales  to  be  imported,  each 
manufacturer  having  a fixed  volume  quota. 
That  is  the  number  of  cars  you  can  import 
and  no  more. 

Mr  Thompson 

1908.  Do  you  always  meet  that  volume 

quota? 

(Mr  Andrews.)  We  have  done  so  in  past 
years,  yes.  We  have  tended  to  restrict  the 
kind  of  vehicles  that  we  ship  there  to  cars 
like  Jaguars  and  Rovers. 

Mr  Crowther 

1909.  Within  that  20  per  cent,  do  you 
feel  that  you  could  increase  your  share  of 
it  if  you  were  allowed  to  compete  freely 
with  other  manufacturers  or  not  ? 

(Mr  Andrews.)  I think  that  the  position 
that  we  have,  bearing  in  mind  our  geo- 
graphical distance  from  the  market  and  the 
relative  costs  of  shipping  from  Europe  by 
comparison  with  shipping  from  Japan,  our 
ability  to  compete  in  the  more  popular- 
priced  cars  I would  personally  doubt.  Our 
position  would  be,  even  in  the  absence  of 
quotas,  to  stay  in  the  more  expensive 
executive  and  luxury  car  class.  That  would 
be  the  realistic  position  for  us  to  take  in  the 
Australian  market. 

( Chairman.)  Let  us  turn  our  attention  to 
problems  associated  with  the  multi- 
nationals. 

Mr  Emery 

1910.  Reading  earlier  on  so  far  as  the 
export  side  is  concerned,  does  Leyland 
believe  that  an  unfair  or  disproportionate 
amount  of  the  export  burden  is  placed  on 
their  shoulders  because  of  the  way  the 
multinationals,  the  non-British  companies, 
operate  in  the  United  Kingdom? 

(Mr  Andrews.)  I am  not  quite  sure  what 
you  mean  by  “unfair  burden”. 

1911.  Do  you  believe  that  you  are 
having  to  pick  up  the  greater  responsibility 
for  exports? 

(Mr  Andrews.)  We  certainly  need  exports 
to  provide  a sufficient  volume  base  for  us 
as  a company  and  we  would  look  at  our 
approach  to  the  export  business  in  that 
context.  The  burden  as  I would  see  it  is 
not  in  the  sense  that  you  are  using  the 
word,  but  in  another  sense.  If  you  compare 
our  position,  for  example,  with  the  Ford 
Motor  Company,  we  are  exporting  some- 
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thing  like  £800  million  of  goods  a year, 
parts,  components  and  vehicles.  We 
import  something  like  £100  million.  So  we 
have  a net  positive  balance  of  payments 
effect  of  about  £700  million.  This  means 
that  if  there  are  sudden  changes  in  the 
parities  between  the  pound  and  other 
currencies,  if  the  pound  devalues  we  gain, 
if  the  pound  appreciates  we  take  quite  a 
hard  knock.  On  the  other  hand,  Ford 
Motor  Company  tends  to  have  a greater 
balance  of  trade  between  its  UK  operation 
and  its  European  operations  and  to  a 
certain  extent  is  in  a position  to  neutralise 
the  effect  of  currency.  We  would  estimate 
that  in  the  past  year  or  18  months  that  has 
probably  been  worth  2 or  3 percentage 
points  to  their  margin  by  comparison  with 
us.  In  that  sense,  we  do  have  a cost  pressure 
upon  us  which  is  not  shared  by  somebody 
who  is  on  a more  integrated  European 
basis. 

1912.  Going  on  from  that,  for  it 
follows  quite  naturally,  do  you  consider 
that  imports  by  the  multinationals  destabi- 
lise the  UK  market  and  do  you  consider 
that  the  multinationals  are  engaged  in  a 
fair  trading  practice  when  one  considers  the 
tied  imports  particularly  ? 

(Mr  Andrews.)  Again,  I would  like  to 
divide  my  answer  into  a number  of  elements. 

I think  that  the  fact — I would  not  describe 
it  as  destabilising  the  market  as  a general 
proposition;  I think  it  makes  the  market 
more  competitive;  I would  describe  it  in 
that  way — that  you  have  a situation  as  with 
Ford  Motor  Company  where  they  are 
substantial  investors  in  the  UK  as  well  as 
in  Europe,  I would  have  thought  that  the 
promotion  of  their  business  in  the  United 
Kingdom  and  on  trade  within  the  EEC 
would  be  generally  regarded  as  beneficial 
both  to  this  country  and  to  the  Community 
as  a whole.  That  is  a view  that  I personally 
would  hold.  Where  we  do  have  a dis- 
agreement and  a problem  is  in  respect  of 
imports  from  outside  the  Common  Market 
and,  particularly,  the  imports  from  Spain 
which  at  the  moment  is  not  inside  the 
Common  Market  where  there  are,  as  we 
have  drawn  attention  in  our  evidence, 
some  significant  disparities  between  manu- 
facturers in  the  EEC  and  those  in  Spain 
enjoy.  That  we  do  regard  as  a serious 
problem. 

1913.  Of  course,  if  Spain  comes  into 
the  EEC  those — 


(Mr  Andrews.)  Then  that  problem  would 
disappear.  But  at  the  moment  we  have  a 
situation  in  which  the  import  duty  on  cars 
from  Spain  is  of  the  order  of  4.4  per  cent, 
the  import  duty  into  Spain  from  outside  is 
of  the  order  of  35. 1 per  cent.  It  is  something 
like  9 to  I. 

Mr  Cockeram 

1914.  You  manufactured  in  Spain,  did 
you  not? 

(Mr  Andrews.)  Some  years  ago. 

1915.  And  ceased  manufacturing 
because  of  financial  losses  ? 

(Mr  Andrews.)  Yes,  we  did. 

1916.  Why  therefore  did  you  abandon 
that  advantageous  position  and  now  claim 
that  you  are  facing  competition  from  Spain 
— when  you  abandoned  your  base  there? 

(Mr  Andrews.)  The  losses  were  made 
there  and  we  did  not  consider  that  an 
advantageous  position.  The  losses  were 
incurred  fundamentally  because  there  were 
price  controls  in  the  Spanish  market  at  that 
time  and  all  manufacturers  were  strictly 
controlled  on  price  levels.  This  is  not  an 
uncommon  occurrence. 

1917.  With  the  benefit  of  hindsight,  do 
you  now  think  it  was  a mistake  to  abandon 
your  base  in  Spain;  and  does  the  same 
apply  in  Australia?  You  used  to  manu- 
facture there.  Did  you  abandon  that 
because  of  financial  losses? 

(Mr  Andrews.)  No,  I do  not  consider  it 
was  a mistake  at  all. 

Mr  Mikardo 

1918.  Can  I put  to  you,  Mr  Andrews, 
the  question  which  doubtless  you  heard  me 
put  to  Sir  Barrie  in  a different  context? 
My  question  here  is  in  the  context  of  the  4i 
per  cent  and  the  35  per  cent.  Does  this  not 
actually  amount  to  a retaliation  for  import 
controls  without  the  controls  having  been 
imposed? 

(Mr  Andrews.)  Yes,  I think  it  could  be 
described  in  that  way.  I believe  that  there 
are  solutions  to  that  problem  that  could  be 
arrived  at  between  the  EEC  and  Spain. 
But  it  is  a case  of  a country  which  has 
protected  its  own  economy  by  encouraging 
development  of  indigenous  manufacture. 
It  has  excluded  imports  very  rigidly  by 
quota  systems  until  quite  recently.  It  has 
done  it,  doubtless,  to  encourage  its  own 
activities  and  to  save  foreign  exchange;  and 
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in  the  Spanish  context  that  seems,  for 
Spain,  a sensible  thing  to  do.  The  difficulties 
arise  when  such  countries  then  wish  to 
export  into  fundamentally  more  open 
markets. 

Mr  Thompson 

1919.  You  do  not  then  consider  tied 
imports  a threat  except  from  outside  the 
EEC? 

(Mr  Andrews.)  That  is  right.  I think  that 
if  we  are  part  of  the  Common  Market,  then 
we  live  and  play  by  the  rules  of  the  Common 
Market  and  take  our  knocks  and  our 
opportunities. 

1920.  But  do  not  tied  imports  weaken 
the  whole  basis  of  the  accessory  market  on 
which  you  also  depend  ? 

(Mr  Andrews.)  Not  necessarily.  It  depends 
on  the  effectiveness  of  the  component 
manufacturers.  The  pressure  on  the  com- 
ponent manufacturers  as,  indeed,  on  the 
vehicle  manufacturers  is  to  adapt  themselves 
to  serve  a larger  market  than  that  which  is 
merely  provided  by  the  United  Kingdom — 
which,  in  vehicle  terms,  is  quite  a small 
market. 

(Chairman.)  May  we  turn  our  attention 
specifically  to  BL’s  strategy  to  increase 
exports  and  to  reduce  imports. 

Mr  Cockeram 

1921.  The  SMMT  refers  to  the  pro- 
duction of  the  Metro  as  "a  highly  automated 
and  efficient  new  assembly  line  in  Long- 
bridge".  How  does  the  Metro  line  compare 
with  the  best  Japanese  automated  practice  ? 

(Mr  Andrews.)  So  far  as  the  body  build 
and  body  assembly  facilities  are  concerned 
they  are  very  modem.  They  embody  the 
latest  technology  available  to  us  and, 
fundamentally,  will  enable  us  to  build 
vehicle  bodies  very  efficiently  indeed  and  at 
a level  which  certainly  approaches,  if  it 
does  not  equal,  the  Japanese  level  of 
efficiency.  The  assembly  line  operation  is  a 
more  efficient  and  modern  assembly  line 
operation  than  we  have  had  previously  by  a 
significant  margin.  Whether  we  are  in  a 
position  to  match  the  Japanese  in  the 
actual  vehicle  assembly,  I would  doubt.  But 
in  certain  areas  of  the  activity,  the  highly 
automated,  it  is  particularly  efficient.  We 
have  had  at  least  two  other  manufacturers 
who  have  seen  that  facility,  one  of  them 
Japanese  and  one  European,  and  both 
expressed  themselves  very  impressed  by  the 


quality  of  the  facility  and  of  the  way  jn 
which  the  plant  was  being  commissioned. 

1 922.  Was  that  line  moving  at  the  time‘> 

(Mr  Andrews.)  No.  It  is  in  process  of 

commissioning  at  this  point  in  time  and  is 
going  through  a normal  working  up  period 
of  about  six  months  to  get  to  a full  level  of 
output.  If  some  Members  of  the  Committee 
visited  in  the  past  month  or  six  weeks  it 
would  still  have  been  in  the  try-out  or 
commissioning  stage. 

1923.  Going  on  from  that,  are  you  in 
effect  saying  that  that  is  the  future  of 
British  Leyland  and  that  you  feel  that  the 
next  production  line,  the  LC10,  has  equally 
got  to  be  State-financed  and  that  that  is  the 
future  prosperity  of  your  company?  You 
did  refer  earlier  in  your  evidence  to  old- 
fashioned  production  lines  which  were 
basically  unprofitable. 

(Mr  Andrews.)  Correct.  Well,  BL  is  more 
than  simply  a Metro  facility.  We  include 
in  the  company  a substantial  commercial 
vehicle  business  and  a four-wheel-drive 
business. 

1924.  1 am  talking  of  mass  production 
cars. 

(Mr  Andrews.)  I think  that  so  far  as 
vehicles  are  concerned  at  the  more  popular 
end  of  the  price  scale,  it  is  necessary  to  build 
in  that  way  to  be  competitive.  As  you  run 
through  the  price  scale  the  volume  base  of 
the  competitors  changes ; so  that  to  a degree 
the  level  of  automated  technology  that  needs 
to  be  applied  will  change  to  a degree. 
Certainly,  for  example,  in  the  case  of  build- 
ing Jaguars,  you  would  not  have  a facility 
like  that.  But  in  the  case  of  LC10  it  would 
be  desirable  to  have  a facility  that  embodied 
some  of  those  features  but  not  necessarily 
the  whole  of  that  highly-automated  plant 
layout. 

1925.  You  heard  the  evidence  of  the 
SMMT  about  the  problems  of  the  motor 
industry  in  productivity  and  labour  re- 
lations. In  that  context,  what  assurances  can 
you  give  this  Committee  that  you  have 
negotiated  watertight  agreements  with  your 
labour  force  to  ensure  that  the  very  expen- 
sive capital  equipment  that  is  installed  on 
the  Metro  line  will  be  working,  if  not  to 
capacity  then  approaching  capacity? 

(Mr  Andrews.)  I think  that  that  will 
depend  not  just  on  watertight  agreements 
but  on  people’s  actual  behaviour  as  well. 
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The  evidence  available  to  us  to  date  has 
been  I would  say,  very  satisfactory;  not 
only  in  that  plant  but  throughout  the  cars 
organisation  where  the  current  pay  agree- 
ment and  the  incentive  arrangements  which 
were  introduced  earlier  this  year  appear  to 
to  have  been  well  accepted.  There  are  com- 
plaints that  people  are  not  able  to  earn 
incentives  in  some  cases  because  the  volume 
base  is  not  sufficient  but  certainly  in  the 
areas  of  the  business  where  we  have  a 
sufficient  demand  and  a sufficient  level  of 
productivity  there  is  no  doubt  that  people 
have  responded  very  positively  to  that 
situation. 

Mr  Thompson 

1926.  WilltheMetroandtheLClObea 
European  car  in  the  way  described  by  Sir 
Barrie  Heath  and,  in  fact,  move  on  to  be  a 
world  car? 

(Mr  Andrews.)  I think  the  term  "world 
car”  is  used  in  relation  usually  to  the 
multinational  companies  like  General 
Motors  and  Ford  who  actually  build  cars 
in  many  centres  around  the  world  and 
intend  to  do  so  to  a common  design.  That 
does  not  apply  to  us.  We  are  a national 
manufacturer.  But  the  car  design  itself  is 
European  in  concept  and  will  be  competitive 
on  a European  basis. 

1927.  You  are  saying  then  that  it  will 
not  be  a good  enough  car  to  be  acceptable 
for  other  people  to  build  in  their  plants  in 
the  same  way  as  you  are  going  to  build 
Honda  in  your  plant  ? 

(Mr  Andrews.)  As  a fundamental  design, 
it  is  a competitive  design  and  it  is  capable  in 
technical  specification  terms  and  perform- 
ance to  compete  with  any  other  car  in  its 
class.  There  are  economic  factors  which 
might  prevent  it — or  controls  or  legislation 
in  particular  territories  in  the  world  which 
prevent  import  and  export  to  those  terri- 
tories— being  sold  on  a world-wide  basis. 

Mr  Emery 

1928.  Would  it  be  fair  for  me  to  say 
that  the  future  of  the  mass  production  area 
of  British  Leyland  depends  absolutely  on 
this  launch  being  successful  ? 

(Mr  Andrews)  Yes. 

1929.  And  if  it  fails — 

(Mr  Andrews.)  I think  that  if  that  car 
were  to  fail,  that  would  put  that  part  of  the 
business  probably  beyond  recall. 


Mr  Maxwell-Hyslop 

1930.  What  are  the  overseas  sales 
possibilities  for  the  British  Leyland/Honda 
power  train  car?  What  restrictions,  if  any, 
are  there  in  the  agreement  on  your  ability 
to  sell  abroad  ? 

(Mr  Andrews.)  The  agreement  provides 
for  the  vehicle  to  be  sold  within  the 
Common  Market. 

1931.  Common  Market  only? 

(Mr  Andrews.)  Yes. 

1932.  In  particular,  would  Honda’s  own 
dealership  network  in  Japan  offer  the 
BL/Honda  for  sale,  or  not  ? 

(Mr  Andrews.)  No.  It  is  being  built  for 
sale  in  the  Common  Market  only.  That  is 
the  basis  of  the  agreement  between  the 
companies. 

1933.  And  does  that  extend  to  other 
countries  which  have  a less  than  full- 
membership  relationship  with  the  Common 
Market? — as  much  of  Africa,  for  instance 
docs. 

(Mr  Andrews.)  No.  It  is  purely  exclusive 
within  the  Nine. 

1934.  Only  within  the  Nine? 

(Mr  Andrews.)  Yes. 

1935.  And  that  will  extend  to  Spain  and 
Portugal  and  Greece  ? 

(Mr  Andrews.)  No.  The  agreement  is 
drawn  on  the  Common  Market  as  it  is 
presently  constituted— the  nine  members. 

1936.  So,  when  Spain  comes  in,  you 
will  not  be  able  to  sell  the  BL/Honda  in 
Spain? 

(Mr  Andrews.)  That  is  correct. 

Mr  Mikardo 

1937.  Will  anyone  else  be  able  to  sell  it  ? 

(Mr  Andrews.)  Honda  will. 

1938.  Would  there  be  anything  to 
prevent  a Honda  sold  in  Spain  being 
re-sold  in  France? 

(Mr  Andrews.)  I suppose,  in  theory,  no. 
But  I think  that  would  be  a rather  expensive 
way  of  selling  cars  into  France.1 

Mr  Maxwell-Hyslop 

1 939.  What  proportion  do  you  estimate 

of  the  spares  sales  on  a car  come  from  the 
engine  and  transmission? 

‘See  p.  547. 
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(Mr  Andrews.)  I do  not  have  precise 
information  available;  but  in  round  figures 
I must  say  1 did  not  necessarily  agree  with 
your  supposition  that  most  of  them  came 
from  that  area.  A substantial  portion  of 
vehicle  manufacturers’  spare  parts  sales 
come  from  components  damaged  in 
accidents — things  like  body  parts,  bumpers, 
lamps.  That  is  quite  a high  item.  The  other 
items  are  things  which  naturally  wear  out  or 
need  to  be  replaced. 

1940.  Could  you  now  answer  the 
question  which  was  not  about  the  other 
parts.  My  specific  question  was  quite  clear. 
What  proportion  in  round  figures  come 
from  the  engine  and  transmission  ? 

(Mr  Andrews)  I do  not  know  offhand. 
We  will  have  to  give  you  that  information.1 

1941.  What  has  it  been  historically  ? 
You  in  your  position  must  have  some  idea  ? 

(Mr  Andrews.)  If  you  ask  me  to  give  a 
figure  without  referring  to  any  data,  I 
doubt  if  it  is  more  than  20  per  cent.  But  I 
would  like  to  have  the  opportunity  of 
confirming  that. 

Chairman 

1942.  Motor  manufacturers  make  a 

ortune  every  time  we  reshape  a wing  or  a 
oumper  bar? 

(Mr  Andrews .)  That  is  not  an  engine  part, 
sir. 

Mr  Maxwell-Hyslop 

1943.  Will  you  be  manufacturing  any 
engine  and  transmission  parts  of  the 
BL/Honda  for  spares  as  opposed  to  original 
equipment;  or  will  you  be  importing  all 
those  from  Japan? 

(Mr  Andrews .)  We  have  no  plan  at  this 
point  in  time  to  manufacture  any  spare 
parts  for  those  particular  components. 

1944.  So  the  engine  and  transmission 
spares,  including  replacement  engines,  gear- 
boxes, differentials,  will  in  fact  be  a trading 
advantage  to  Honda  rather  than  a trading 
advantage  to  BL? 

(Mr  Andrews.)  Yes.  We  would  not 
anticipate  there  to  be  very  many  or  a very 
large  requirement  for  such  components. 

1945.  You  presumably  pay  a licence 
royalty  to  Honda,  do  you,  on  every  car 
sold? 

(Mr  Andrews.)  Yes. 

•See  p.  547.  ’ 


1946.  And  do  they  pay  you  any  licence 

royalty  on  the  engines,  gearboxes  and 
differentials  which  they  supply  as  spares  as 
a result  of  the  sale  of  the  British  Leyland- 
builtcars? 

(Mr  Andrews.)  1 do  not  recall  any  such 
arrangement  in  the  agreement. 

1947.  Does  that  not  seem  rather  an 
omission  from  the  agreement? 

(Mr  Andrews)  I do  not  think  that  we 
would  regard  that  as  a significant  omission 
from  the  agreement,  simply  because  we  do 
not  see  the  volume  of  such  components 
themselves  being  significant. 

1 948.  What  do  you  say  about  the  question 
that  Mr  Mikardo  started  to  probe?  Within 
the  EEC  you  cannot,  as  you  are  aware, 
have  restrictions  on  trade— as  for  instance 
in  the  Scotch  Whisky  case  of  different  prices 
in  the  United  Kingdom  and  the  EEC— so 
what  is  there  to  stop  Honda  themselves 
exporting  to  three  EEC  countries,  Greece, 
Portugal  and  Spain,  for  onward  sale  into 
the  other  Nine. 

(Mr  Andrews)  First  of  all,  for  them  to  do 
it  openly — if  that  were  to  happen— we 
would  regard  it  as  a breach  of  faith  between 
the  two  companies.  That  is  certainy  not 
embodied  in  the  agreement.  There  is  no 
expressed  intention  to  do  that  and  we  would 
be  very  surprised  if  that  were  to  happen. 
We  do  not  expect  it  to  happen.  I suppose  it 
is  possible  for  somebody  to  buy  vehicles  in 
such  countries  in  small  quantities  and  ship 
them  onwards  to  other  markets;  but  that 
would  most  likely  be  because  of  the 
shippingcosts  and  the  various  homologation 
measures  that  have  to  be  undertaken,  a 
rather  uneconomic  pastime. 

1949.  Could  you  explain  to  me  why  it 
would  be  more  uneconomic  to  ship  from 
Southern  Spain  to  Southern  France  than 
from  Britain  to  Southern  France? 

(Mr  Andrews)  Because  the  purchaser 
would  be  paying  at  retail  prices  and  not  at 
manufacturers’  prices.  He  would  start  off 
with  a fundamental  cost  penalty  anyway. 
But  it  is  possible  for  people  to  drive  cars 
across  borders  within  Europe  and  sell  them 
in  another  country.  That  does  happen  to  a 
certain  extent  today. 

1950.  I am  not  talking  about  Honda 
themselves  who  are  not  retailers.  But  why 
would  not  a commercially-orientated  dealer 
in  Spain  see  business  to  be  made  in  France? 
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(Mr  Andrews.)  At  the  moment,  the 
flooortuiiity  to  do  that  would  hardly  exist 
because  of  the  substantial  external  tariff— 

1951.  We  are  not  talking  about  now, 
because  you  have  not  got  the  car  on  sale 
now.  We  are  talking  about  when  Spain 
becomes  a member  of  the  EEC. 

(A fr  Andrews.)  It  is  possible  that  a dealer 
in  Spain,  assuming  first  of  all  that  Spain 
joins  the  EEC  and  Honda  sells  the  car  into 
Spain,  may  theoretically  (and  possibly  in 
practice)  ship  cars  in  small  quantities 
across  the  border  into  France.  That  is 
possible.  There  is  nothing  that  we  can  do 
to  prevent  that  or  that  Honda  can  do  to 
prevent  that. 

1952.  In  terms  of  body  spares,  will  you 
be  able  to  supply  spares  to  dealers  in  France 
more  cheaply  than  they  could  be  supplied 
by  a wholesaler  in  Spain  ? 

(Mr  Andrews.)  I would  imagine  that  that 
would  be  the  case. 

1953.  Are  you  sure? 

(Mr  Andrews.)  I am  almost  certain. 

1954.  Have  you  checked  it? 

(Mr  Andrews.)  I do  not  know.  It  is  a 
hypothetical  issue  and  not  capable  of  being 
checked. 

1955.  It  may  be  a hypothetical  issue, 
Mr  Andrews,  but  if  the  profits  from 
manufacturing  cars  come  substantially  not 
in  the  initial  sale  but  from  the  subsequent 
sale  of  spares  on  which  the  mark-up  is  very 
much  higher,  surely  this  is  a rather  crucial 
point  and  not  of  purely  peripheral  curiosity 
and  interest  ? 

(Mr  Andrews.)  It  is  an  important  point 
but,  as  I tried  to  explain  earlier,  the 
substantial  volume  of  spares  is  in  items 
like  body  panels  and  other  components 
which  wear  out  through  use,  substantially 
all  of  which  will  be  sourced  from  the  United 
Kingdom.  For  somebody  to  sell  body  parts 
into  Southern  France  he  has  either  to 
source  them  all  the  way  from  Japan  (which 
is  a very  expensive  thing  to  do)  or  from  the 
United  Kingdom,  which  is  a much  more 
economic  proposition. 

1956.  Just  to  test  that  proposition,  if 
Japan  can  sell  complete  motorcars  in 
Britain  having  carried  them  all  the  way 
from  Japan  successfully  against  BL,  why  is 
there  some  insurmountable  problem  in 
sending  wings  from  Japan  or  bumpers 


from  Japan? 

(Mr  Andrews.)  I t is  not  an  insurmountable 
problem;  but  I think  that  the  answer  to  this 
question  will  probably  be  found  by  actually 
looking  at  the  prices  of  spare  parts  of 
Japanese  products  in  the  United  Kingdom. 
We  will  arrange  to  do  that  and  will  advise 
you  of  those  prices  by  comparison  with  our 
own.1 

1957.  But  surely  the  price  is  a question 
of  what  the  market  will  bear?  Since  it  has 
been  demonstrated  that  Japan  can  send  and 
sell  complete  cars  in  Britain  and  can 
undersell  BL  transporting  them  all  the  way 
from  Japan,  why  should  we  believe  that 
they  cannot  sell  bumpers,  radiators,  wings, 
headlamps  and  all  the  rest  of  the  things  that 
that  you  sell  as  spares;  that  they  cannot 
send  them  to  Spain  and  that  the  dealers  in 
the  EEC  cannot  get  them  at  a lower  mark-up 
from  Spain  than  direct  from  you?  Is  that 
not  going  to  be  your  problem — without 
having  got  this  tied  up?  And  you  clearly 
have  not. 

(Mr  Andrews.)  We  do  not  believe  that 
that  is  potentially  a problem  of  the  order  of 
magnitude  that  you  refer  to.  After  all, 
presumably  an  independent  distributor  in 
Japan  could  ship  parts  to  any  part  of  the 
world  suitable  to  fit  to  other  make  vehicles. 
We,  ourselves,  do  the  same  thing.  We  have 
an  organisation  which  markets  Uniparts 
for  all  kinds  of  vehicles  as  widely  as  we  can. 

Mr  Crowther 

1958.  May  we  go  back  to  the  original 
content  of  the  car  as  distinct  from  spares? 
The  SMMT  told  us  that  this  car  will  contain 
a growing  proportion  of  British-made 
components  although  the  engine,  gearbox 
and  transmission  will  be  imported.  ‘‘Grow- 
ing proportion"  tells  me  that  at  the 
beginning  other  parts,  as  well  as  engine, 
gearbox  and  transmission,  will  be  imported. 
What  other  parts  and  what  percentage  of 
the  total  makeup  of  the  car  will  be  im- 
ported in  the  initial  stages? 

(Mr  Andrews.)  The  principal  other 
component  which  will  be  imported  is  the 
fascia  or  dash-panel  which  is  a fairly 
complicated  injection  moulding  which 
would  be  expensive  to  tool  on  a low- 
volume  basis.  Substantially  other  com- 
ponents and  activities  are  sourced  to  UK. 
We  estimate  that  the  UK  content  will  be  in 
excess  of  50  per  cent  of  the  cost  of  the 
vehicle.  

‘See  p.  547. 
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1959.  Fifty  per  cent  does  not  seem  very 
high  in  the  first  place.  How  much  of  the 
steel  content  of  the  total  car  is  going  to  be 
British  steel  ? 

(Mr  Andrews.)  Substantially,  the  body 
will  be  stamped  and  assembled  in  this 
country.  I anticipate  that  the  source  of  the 
steel  will  be  our  normal  supplier  and 
substantially  our  sourcing  is  on  British 
Steel. 

1960.  Will  there  be  some  components 
of  the  car  which  are  imported  from  places 
other  than  Japan? 

(Mr  Andrews.)  It  is  possible  that  there 
could  be  one  or  two  components  of  that 
nature.  T do  not  have  the  information 
to  hand  to  answer  that  question. 

Mr  Emery 

1961.  While  you  will  have  the  ability  to 
sell  in  Europe,  if  the  car  is  sold  outside 
Europe,  it  will  be  sold  by  Honda.  Do  you 
expect  Honda  to  market  outside  Europe 
and,  if  they  do,  all  the  production  will 
come  from  you.  Is  that  right  ? 

(Mr  Andrews.)  No,  wc  are  building  to 
serve  the  UK  and  the  Common  Market. 
Honda  will  build  this  car  for  sale  in  Japan 
and  in  North  America,  principally,  which 
are  their  two  main  markets.  They  will 
probably  sell  it  in  other  countries  around 
the  world. 

1962.  And  that  will  be  manufactured 
in  Japan? 

(Mr  Andrews.)  That  is  correct. 

{Chairman.)  Can  we  turn  to  questions  on 
the  trading  environment? 

Mr  Mikardo 

1963.  We  have  heard  a lot  today,  from 
both  the  Society  and  from  you,  about  the 
major  factors  which  influence  trading 
policies,  trading  prospects  and  the  trading 
record  of  the  British  industry;  and  notably 
productivity  and  the  key  reference  you 
made  to  a highly-rated  pound  on  the 
exchange  rate.  We  have  not  heard  any 
mention  of  high-rate  interest  rates.  How 
big  a factor  is  this  ? How  large  does  it  loom  ? 
What  effect  does  it  have  on  you? 

(Mr  Andrews.)  Interest  rates,  in  so  far  as 
they  are  a reflection  of  inflation — and  I 
would  like  to  take  the  two  together — are 
clearly  a major  impediment  in  the  UK 
which  over  many  years  has  existed  both 
absolutely  and  relatively  to  the  principal 
competitors  around  the  world,  particularly 


in  Germany  and  Japan.  Those  are  the  two 
notable  examples.  What  happened  f0r 
number  of  years— from  1972  through  to 
about  1978— is  that  in  international  terms 
this  rate  of  inflation  and  interest  rates  1 
tended  to  be  compensated  for  by  a declining  l 
pound.  In  other  words,  sterling  deprccia-  I 
tion  enabled  industry  to  remain  on  a par 
with  its  foreign  competitors.  Funda- 
mentally, that  is  obviously  an  unsound 
situation.  The  position  that  we  and  other 
manufacturers  have  faced,  not  only  in  the 
motor  vehicle  industry  but  in  industry 
generally  in  the  last  18  months  to  two  years 
is  a strong  appreciation  of  sterling  against 
other  currencies  but  with  a continuation  of 
high  inflation  and  interest.  And  this  has  had 
a very  severe  effect  on  cost  structures  and 
margins  relative  to  foreign  competitors. 


Mr  McNally 

1964.  Have  you  a policy  of  "Buy 
British”  within  British  Leyland?  You  are 
an  important  market  for  British  manufac- 
turers. Do  you  bear  comparison  with  other 
motor  manufacturers  as  far  as  your 
procurement  policy  is  concerned? 

(Mr  Andrews.)  We  do  have  a basic  policy 
about  “Buy  British”  within  the  company. 
At  present,  our  UK-sourced  purchases  are 
of  the  order  of  95  per  cent  of  our  total 
purchases  and  the  foreign  import  pene- 
tration, as  it  were,  if  I can  use  that  term, 
is  about  5 per  cent. 


Mr  Maxwell-Hyslop 

1965.  By  value? 

(Mr  Andrews.)  Yes,  by  value.  Total 
purchases  are  of  the  order  of  £2,000  million 
a year,  so  that  there  is  about  £100  million  a 
year  of  external  purchase — that  is,  both 
components  and  certain  machine  tools. 


Mr  Cockeram 

1966.  But  your  Metro  line  is  entirely 
foreign-machined  and  that  cost  £200 
million  odd. 

(Mr  Andrews.)  That  is  not  correct. 
Certain  of  the  equipment,  certain  of  the 
specialised  equipment,  is  foreign  made. 
Certain  of  the  technology  is  so,  but  a lot 
of  the  equipment  you  saw,  the  steel  work, 
the  fabrication,  the  basic  foundations  of 
many  of  those  machines  are  sourced  in  the 
UK.  Again,  I would  like  the  opportunity 
of  correcting  my  information  but,  from 
recollection,  we  still  have  something  like  a 
90  per  cent  UK  content  of  the  Metro 
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programme  UK-sourccd.  The  elements  lhat 
are  purchased  abroad  are  smaller  than  you 
would  suppose  by  looking  at  the  nameplates 
on  the  machines.1 

Mr  McNally 

1967.  Why  do  you  have  a policy  of 
purchasing  much  less  glass  than  other 
motor  manufacturers  from  British  sources  ? 

(Mr  Andrews.)  There  are  two  reasons. 
The  original  reason  was  an  alternative 
source  of  supply  for  security  reasons.  More 
latterly,  there  is  a problem  of  relative 
pricing  between  Continental  source  glass 
and  UK  source  glass.  That  is  an  issue  that 
we  are  currently  discussing  and  examining 
very  closely  with  our  glass  supplier. 

(Chairman.)  May  we  turn  our  attention 
to  type  approval  ? 

Mr  Kerr 

1968.  How  serious  a barrier  to  trade  is 
type  approval?  Does  it  effectively  debar 
you  from  certain  markets  ? 

(Mr  Andrews.)  That  is  an  answer  that 
needs  to  be  qualified.  In  certain  territories, 
the  process  of  type  approval  can  be  pro- 
tracted, long  protracted,  and  it  is  possible 
in  certain  countries  for  people  not  to 
approve  a vehicle  so  that  you  actually 
cannot  sell  it  there  for  a period  of  time. 
We  have  had  that  situation  arising 
from  time  to  time.  I think  within  the 
European  context,  we  would  not  now 
consider  it  a major  problem  because  there 
is  a greater  degree  of  uniformity  of  rules 
and  regulations,  certainly  so  far  as  cars  are 
concerned,  than  there  was  five  years  ago. 
But  it  is  still  a niggle.  It  is  time-consuming 
and  in  common  with  a number  of  other 
manufacturers  we  are  in  favour  of  the 
development  of  a scheme  wherein  national 
type  of  approval  for  a Common  Market 
manufacturer  will  serve  the  Community  as 
a whole.  We  think  that  would  be  helpful, 
beneficial  and  more  efficient.  But  the 
general  proposition  in  going  to  other 
countries  (and  it  can  go  under  other  names) 
is  that  it  can  be  extremely  expensive, 
particularly  where  the  rules  and  regulations 
are  markedly  different  in  so  far  as  they  relate 
to  safety  issues  or  exhaust  emission  issues. 

Mr  Crowther 

1969.  Would  you  agree  in  general 
terms  that  the  present,  position  benefits 
foreign  manufacturers  sending  their  motor- 
cars  for  sale  in  Britain  rather  than  British 

'See  p.  547.  ' 


manufacturers  sending  motorcars  for  sale 
in  the  other  direction  ? 

(Mr  Lindley.)  Broadly  speaking,  if  we 
look  at  the  position,  say,  within  the  EEC 
and  the  UK  has  a somewhat  unique  posi- 
tion in  being  the  only  country  without  its 
own  national  type  approval  system  pre- 
dating entry  to  the  Common  Market.  All 
the  other  major  motor  manufacturing 
countries  had  such  a system.  The  UK  has 
developed  a national  type  system  but  based 
on  EEC  directives  which  are  shared  with  all 
the  other  Community  countries.  Conse- 
quently, it  is  work  that  will  be  done  by 
every  country.  The  UK  system  has  only 
one  or  two  unique  aspects  to  it.  Therefore, 
entry  for  another  Common  Market  country 
into  the  UK  is  relatively  simple.  In  the  case 
of  the  other  countries  to  which  we  export, 
in  all  cases  we  have  to  comply  with  unique 
aspects  of  legislation  which  reflect  their 
national  systems  ante-dating  their  entry  to 
the  Community. 

Mr  Mikardo 

1970.  Would  you  go  so  far  as  Sir 
Barrie  went,  I presume  you  heard  what  he 
said,  in  suggesting  that  this  was  a case  of 
us  playing  cricket  and  other  chaps  not? 

(Mr  Andrews.)  I think  there  is  an  element 
of  that  in  it.  The  other  point  is  on  com- 
mercial vehicles.  There  is  no  type  approval 
there  at  all  so  far  as  the  UK  is  concerned 
whereas — 

1971.  I was  thinking  mostly  of 
commercial  vehicles  7 

(Mr  Andrews.)  Commercial  vehicles  are 
probably  a more  serious  problem  in  that 
respect  than  cars.  Looking  outside  the 
Community,  it  is  a fact  that  the  regulations 
required  to  be  met  to  sell  into  the  Com- 
munity are  much  less  onerous  than  those 
you  will  find  in  USA,  Japan,  Australia  or 
Sweden  where  they  arc  in  varying  degrees 
quite  considerably  more  severe. 

Mr  Maxwell-Hyslop 

1972.  When  you  say  there  is  no  type 
approval  regulations,  there  arc,  of  course, 
construction  and  use  regulations,  are 
there  not? 

(Mr  Andrews.)  Yes. 

1973.  And  those  include  a crash 
programme,  do  they  not? 

(Mr  Andrews.)  There  is  no  verification 
that  a manufacturer  complies  with 
construction  and  use  regulations.  One 
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depends  on  the  manufacturer  meeting 
them.  There  is  no  body  which  approves  a 
commercial  vehicle  before  it  can  be  sold  in 
this  country. 

1974.  How  are  the  construction  and 
use  regulations  policed  ? 

(Mr  Andrews.)  By  the  police. 

Chairman 

1975.  Have  you  sought  to  involve  the 
United  Kingdom  Government  in  your 
negotiations  dealing  with  type  approval 
outside  Europe?  Or  have  you  gone  it  alone? 

(Mr  Lindley.)  We  have  drawn  the 
attention  of  the  Government  to  these 
problems  and,  as  far  as  we  are  aware,  they 
are  considering  them— particularly,  the  UK 
Government  has  for  a long  time  supported 
the  concept  of  whole  vehicle  type  approval 
for  cars  on  a European  basis.  It  has  been 
pressing  for  that  for  some  period.  We  have 
drawn  their  attention  to  what  we  think  is 
the  disadvantageous  position  of  UK 
manufacturers  with  respect  to  heavy 
commercial  vehicles. 

Mr  Maxwell-Hyslop 

1976.  Coming  back  to  policing  for  a 
moment,  if  somebody  endeavours  to  import 
foreign-made  vehicles  that  do  not  comply 
with  British  construction  and  use  regula- 
tions, do  the  customs  not  police  there? 

(Mr  Lindley.)  So  far  as  commercial 
vehicles  are  concerned,  there  is  no  check  at 
point  of  entry.  The  only  check  is  by  the 
vehicle  being  picked  up  in  use  and  it  being 
noted  that  some  aspects  of  its  design  do 
not  comply  with  regulations. 

1977.  That  would  not  require  a change 
in  law,  would  it  ? That  would  only  require, 
presumably,  a change  in  practice  and 
administrative  directions  to  the  Customs 
to  check  that. 

(Mr  Lindley.)  That  would  seem  to  be 
possible,  yes. 

Mr  Crowther 

1978.  Is  it  not  the  case  that  the  con- 
struction and  use  vehicles  apply  only  to 
vehicles  on  the  road?  Therefore,  until  they 
are  on  the  road,  there  is  no  question  of 
making  a check.  Is  that  not  the  position? 

(Mr  Lindley.)  Yes.  In  some  cases  it 
depends  upon  the  vehicle  being  hitched  to 
a trailer  and  it  then  being  noted  that  the 
vehicle  exceeds  the  maximum  length 
regulations.1 

’See  p.  548.  


(Chairman.)  Let  us  now  turn  our 
attention  to  Japan. 

Mr  Maxwell-Hyslop 

1979.  Just  one  question  on  the  Honda 
the  BL/Honda,  before  we  go  to  the  general 
questions.  How  many  will  you  have  to  sell 
abroad  outside  the  United  Kingdom  to 
balance,  in  terms  of  balancing  import  and 
export,  the  cost  of  the  importing  of  engines 
and  transmission  and  so  on?  How  many 
will  you  have  to  export  to  the  eight 
members  of  the  EEC,  in  balance  of  trade 
terms,  for  you  not  to  be  up  the  creek,  in 
deficit,  from  importing  the  engine,  gearbox 
and  so  on? 

(Mr  Andrews.)  I do  not  have  that  number 
accurately  available  in  my  head. 

1980.  Would  you  submit  that,  please, 
and  make  it  clear  whether  that  figure  does 
or  does  not  include  the  licence  royalties? 

(Mr  Andrews.)  Yes.’ 

1981.  When  we  come  to  the  general 
picture  between  1 970  and  1975,  imports  of 
Japanese  vehicles  into  the  United  Kingdom 
increased  18-fold;  yet  between  1975  and 
1979  they  increased  by  20  per  cent.  That 
shows,  does  it  not,  a very  very  dramatic 
drop  in  the  rate  of  increase.  Is  this  due  to 
any  factors  other  than  the  voluntary 
agreement  ? 

(Mr  Andrews.)  It  would  certainly  be  very 
substantially  dependent  upon  the  voluntary 
agreement,  in  my  opinion. 

1982.  As  the  Americans  potentially 
put  on  restrictions  against  imports  of 
Japanese  cars,  do  you  expect  the  pressure 
against  those  voluntary  restrictions  on 
exports  to  Britain  from  Japan  to  undergo 
very  great  strain  ? 

(Mr  Andrews.)  They  are  under  pressure 
all  the  time  regardless  of  the  volume  of 
Japanese  sales  to  the  United  States— which 
is  why  the  SMMT  has  been  having  annual 
and  sometimes  bi-annual  meetings  with 
their  opposite  numbers  in  Japan.  But 
undoubtedly  there  is  a belief  that  the  effect 
of  restraint  and  downturn  in  the  market  in 
the  USA  will  lead  to  increasing  pressure  in 
Europe  by  Japanese  exporters. 

1983.  If  the  Japanese  voluntary  agree- 
ment were  scrapped,  what  could  you 
expect  to  happen  to  their  import 
penetration  into  this  country? 

‘See  p.  547. 
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(Mr  Andrews.)  Undoubtedly,  it  would 
increase  and  probably  by  quite  a substantial 
margin. 

Mr  Mikardo 

1984.  It  increased  a bit  this  year,  even 
with  the  voluntary  agreement? 

(Mr  Andrews.)  It  did  in  certain  months. 
I think  the  Japanese  would  say  that  one 
would  need  to  look  at  the  year  as  a whole. 

1985.  Is  it  all  right? 

(Mr  Andrews.)  On  a year  to  date  basis, 
it  is  running  at  something  around  the  11 
per  cent  level. 

Mr  Maxwell-Hyslop 

1986.  How  do  Japanese  imports 
compete  with  you  vis-a-vis  Talbot,  Fords 
and  Vauxhall?  In  other  words,  if  there  is  a 
10  per  cent  increase  in  Japanese  vehicle 
imports  into  Britain,  does  that  hit  you 
proportionately  or  disproportionately 
compared  with  the  other  major  manu- 
facturers in  Britain  ? 

(Mr  Andrews.)  The  evidence  available, 
looking  at  the  relative  shares  of  UK- 
produced  vehicles  over  the  past  10  to  15 
years,  shows  that  BL  have  consistently 
achieved  something  like  40  per  cent  of  the 
total  share  of  cars  sold  in  the  UK  which 
arc  produced  in  the  UK.  In  other  words, 
the  evidence  seems  to  suggest  that  the  other 
manufacturers  have  also  suffered  propor- 
tionately. No  one  manufacturer  has  suffered 
disproportionately  compared  with  the 
others,  so  far  as  one  can  judge. 

1987.  Do  you  attribute  any  significance 
to  tjie  fact  that  Japan  drives  on  the  same 
side  of  the  road  as  we  do  ? 

(Kir  Andrews.)  No. 

1988.  How  important  is  it,  do  you  think, 
that  Japan  hopes  to  sell  cars  here  which  are 
suited  to  right-hand  drive,  particularly, 
for  instance,  in  the  layout  of  the  windscreen 
wipers  which  clears  the  screen  in  front  of 
the  driver;  whereas  for  some  reason  which 
has  never  been  adequately  explained, 
British  Leyland  docs  not.  Moreover  on  the 
tarted-up  version  of  the  Marina,  the  new 
Ital,  you  have  again  persisted  in  locating 
the  windscreen  wipers  optimised  to  left- 
hand  driver  rather  than  to  right-hand  drive. 
Do  you  really  expect  the  market  here  to 
respond  favourably  to  your  product  as 
opposed  to  the  Japanese  product  when 


you  insist  on  perpetuating  follies  of  that 
kind? 

(Mr  Andrews.)  We  have  been  successful 
during  the  life  of  the  Marina  in  achieving 
something  like  5 per  cent  to  5J-  per  cent  of 
the  market  and  1J-  million  customers,  I 
think.  They  do  not  all  necessarily  share  your 
view  about  the  windscreen  wipers. 

1989.  No,  but  you  have  been  un- 
successful in  competing  with  Japanese 
imports? 

(Mr  Andrews.)  The  Marina  has  been  a 
successful  competitor  in  its  segment  of  the 
market. 

1 990.  But  why  do  you  persist  in  follies 
of  that  kind  which  the  Japanese  do  not 
persist  in? 

(Mr  Andrews.)  We  would  not  share  your 
view  in  the  technical  sense  that  our 
positioning  of  those  wipers  is  a folly.  Again, 
I should  like  to  pick  up  this  point  separately 
as  a technical  issue. 

1991.  You  might,  but  do  you  accept 
that  people  buying  a car  in  England  expect 
to  be  able  to  see  through  the  windscreen 
with  both  eyes;  and  if  they  can  do  so  with 
a Japanese  car  and  cannot  do  so  with 
yours,  among  other  things  that  will 
predispose  them  towards  the  other  product. 

(Mr  Andrews.)  We  have  not  accorded 
that  particular  relative  aspect  of  design  as 
a major  influence  on  the  relative  perfor- 
mance of  Japanese  and  British-built  cars. 

Chairman 

1992.  Have  you  had  any  complaints 
from  your  users  about  having  to  be  boss- 
eyed or  squint-eyed  when  using  your 
motorcar  ? 

(Mr  Andrews.)  It  has  not  figured  as  a 
major  complaint  among  consumers  in  all 
the  research  surveys  that  we  have  under- 
taken. 

1 993.  Do  you  in  BL  use  the  services  of 
the  Export  Credits  Guarantee  Department? 

(Mr  Andrews.)  Yes,  we  do. 

1994.  Do  you  find  them  satisfactory  ? 

(Mr  Andrews.)  Yes,  I do. 

1995.  Have  you  ever  had  to  make 
claims  against  them? 

(Mr  Andrews.)  Yes,  we  have. 
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1996.  Have  they  settled  them  satis- 
factorily? 

(Mr  Andrews  ) Generally,  yes. 

1997.  And  quickly? 

(Mr  Andrews ,)  I am  not  aware  of  major 
delays  on  issues.  There  are  some  where, 
obviously,  they  would  wish  to  investigate 
situations.  But  I am  not  aware  of  that  as 
being  a particular  problem.  On  the 
contrary,  we  have  enjoyed  a very  good 
service  from  ECGD. 

1998.  Do  you  use  the  services  of  the 
British  Overseas  Trade  Board  or  operate 
through  them  abroad  ? 

(Mr  Andrews.)  We  do  not  use  them  to 
anything  like  the  same  extent  as  the  ECGD. 
Obviously,  we  take  advantage  of  the 
information  services  but  in  terms  of  our 
active  promotional  activities,  we  tend  to 
undertake  those  on  our  own  account  or 
through  our  distributors. 

1 999.  How  are  your  relationships  with 
the  Department  of  Trade  and  with  the 
European  Commission  on  trading  matters? 

(Mr  Andrews ,)  So  far  as  the  Department 
3f  Trade  is  concerned,  we  have  the  opport- 
unity of  contacts  with  them  at  both 
ministerial  and  official  level  as  does  any 
other  company  exporting  a substantial  pro- 
portion of  goods.  Basically,  we  have  as 
much  access  as  we  desire.  So  far  as  the 
Commission  is  concerned,  our  contacts 
with  them  are  fairly  limited,  in  the  ordinary 
nature  of  our  business.  We  tend  to  be 
represented,  not  directly  on  our  own 
account  but  more  through  organisations 
such  as  CLCA  which  was  referred  to  in  the 
previous  evidence  and  also  through  a 
parallel  organisation  called  CCMC  which  is 
an  association  of  European  manufacturers. 

2000.  Have  you  ever  sought  to  make 
any  representations  to  the  United  Kingdom 
Government  or  to  the  Commission  about 
the  high  tariff  rate  on  motorcars  going 
into  Spain? 

(Mr  Andrews .)  We  have  made  representa- 
tions about  that  to  the  Department  of 
Trade. 

Mr  Mikardo 

2001.  Have  you  ever  had  occasion  to 
make  any  submission  to  the  Commission 
about  alleged  dumping? 

(Mr  Andrews.)  We  are  not  aware  that  we 
ourselves  have  made  a submission  to  the 
Commission. 


2002.  Have  you  done  so  through  an  i 

organisation  ? b n - 

(Mr  Andrews.)  It  would  normally  he 
undertaken  by  SMMT.  That  would  be  the 
route. 

Mr  Crowther 

2003.  In  fairly  general  terms,  is  your 
company  in  favour  of  the  British  Govern- 
ment taking  action  of  whatever  kind 
official  or  unofficial,  tariff  or  non-tariff’  : 
technical  or  non-technical,  to  limit  the  ! 
import  of  foreign  motorcars,  Japanese  or  i 
any  other  kind,  into  Britain?  That  is  a 
very  general  question.  What  I am  getting 
at  is  this.  Do  you  want  some  kind  of  action 
taken  by  the  British  Government  to  cut  I 
down  the  number  of  car  imports  or  not?  • 

(Mr  Andrews.)  There  are  three  areas  1 
which  we  have  identified  in  our  written 
evidence  which  we  think  are  worthy  of 
attention.  They  relate  to  Spain,  which  we 
have  already  discussed;  to  sales  from 
Eastern  Europe ; and  we  are  in  favour  of  the 
continued  voluntary  restraint  programme 
in  relation  to  Japanese  imports.  Our 
reason  is  that  we  believe  that,  certainly  in 
the  first  two  of  those  cases,  the  opportun- 
ities for  reciprocal  trade  do  not  exist  and  we 
think  that  that  is  an  unfair  trading  situation 
and  we  have  made  representations  about 
this  to  Government.  In  the  case  of  Japan, 
which  is  an  historical  situation,  again  we 
believe  that  the  continuation  of  the  restraint 
arrangement  is  appropriate.  We  would 
not  take  that  view  in  relation  to  our 
position  within  the  Common  Market. 

Chairman 

2004.  Are  you  only  making  the  point 
where  you  think  the  competition  is  grossly 
unfair  ? 

(Mr  Andrews.)  I think  that,  as  manufact- 
urers, we  export  a lot;  we  support  the 
principle  of  developing  international  trade 
but  on  a basis  of  some  reciprocity  between 
the  parties. 

Mr  Crowther 

2005.  What  kind  of  response  have  you 
got  from  Government  to  the  representations 
that  you  have  made  ? 

(Mr  Lindley.)  In  the  case  of  Spain,  we 
are  conscious  that  the  Government  has 
taken  the  points  on  board  and  we  believe 
it  is  pursuing  those.  On  the  Eastern 
European  issue,  we  have  been  advised  that 
the  best  approach  is  through  the  Commis- 
sion since  this  is  where  the  main  responsi- 
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bility  for  these  matters  now  rests.  We  have 
been  working  with  the  SMMT  looking 
at  the  situation  and  seeing  whether  in  the 
combined  view  it  justifies  an  anti-dumping 
case.  We  ought  to  say  that  there  are 
also  certain  difficulties  about  any  individual 
company  making  an  anti-dumping  case 
since  the  action  the  Community  takes 
must  be  on  a Community-wide  basis. 

2006.  Would  these  areas  that  you  have 
just  mentioned  exclude  the  field  that  is 
described  as  tied  imports  and  which  is  now 
a very  substantial  part?  Am  I right  in 
thinking  that  the  tied  imports  do  not  at  any 
point  overlap  these  areas  that  you  have 
just  mentioned? 

(Mr  Lindley.)  Apart  from  the  situation 
described  with  respect  to  Spain,  yes. 

2007.  Are  you  not  worried  about  this 
20-odd  per  cent  of  tied  imports? 

” (Mr  Andrews.)  We  are  worried  about  3 
per  cent  of  them  which  come  from  Spain 
but  not  the  others. 

2008.  You  are  not  worried  about  the 
other  17  per  cent? 

(Mr  Andrews.)  No. 


2009.  Mr  Andrew's,  that  appears  to 
bring  us  to  the  conclusion  of  the  questions 
that  we  have  time  to  ask  you  this  morning. 
Is  there  anything  specially  that  you,  your- 
self, would  like  to  draw  to  our  attention 
if  there  is  a point  that  we  may  have  over- 
looked? 

(Mr  Andrews.)  There  is  just  one  supple- 
mentary point  that  1 omitted  to  make  in 
relation  to  ECGD  which  my  colleague 
would  like  to  have  the  opportunity  to 
speak  to;  otherwise,  no  thank  you. 

(Mr  Thompson.)  The  relations  that  wc 
have  with  the  ECGD  are  and  have  been 
very  good.  The  possibility  of  any  reduction 
in  support  from  ECGD  would  have  a 
materially  adverse  impact  on  our  ability 
to  export. 

2010.  Thank  you  very  much.  That 
brings  us  to  the  end  of  our  session  today.  I 
should  like  to  thank  you  all  very  much  for 
your  attendance,  for  the  Paper  you  have 
submitted  and  for  the  manner  in  which 
you  have  answered  our  questions.  Our 
report  will  be  published  in  the  reasonably 
near  future  and,  of  course,  you  will  have  a 
copy.  Thank  you  for  your  attendance. 

(Mr  Andrews.)  Thank  you,  sir. 


Supplementary  information  submitted  by  British  Leyland  Limited  (M201) 

At  the  Committee  hearing  on  9 July  I undertook  to  provide  information  on  the 
following: 

Q.  What  proportion  of  parts  sales  for  a car  come  from  the  engine  and  transmission? 

A.  Engine  and  transmission  components  account  for  13  per  cent  of  BL  parts  sales 
and  replacement  units  account  for  4 per  cent  of  parts  sales. 

Q.  How  do  the  prices  of  spare  parts  of  Japanese  products  in  the  UK  compare  with 
BL  prices? 

A.  In  general  the  prices  of  spare  parts  of  Japanese  cars  in  the  UK  are  higher  than  those 
of  comparable  BL  models;  on  panels,  for  instance,  prices  are  10-50  per  cent  higher 
and  on  general  transmission  parts  30-60  per  cent  higher.  While  specific  part  price 
comparisons  are  rapidly  invalidated  by  frequent  price  changes  an  index  constructed 
for  a range  of  parts  for  the  Marina  and  the  comparable  Datsun  model  shows  parts 
prices  in  the  ratio  100:136. 

Q.  What  exports  of  the  BL/Honda  car  are  required  to  offset,  in  balance  of  trade  terms, 
the  import  of  engines  and  transmissions? 

A.  Just  over  one  third  of  UK  production  of  the  BL/Honda  car  needs  to  be  exported 
to  offset  the  purchase  of  engines  and  transmissions  from  Japan  and  royalty 
payments. 

I would  also  like  to  amplify  three  further  points  in  BLs  evidence  to  the  Committee 
having  read  the  transcript.  Firstly,  1 can  confirm  that  the  equipment  purchased  for  the 
Metro  programme  is  90  per  cent  UK  sourced. 

Secondly,  it  is  necessary  for  me  to  clarify  my  reply  concerning  restrictions  on  the  sale 
of  the  BL/Honda  car  which  did  not  make  clear  the  distinction  between  exclusive  and 
non-exclusive  rights.  Under  the  agreement  between  Honda  and  BL,  BL  has  exclusive 
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rights  to  sell  the  car  in  the  EEC  as  presently  constituted.  It  is  not  allowed  to  sell  Bourn,  i 
outside  the  EEC.  If  new  member  countries  join  the  EEC  then  BL  would,  under  the 
agreement  be  able  to  sell  the  cars  in  such  new  member  countries  but  on  a non-exclusivt  ! 
basis.  In  addition,  BL’s  Dealers  inside  the  EEC  are  not  allowed  to  promote  sales  outside 
the  EEC,  as  presently  constituted  or  as  enlarged.  After  the  Agreement  has  run  for  five 
years  it  becomes  non-exclusive  and  BL's  territory  is  enlarged  to  include  EFTA  as  well 
as  the  EEC. 

The  Agreement  was  duly  notified  to  the  European  Commission,  who  have  been  kept 
informed  throughout. 

Thirdly,  I would  like  to  expand  on  our  concerns  in  the  area  of  heavy  commercial 
vehicle  type  approval ; since  submitting  written  evidence  we  have  noted  that  reports  on 
imported  trucks,  on  occasion  have  openly  referred  to  the  fact  that  UK  legislation  is 
likely  to  be  contravened  when  the  trucks  are  in  use. 

A glaring  example  of  this  concerns  UK  legislation  in  respect  of  the  maximum  permitted 
vehicle  length  of  15  metres.  Many  imported  tractor  units  if  coupled  with  the  standard 
12.19  metre  (40  ft)  trailer  — which  accounts  for  90  per  cent  of  the  heavy  trailer  traffic  on 
British  roads  — would  exceed  the  maximum  permitted  vehicle  length  by  up  to  half  a 
metre.  Recent  articles  in  Truck  magazine  have  openly  referred  to  this  potential  contra- 
vention in  describing  certain  imported  trucks  (the  Volvo  F10,  Mack  Interstate,  and 
Mercedes  1632,  and  there  are  undoubtedly  others).  At  the  moment  there  is  nothing  to 
prevent  such  trucks  being  sold  and  then  operated  illegally.  (BL  by  comparison  has  gone 
to  considerable  lengths  to  ensure  that  the  new  Leyland  Roadtrain  truck  with  a standard 
trailer  is  in  compliance  with  UK  legislation).  The  importer  has  an  additional  advantage 
in  such  cases  in  that  he  can  claim  better  ride  characteristics  for  the  tractor  unit  because 
of  its  longer  wheel-base. 

Before  BL  trucks  can  be  sold  in  the  domestic  markets  of  other  truck  manufacturing 
countries  they  are  subject  to  detailed  scrutiny.  Sometimes  they  are  refused  admission 
as  a result;  for  instance,  we  have  been  unable  to  sell  our  Marathon  truck  in  Germany 
since  it  failed  to  comply  on  a number  of  counts  with  the  authorities  interpretation  of 
national  type  approval  regulations  — one  such  count  was  that  the  handbrake  was  deemed 
to  be  “too  near”  the  drivers  seat. 

Importers  into  the  UK  gain  therefore  not  only  by  being  able,  for  practical  purposes, 
to  ignore  UK  regulations  but  — as  stated  in  our  written  evidence  — by  not  having  to  be 
selective  about  the  models  they  import  since  there  is  no  need  to  submit  them  for  time 
consuming  and  costly  tests. 

BL  considers  that  this  situation  is  quite  iniquitous.  The  fact  that  the  UK  truck  market 
is  so  open  has,  in  our  view,  contributed  significantly  to  the  growth  of  truck  imports 
in  recent  years.  As  with  other  one-sided  trading  relationships  there  is  no  national  advantage 
in  this  situation. 

It  would  appear  that  this  Government  is  now  taking  the  first  steps  towards  rectifying 
the  position  and  that  action  is  likely  to  be  taken  in  the  next  two  years.  We  consider  this 
time  span  is  reasonable  and  urge  that  the  measures  the  Government  is  considering  are 
acted  upon  within  this  period. 


D R G ANDREWS, 
Executive  Vice  Chairman. 
18  July  1980. 
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WEDNESDAY  16  JULY  1980 


Mr  Kenneth  Carlisle 
Mr  Stan  Crowther 
Mr  Peter  Emery 
Mr  Derek  Foster 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 

Mr  Russell  Kerr 
Mr  Thomas  McNally 
Mr  Robin  Maxwell-Hyslop 
Mr  Ian  Mikardo 


THE  RETAIL  VIEW  (M  60) 

Memorandum  submitted  by  The  Retail  Consortium 

In  response  to  your  reauest  for  information  about  why  the  United  Kingdom  does  not 
export  more  and  import  less  The  Retail  Consortium  conducted  a survey  of  some  of  its 
members.  The  replies  indicated  that  the  main  area  of  concern  was  clothing  and  textiles. 

Because  a company’s  decision  as  to  how  it  reaches  its  purchasing  decisions  is  commer- 
cially sensitive  these  comments  are  of  necessity  general  and  non  attributable,  nevertheless, 
they  indicate  clear  trends  and  the  replies  were  on  the  whole  consistent. 

A cautionary  note  must  be  struck  in  that  the  terms  of  reference  of  the  enquiry  are  in 
themselves  somewhat  negative  and  the  answers  inevitably  deal  with  the  problems  and 
difficulties  rather  than  the  positive  aspects  of  British  industry.  In  fact,  it  might  be  argued 
that  more  emphasis  on  those  positive  aspects  would  lead  to  an  improvement  in  the 
atmosphere  in  which  industry  works.  After  all,  more  than  two  thirds  of  the  goods  sold  in 
Britain  to  consumers  are  manufactured  here. 

The  retail  trade  is  sometimes  criticised  for  lack  of  patriotism  in  its  purchasing  decisions. 
However,  it  has  made  positive  efforts  to  assist  British  manufacturers  in  increasing  their 
sales  in  the  home  market.  Within  the  aegis  of  the  Joint  Textile  Committee  of  NEDO  a 
manufacturer-retailer  panel  has  been  established  to  identify  areas  where  British  manu- 
facturers could  take  up  the  opportunity  created  by  a shortfall  in  supply  retailers  co- 
operated with  the  Footwear  Economic  Development  Committee  in  their  retail  commit- 
ment to  buy  when  possible  goods  of  British  manufacture.  The  Retail  Consortium  is 
seeking  to  reinforce,  through  the  re-constituted  EDC  for  the  Distributive  Trades,  the 
relationship  between  retailers  and  British  manufacturers.  However,  as  the  Prime  Minister 
pointed  out:  “British  manufacturers  can  ensure  that  retailers  stock  their  products  by 
offering  what  the  customer  wants  in  terms  of  price  and  quality.” 

The  following  are  the  main  factors  which  militate  against  buying  British  in  favour  of 
imported  goods. 

1.  Price  — Heading  the  list  in  most  replies  was  the  price  advantage  of  imports 

The  fact  that  the  consumer  is  resistant  to  higher  prices  in  clothing  is  demonstrated  by 
the  downturn  in  sales  following  the  increase  in  VAT  to  15  per  cent  coupled  witn 
unexpected  weather  fluctuations.  Furthermore  the  clothing  item  in  the  RPI  has  risen  less 
rapidly  than  the  rest  of  the  index  (eg  1979  — All  items  +13.4  per  cent.  Clothing  & 
Footwear  +9.3  per  cent). 

What  often  happens  is  that  in  certain  ranges  the  retailer  purchases  part  UK  and  part 
foreign  where  the  UK  industry  is  not  large  enough  or  competitive  enough  to  support  the 
British  product.  It  has  been  estimated  that  attempts  to  raise  the  costs  of  imports  through 
quota  restrictions  or  a major  change  in  the  rules  on  origin  marking  would  force  the  retailer 
to  cease  this  practice  to  the  detriment  of  the  British  supplier. 

2.  Good  performance  in  relation  to  production  and  contractual  reliability  in  terms  of 
delivery  and  quality  standards 
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Many  companies  import  merchandise  from  high  cost  countries  because  of  the  bette 
quality  of  finish. 

3.  A more  comprehensive  product  range 

Goods  in  demand  by  consumers  may  not  be  manufactured  in  sufficient  volume  (or  at 
all)  in  Great  Britain. 

4.  Greater  volume  capacities 

Because  of  the  reduction  in  size  of  the  UK  textile  industry  it  is  now  difficult  to  obiain  i 
comparative  quotes  in  certain  areas  of  merchandise  in  high  volume  quantities. 

5.  A willingness  and  ability  to  agree  prices  on  long  term  contracts 

British  producers  are  unwilling  to  commit  themselves  to  long  term  fixed  price  contracts 
because  of  the  difficulty  of  forecasting  future  cost  trends. 

6.  A more  immediate  response  to  enquiries  for  merchandise 

Overseas  manufacturers  are  more  ready  to  undertake  sample  development  and  appear 
to  be  more  responsive  to  design  requirements.  For  example,  smocking  work  on  clothes 
can  no  longer  be  obtained  from  domestic  suppliers  because  of  cost. 

7.  Adequate  investment  in  sophisticated  machinery  and  techniques  which  lead  to  higher 
productivity 

A significant  factor  behind  the  price  advantage  enjoyed  by  imports  is  the  strength  of 
Sterling  which  both  encourages  imports  and  makes  exports  less  competitive.  High  interest 
rates  and  other  measures  make  investment  in  industry  less  attractive. 

National  and  International  Rules  and  Practices 

In  response  to  the  question  on  the  operation  and  effectiveness  of  national  and  inter- 
national rules  and  practices,  one  area  or  particular  concern  in  regard  to  the  MFA  is  that 
it  contributes  to  increasing  prices  for  children’s  wear.  This  effect  arises  because  overseas 
manufacturers,  limited  to  quotas  measured  in  units,  tend  to  manufacture  higher  value 
items  for  adults  rather  than  lower  priced  children’s  clothing. 

There  have  been  no  major  administrative  hindrances  over  the  present  regimes  which 
on  the  whole  work  smoothly  and  maintain  firm  control  over  quota  usage.  There  has  been 
no  undue  delay  in  customs  clearance  through  documentation  procedures,  no  undue 
invocation  of  Article  115  to  prevent  free  community  circulation  and  no  unreasonable  use 
of  the  MFA  basket  extractor  mechanism.  It  would  be  desirable  if  there  were  an  effective 
and  co-ordinated  trade  information  system  which  provides  up  to  date  information  details 
of  licensing  and  shipping  activity  against  quotas  or  self  limiting  agreements.  A current 
lack  of  this  facility  has  led  to  delays  in  clearing  shipments  during  critical  September  and 
October  periods  when  quotas  reach  their  ceilings  and  timing  problems  tend  to  cause 
breakdowns  in  information  between  importers  and  exporters. 

4 March  1980. 
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Mr  B Davidson  and  Miss  H Srencer 


Examination  of  witnesses 

Mr  Richard  Weir,  Director,  Mr  Philip  Carter,  Chairman  of  the  Consortium’s  non-food 
committee  (Managing  Director,  Littlewoods),  Mr  Geoffrey  Dyson,  a member  of  the 
Consortium's  imports  working  group  (an  independent  trader),  Mr  B Davison,  Foster 
Brothers  and  Miss  Heather  Spencer,  Executive  Assistant  to  Director,  of  The  Retail 
Consortium  called  in  and  examined. 


Chairman 

2011.  May  I welcome  the  representa- 
tives of  the  Retail  Consortium  to  this  public 
sitting  of  the  Select  Committee  on  Industry 
and  Trade.  May  I welcome  Mr  Carter,  the 
chairman  of  the  Consortium’s  non-food 
committee,  Mr  Richard  Weir,  director,  Mr 
Geoffrey  Dyson,  a member  of  the  Consor- 
tium’s imports  working  group,  Mr  B Davi- 
son of  Foster  Brothers  and  Miss  Heather 
Spencer,  executive  assistant  to  the  director. 
You  may  well  know  that  so  far  our  study 
has  been  concerning  imports  and  exports 
and  we  have  had  many  meetings  with  man- 
ufacturers. We  are  anxious  to  hear  from 
those  who  sell  to  the  consumer  here  at 
home  and  who  buy  from  manufacturers 
both  at  home  and  abroad.  So  we  are  partic- 
ularly anxious  to  hear  from  you  any  sug- 
gestions you  may  have  about  methods  to  be 
followed  in  reducing  imports  into  this  coun- 

Sl  and  improving  the  competitiveness  of 
nited  Kingdom  products  in  the  United 
Kingdom.  1 understand  that  the  Consor- 
tium represents  over  90  per  cent  of  British 
retailing.  Does  that  mean  that  it  covers 
everything  from  the  corner  shop  to  the 
national  chain  store? 

(Mr  Weir.)  The  Retail  Consortium  is  a 
federation  of  trade  associations.  Our  mem- 
bers are  entirely  retail  trade  associations 
and  their  membership  covers  the  vast 
majority  of  retailing  of  all  kinds  from  comer 
shop,  co-operative,  multiple  department 
stores,  mail  order  houses  — the  whole 
range  of  retailing. 

2012.  In  other  words,  it  covers  in  the 
United  Kingdom,  the  whole  range  from 
consumer  durables  at  one  end  to  the  imme- 
diate consumables  such  as  foodstuffs  at  the 
other  end? 

(Mr  Weir.)  That  is  correct. 

Mr  Emery 

2013.  Is  there,  in  the  10  per  cent  that  is 
missing,  any  section  which  one  ought  to 
note  or  be  told  about? 

(Mr  Weir.)  Because  retailers  are  often 
members  of  several  trade  associations,  1 
must  qualify  what  I am  going  to  say.  But 
there  are  two  (if  you  like;  significant  cate- 


gories of  retailers  which  are  not  members 
of  the  Retail  Consortium:  die  television 
rental  specialist  retailers  — although  one  of 
the  biggest  ones.  Radio  Rentals,  is  a mem- 
ber of  one  of  our  members,  British  Multiple 
Retailers  Association;  but  that  is  one  cate- 
gory which  we  do  not  directly  include  in 
our  membership.  The  other  (if  you  like) 
significant  category  which  we  do  not  include 
in  our  membership  are  the  mail  order  pub- 
lishers. That  would  include  Encyclopaedia 
Britannica,  Reader’s  Digest,  and  people 
like  this  who  sell  publications  by  advertise- 
ments in  newspapers.  But,  again,  W H 
Smith  Doubleday,  significant  mail  order 
publishers,  are  also  members  of  the  British 
Multiple  Retailers  Association,  which  is 
one  of  our  members. 

Mr  Maxwell-Hyslop 

2014.  Does  the  Co-op  belong  to  you, 
either  collectively  or  as  individual  societies? 

(Mr  Weir.)  Yes,  it  does.  It  is  one  of  our 
founder-members  and  has  been  an  active 
member  of  the  Retail  Consortium  ever 
since  its  original  foundation. 

Chairman 

2015.  Is  it  the  Co-operative  Wholesale 
Society,  as  such,  or  through  all  the  individ- 
ual Co-operative  stores  throughout  the 
country? 

(Mr  Weir.)  It  is  through  the  central 
organisation  of  the  Co-op  which  is  the  Co- 
operative Union. 

Mr  Mikardo 

2016.  Do  you  include  companies  who 
do  their  selling  through  door-to-door 
salesmen? 

(Mr  Weir.)  No,  we  do  not  include  any 
specific  category  of  retailer  who  sells  from 
door  to  door. 

Chairman 

2017.  May  I ask  you  a very  general 
question  and  out  of  it  will  arise  certainly 
two  supplementaries  and  it  is  perhaps  the 
keynote  of  the  whole  of  the  questions  we 
shall  be  asking  you  this  morning.  How  far 
are  the  interests  of  British  manufacturers 
and  those  of  British  retailers  compatible? 
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I Continued 


[Chairman  Contd.] 

(Mr  Carter.)  Perhaps  1 may  take  that 
question.  I think  that  if  we  look  at  it  histor- 
ically, if  we  have  (as  we  have  in  this  country) 
a highly  efficient  retail  organisation  — and 
I think  everybody  would  accept  that  — then 
hand  in  hand  with  that  you  must  have,  or 
should  have,  a highly-efticient  manufactur- 
ing organisation.  And  we  have  had  that  for 
many  years.  Therefore  the  interests  are 
common.  The  difficulty  that  we  have  been 
experiencing  as  you  know  — and  it  is  really 
the  subject  matter  that  we  are  discussing 
today  — is  the  degree  to  which  the  imports 
have  eaten  into  the  ability  of  the  home 
producers  to  continue  to  supply  the 
demands  of  the  consumer.  The  answer  to 
the  question  is  that  they  are  completely 
compatible.  But  the  detail  of  that  compat- 
ibility has  to  be  examined, 

Mr  Mikardo 

2018.  But,  surely,  the  retailer’s  interest 
and,  surely,  his  raison  d'etre — and  I do  not 
say  it  pejoratively;  that  is  why  he  is  there 

— is  to  sell  as  much  as  he  can  at  what 
appears  to  him  to  be  a reasonable  profit  and 
give  reasonably  good  value  as  far  as  he  can. 
That  is  the  proper  function  of  the  retailer. 
In  that  case,  if  there  is  a choice  between  an 
article  manufactured  at  home  and  an  article 
manufactured  abroad,  does  it  really  matter 
to  him  whether  it  is  manufactured  at  home 
or  abroad?  Is  he  not  going  to  go  for  the  one 
which  he  thinks  is  going  to  sell  better  for 
whatever  reason? 

(Mr  Carter.)  Certainly.  That  must  apply. 
It  really  depends  upon  the  degree  of  differ- 
ence. For  example,  it  is  very  much  easier 
(or  should  be  so)  to  control  the  purchase  of 
commodities  from  this  country.  Theoreti- 
cally, it  is  easier  to  send  somebody  to 
Leicester  to  buy  knitwear  than  to  send 
someone  to  Hong  Kong  to  buy  knitwear 

— if  things  are  equal. 

2019.  But  is  that  so  when  you  have  large 
importing  houses,  each  of  which  (at  least  in 
some  product  groups)  can  hold  as  much 
stock  as  a British  manufacturer  and  sell 
from  stock  in  the  same  way? 

(Mr  Carter.)  It  depends  whether  you  are 
differentiating  between  branded  houses 
and  unbranded  houses.  If  we  are  talking 
about  the  brand  house,  then  where  they 
actually  produce  is  up  to  the  brand  house. 
I am  talking  about  the  manufacturer  now. 
If  they  choose  to  produce  a particular  prod- 
uct from  four  different  countries,  including 
our  own,  then  so  be  it.  The  retailer  then  is 
purchasing  a brand  which  has  predeter- 


mined quality  standards  and  therefore  the 
source  of  the  production  is  immaterial  tn 
the  retailer.  But  where  it  is  a non-brand  or 
an  own  brand,  then,  obviously,  that  is  a 
specification  purchase  which  depends  then 
upon  the  quality  of  the  production  that  is 
available.  I say  that,  all  tilings  being  equal 
it  is  easier  to  buy  in  Leicester  than  it  is  m 
Hong  Kong. 

Mr  McNally 

2020.  To  take  Mr  Mikardo’s  argument 
to  the  extreme,  what  the  manufacture! 
might  describe  as  dumped  goods  might  to 
the  retailer  look  like  a bargain.  Surely,  that 
is  a conflict  of  interest? 

(Mr  Carter.)  Again,  I think  that  is  per- 
fectly true  but  we  are  representing  90  per 
cent  of  retailers  and,  in  the  main,  we  are 
not  talking  about  retailers  who  operate  on 
speculative  buying;  we  are  talking  about 
the  large  organisations  who  have  ranging 
philosophies  which  actually  span  over  IS 
months  to  two  years  and  which  need  very 
careful  organising  and  policing  and  you  can- 
not operate  on  a dumped-goods,  special- 
buy  operation  on  the  change  that  it  is  avail- 
able. You  are  really  dealing  with  specifi- 
cation buying,  irrespective  of  whether  that 
specification  is  completed  in  I-Iong  Kong, 
Taiwan,  America,  Germany  or  the  UK.  I 
am  not  suggesting  for  a moment  that  indi- 
vidual organisations  do  not  have  sectional 
buying  — 

Chairman 

2021.  Before  we  pursue  further  points 
on  the  general  point  that  I raised  could  we 
just  define  the  areas  of  concern.  Although 
you  say  that  the  main  area  of  concern  was 
clothing  and  textiles,  were  there  other 
problem  areas  identified  by  you?  Or  which 
can  be  identified? 

(Mr  Carter.)  Yes,  a very  wide  range  of 
merchandise  can  be  identified.  If  we  take 
the  large  area  of  white  goods,  refrigerators, 
washing  machines  and  things  of  this  nature, 
the  import  penetration,  I would  suggest, of 
that  type  of  merchandise  is  very  much  mote 
serious  than  clothing.  Merchandise  which 
is  possibly  produced  in  many  countries  and 
assembled  in  one,  with  the  various  constit- 
uent parts  of  the  merchandise  we  are  talking 
about.  There  are  many  areas  of  non-cloth- 
ing which  fall  into  that  category.  Take  the 
whole  of  the  electronics.  The  electronic 
industry  in  this  country  has  decreased  rap- 
idly over  the  years,  far  more  rapidly  than 
the  clothing  has  decreased,  for  the  simple 
reason  that  the  products  being  produced 
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outside  this  country  have  been  superior, 
better  styled,  better  priced  et  cetera. 

Mr  Maxwell-Hyslop 

2022.  Have  you  established  any  corre- 
lation between  the  rate  of  unemployment 
and  the  turnover  of  your  members?  Putting 
it  at  its  simplest,  there  is  generally  a reduc- 
tion in  expendable  income  (not  invariably 
but  generally)  when  somebody  goes  from 
being  employed  to  unemployed.  Inherent 
in  this  question,  how  far  are  the  interests  of 
British  manufacturers  and  those  of  British 
retailers  compatible:  if  the  answer  is  that 
they  are  entirely  compatible,  that  suggests 
that  there  is  no  correlation  between  an 
increase  in  unemployment  and  a decrease 
in  the  trading  profits  of  your  members.  On 
the  other  hand,  if  you  say  that  the  interests 
of  British  manufacturers  and  those  of  Brit- 
ish retailers  run  parallel,  then  you  are  sug- 
gesting a one-for-one  correlation.  Tf  neither 
of  those  is  the  true  picture,  have  you  estab- 
lished a model  which  relates  the  two  even 
broadly? 

(Mr  Carter.)  No,  we  have  not  established 
a model  but  I am  not  sure  that  the  premise 
is  right.  For  example,  if,  as  a result  of  a 
change  in  the  pattern  — if  we  may  just  take 
clothing  for  a moment  — in  the  actual  fash- 
ion trend  of  clothing,  for  whatever  reason, 

I would  suggest  that  over  the  years  there 
has  been  a move  towards  the  higher  priced, 
more  stylish  element  of  clothing  remaining 
in  this  country  as  opposed  to  the  basic  cloth- 
ing of  trousers,  shirts,  ladies’  wear  and  so 
on,  moving  abroad.  Therefore  the  compar- 
ison of  value  terms  is  extremely  difficult  to 
make  because  the  individual  manufacturers 
will  be  making  higher  priced  merchandise 
than  they  were  previously,  as  opposed  to 
the  import  element  which  is  the  lower 
priced  merchandise  albeit  of  a basic  nature. 
But  we  have  not  actual  figures  on  this.  We 
have  certain  statistics  which  are  produced 
by  the  various  Government  departments 
regarding  the  turnover  of  the  retail  and  the 
profitability  of  the  retail  and  the  gross  mar- 
gins of  retail  over  the  years;  but  no  rela- 
tionship has  been  taken  with  that  against 
the  reduction  of  employment  in  the  manu- 
facturing industry. 

2023.  So  you  cannot  in  fact  any  of  you 
— or  is  this  just  you,  personally  — give  us 
any  evidence  about  the  anticipated  profit- 
ability of  the  operations  which  you  repre- 
sent in  retailing  under  differing  conditions 
of  domestic  unemployment? 

(Mr  Weir.)  I wonder  if  I could  just  say  a 


word  about  that.  Although  unemployment 
is  increasing  in  this  country,  retail  demand 
at  constant  prices  has  continued  to  increase 
right  up  until  the  last  quarter,  despite 
increasing  unemployment.  I think  the  logic 
behind  the  question  is:  do  we  as  retailers 
have  any  concern  about  the  fact  that  if 
import  penetration  continues  we  will  lose 
our  customers  because  they  will  all,  in 
effect,  be  on  the  dole?  I think  that  in  simple 
terms  that  is  what  you  are  trying  to  say.  Mr 
Carter  asked  quite  properly,  is  your  prem« 
ise  correct?  — because  the  reason  why  peo- 
ple are  unemployed  at  the  present  moment 
is  because  British  industry  is  not  competing 
in  this  country  as  satisfactorily  with 
imported  merchandise  as  it  should.  Perhaps 
it  requires  a restructuring,  a shake-up,  in 
other  words,  in  British  industry  in  order  to 
enable  it  to  compete  in  the  future  more 
effectively.  I do  not  think  that  there  is  a 
painless  way  of  doing  this.  But  we  are  neu- 
tral agents  in  this  matter.  We  merely  reflect 
the  demand  of  our  customers.  Our  job  is  to 
satisfy  our  customers’  requirements.  If  we 
deliberately  distorted  whatever  economic 
policy — and  there  may  be  arguments  about 
that  — which  is  being  pursued  in  this  coun- 
try by  deliberately  swinging  over  and  trying 
to  distort  supply  and  demand  relationships, 
we  would  not  actually  be  doing  anything 
real  at  all,  and  we  might  be  adversely  influ- 
encing the  effect  of  real  economic  forces. 

Mr  Emery 

2024.  Ts  there  not  a dichotomy  here? 
— I understand  it;  I think  I am  the  only 
Minister  who  has  ever  borne  the  title  of 
Parliamentary  Secretary  for  Industry  and 
Consumer  Affairs.  Would  it  not  be  fair  tc 
say  that  your  loyalty  as  retailers  ought  tc 
be  to  your  consumers  rather  than  to  indus 
try;  and  providing  the  best  buy  for  your 
consumers  ought  to  be  the  principle  object 
in  considering  this  matter? 

(Mr  Weir.)  That,  of  course,  is  absolutely 
correct. 

2025.  Therefore  — and  this  leads  on 
from  that — in  so  doing  you  have  to  provide 
not  just  a single  section  of  merchandise  but 
a cross  section  of  merchandise.  In  doing 
that,  although  you  may  have  imported  mer- 
chandise, do  you  not  always  try  if  possible 
to  reflect  British  manufacturers  in  that  cross 
section? 

(Mr  Dyson.)  If  I may  come  in  here,  the 
way  I look  at  this  — and  I represent  the 
smaller  retailers;  I am  a new  member  in  this 
party.  We  have  a group  of  55  shops  retailing 
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in  the  North  and  Midlands,  retailing  in  fash- 
ion. Looking  back  on  this  to  the  early  stages 
when  we  first  imported,  say,  from  the  Far 
East,  the  price  gap  at  that  time  was  abso- 
lutely fantastic.  It  knocked  the  British  man- 
ufacturer for  six;  and  has  never  really 
recovered  since.  The  price  gap  at  the  pres- 
ent time  is  much  closer  between  the  price 
of  imports  and  UK  prices.  I am  saying  that 
we  here  at  this  table  would  much  prefer  to 
buy  more  British.  There  is  no  company 
trying  harder  than  mine  to  buy  British.  I 
would  suggest  that  a little  incentive/  invest- 
ment from  the  Government,  to  British 
manufacturers  is  what  is  required.  Having 
said  that  in  some  cases  the  UK  manufacture 
lacks  “get  up  and  go”.  The  main  problem 
is  that  of  price  and  low  level  of  production, 
and  is  deteriorating  monthly.  Month  by 
month  more  factories  in  the  North  are  clos- 
ing and  obviously  the  level  of  production  is 
diminishing  quickly.  Hence  they  cannot 
compete  on  price. 


better  service  than  the  larger  ones.  Some 
have  given  up  the  ghost  completely. 

2029 .  What  do  you  suggest  the  Govern- 
ment should  do? 

(Mr  Dyson.)  I am  suggesting  --  and  this 
is  only  my  point  of  view;  I have  not  dis-  v 
cussed  this  with  my  colleagues.  I take  it  that 
this  is  an  open  meeting,  that  I can  say  I 
exactly  what  I feel.  I have  come  down  from  1 
Nottingham  so  that  I might  as  well  say  it  i 
— that  the  rate  of  unemployment  is  firing 
quickly.  No  matter  how  imports  come  in, 
it  there  is  no  money  there  to  buy  them,  the 
business  is  not  there.  What  I am  saying  is 
that  we  have  these  people  on  the  streets, 
we  are  paying  them  unemployment  and 
social  security  — okay , I can  see  that — but 
some  of  these  people  are  experts  in  their 
particular  profession.  At  one  time  the  tex- 
tile industry  in  the  UK  used  to  be  number 
one.  We  were  the  world’s  leaders.  Why  not 
subsidise  these  factories  and  — 


2026.  I did  put  the  point  and  you  have 
not  actually  answered  it.  Do  you  not,  in 
trying  to  give  a spread  of  merchandise,  do 
whatever  you  can  to  assist  British  manufac- 
turers in  order  that,  if  it  is  in  any  wav 
possible,  you  can  have  British  goods  as  well 
ts  imported  goods  on  the  shelf? 

(Mr  Dyson.)  We  certainly  do  that.  As 
he  chairman  here  said,  I would  much  pre- 
fer to  buy  British  than  to  import  — for 
many  reasons.  One  is  that  if  you  import  as 
a retailer  you  are  taking  a gamble,  and 
especially  in  my  profession,  as  a fashion 
specialist.  You  go  to  wherever  you  buy 
from  abroad  and  put  down  an  order  which 
may  not  be  delivered  for  five  or  six  months. 
By  that  time,  the  fashion  may  have  disap- 
peared. Therefore,  in  addition,  you  are 
paying  for  the  goods  long  before  you  get 
them.  Therefore  it  is  an  advantage  for  a 
retailer  in  this  country  to  buy  British. 


Chairman 

2027.  May  I intervene  to  seek  clarifi- 
cation of  a phrase  used  by  Mr  Dyson.  He 
said  they  should  have  a little  encourage- 
ment from  the  British  Government. 

(Mr  Dyson.)  I feel  so,  yes. 

2028.  Would  you  try  to  define  what  you 
mean  by  that  phrase? 

(Mr  Dyson.)  I feel  that  some  investment 
by  the  Government  would  stimulate  some 
action  from  some  of  our  manufacturers.  I 
find  that  the  smaller  manufacturers  give  a 


2030.  Could  you  just  define  for  me 
exactly  what  you  suggest  the  Government 
should  do? 

(Mr  Dyson.)  I was  just  coming  to  that 
point.  I am  sorry  if  I appear  to  be  going 
around  the  houses.  I would  say  this.  Can  j 
we  not  find  work  for  the  many  skilled  textile  | 
workers  by  reopening  factories.  By  the 
Government,  putting  some  injection  into 
these  factories  and  at  least  subsidise  them 
rather  than  leaving  them  on  the  dole  or 
paying  them  social  security  and  let  us  pro- 
duce once  again  in  volume,  this  will  give  our 
salesmen  something  to  sell  at  a competitive 
price  to  compete  with  home  and  foreign 
markets.  If  we  are  not  careful  we  are  going 
to  be  in  a position  as  the  Japanese  with 
motorbikes  as  in  the  60s.  Not  counting  the 
car  industry  I personally  would  like  to  see 
English  textiles  rise  again.  We  used  to  be 
the  finest  but  we  are  now  in  a position 
where  imports  from  the  East,  etc,  are 
almost  commanding  the  bulk  of  our  mar- 
kets and  to  be  fair,  at  a very  competitive 
price. 


Mr  Crowther 

2031.  What  you  are  saying  is  that  you 
prefer  to  see  tne  Government  spending 
money  on  keeping  factories  open  and  keep- 
ing people  at  work  instead  of  paying  them 
to  be  out  of  work? 

(Mr  Dyson.)  Exactly. 

2032.  A lot  of  people  would  agree  with 
you  on  that,  too. 
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(Mr  Dyson. ) I think  that  this  wants  some  demand  of  British  manufactures  the  type  of 
serious  consideration  because  many  people  long-term  run  and  spec  in  the  way  I think 
that  are  — I will  not  say,  “on  the  dole”  — that  Marks  and  Spencer  have  done  (using 
being  subsidised,  drawing  social  security,  a name  particularly)  in  order  to  encourage 
do  not  really  enjoy  this  at  all.  What  they  British  manufactures  and  in  order  therefore 
really  want  is  work.  Some  of  these  people  to  be  able  to  get  the  product  of  the  British 
are  craftsmen.  After  all,  there  is  nobody  manufacturer  to  compete  against  the  for- 
coming  on.  When  these  people  finish,  there  eign  imported  goods? 
is  nobody  to  replace  them.  Finally  as  years  (Mr  Dyson.)  We  certainly  do. 

go  by,  we  shall  have  nothing  left  at  all;  we  (Mr  Carter.)  I think  that  as  far  as  the 

shall  simply  be  an  importing  country.  larger  organisations  are  concerned  who  are 

possibly  the  major  specification  buyers  — 
Mr  Emery  you  will  appreciate  that  the  smaller  retailers 

2033.  I think  you  were  going  to  say  cannot  really  be  specification  buyers.  The 

something,  Mr  Carter.  larger  organisations,  through  the  joint  tex- 

( Mr  Carter.)  X wonder  if  I might  come  tile  committee  (and  peThaps  we  will  talk 
back  to  the  ciuestion  that  was  asked.  We  about  that  in  a moment)  have  set  up  a 
help  the  British  manufacturer,  but  I would  particular  committee  to  study  the  interface 
like  to  say  specifically  how  it  is  done  because  between  manufacturing  and  retailing.  As  a 
this  is  rather  important.  Importing  is  a fact  result  of  that,  we  have  actually  managed  to 
of  life.  You  cannot  stop  importing  over-  obtain  the  services  of  approximately  25  of 
night.  We  are  an  exporting  country  and  the  the  largest  retailers  who  represent  more 
balance  of  trade  is  that  way.  But,  as  far  as  than  50  per  cent  of  the  turnover;  so  that  it 
retail  is  concerned,  and  we  are  not  now  is  quite  a significant  section  of  the  retailing 
(with  the  greatest  of  respect)  talking  about  industry.  Within  those  25  retailers,  the 
the  high  fashion  element  with  short  runs  majority  will  be  specification  buyers,  so  that 
but  talking  about  the  basic  commodities  we  are  talking  about  a bulk  situation.  The 
which  are  long-run  commodities  over  a specification  buyers  there,  in  the  main  — 
period  of  years  with  minor  changes  to  them  and  perhaps  I should  only  quote  my  com- 
and  therefore  full  production  cycles.  We  pany;  it  is  perhaps  unfair  to  others  — the 
have  in  retail  a marrying  exercise,  which  is  British  manufactures  are  part  of  our  organ- 
a percentage  of  imports  related  to  a per-  isation.  The  point  was  made  before  — a 
centage  of  UK  production.  This  in  fact  over  point  I happen  to  disagree  with  — that  we 
the  years  has  supported  the  UK  production,  are  only  there  to  purchase  the  best  thing  for 
If  I may  take  my  company,  which  is  reason-  the  consumer.  I think  that  basically  that 
ably  large  and  therefore  has  a fairly  large  cannot  be  argued  with  but  allied  to  it,  it  can 
throughput  of  clothing,  we  have  the  major-  only  be  the  best  thing  for  the  consumer  if 
ity  of  our  imported  lines  — the  vast  major-  you  have  the  production  available  to  sup- 
ity.  I should  hasten  to  add  — with  UK  port.  There  is  no  point  in  buying  the  best 
support.  It  may  be  a 40/60  or  60/40,  what-  things  for  the  consumer  if  the  demand  is  for 
ever.  One  of  the  difficulties  facing  us  at  the  1,000  and  you  can  only  buy  150.  That  is  a 
moment  — and  Mr  Dyson  touched  on  this  nonsense.  So,  from  the  point  of  view  of 
— is  that  as  the  differential  changes  and  support,  the  UK  suppliers  are  actually 
reduces  in  the  cost,  then  it  becomes  for  the  brought  into  the  exercise  of  merchandising, 
retailer  a more  difficult  problem  in  terms  of  Let  me  give  you  a very  simple  example, 
the  percentage,  particularly  in  times  of  eco-  Part  of  our  organisation  is  involved  with 
nomic  recession  when  profit  margins  are  mail  order.  Mail  order  is  a peculiar  business 
reducing.  If  you  have  a differential,  say  we  in  that  you  get  an  immediate  demand  to  a 
say,  of  50  per  cent  between  your  UK  price  catalogue  going  out  to  a multiplicity  of  peo- 
and  your  Hong  Kong  price  and  therefore  pie  and  therefore  you  immediately  get  your 
you  are  buying  on  a 50/50  basis,  you  will  sales  reaction  which  tells  you  that  Line  1 is 
have  a marrying  price  at  which  you  will  bad,  Line  2 is  particularly  good,  and  Line 
produce  a selling  price,  but  as  that  differ-  3 is  an  absolute  winner.  The  absolute  win- 
ential  reduces  down  to  20  per  cent,  unless  ner  you  have  to  support.  You  could  not 
you  increase  your  imported  content,  then  possibly  buy  the  quantity  for  the  winner 
your  overall  profitability  is  imperilled.  You  before  you  send  out  the  catalogue;  so  that 
see  the  difficulty.  you  need  an  immediate  response.  The  sup- 

pliers are  called  in.  In  fact,  they  know  the 

2034.  In  dealing  with  specifications,  do  dates  as  much  as  we  do.  The  dates  _we 
you  go  out  of  your  way  to  demand  or  try  to  receive  the  information  from  our  selling 
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outlets,  the  suppliers  are  actually  in  the 
business  with  the  merchandise  teams  look- 
ing at  the  figures.  They  know  as  soon  as  we 
do  the  requirements  of  individual  lines.  The 
roblem  then  is  that  of  can  they  support  it, 
ave  they  the  quantity,  have  they  the  back- 
up materials,  all  that  sort  of  thing.  So,  the 
answer  to  the  question  is.  Yes;  they  are 
given  the  facilities. 

(Mr  Davison.)  My  company  likewise  is  a 
fairly  large  organisation.  We  certainly 
operate  on  the  same  system.  Although  we 
are  not  doing  mail  order  we  have  perhaps 
a commitment  to  long  runs  for  everything 
and  it  is  very  difficult  for  us  to  have  to 
respond  to  the  demand  in  the  same  way  as 
Mr  Carter’s  organisation.  Here  is  one  of 
the  benefits  that  we  find  very  often  with 
imported  merchandise,  that  manufacturers 
abroad  are  very  often  more  willing  to  com- 
mit themselves  to  a price  structure,  a long- 
term price  structure,  than  are  British  man- 
ufacturers because  they  are  perhaps  not 
involved  with  the  volatility  of  wage 
demands  that  we  may  have  in  the  UK. 
Therefore,  they  are  willing  to  place  a con- 
tract which  may  go  on  for  15  months.  If  you 
are  buying  in  reasonably  large  quantities 
you  have  to  place  contracts  for  a very  long 
time  and  our  lead  times  very  often  go  well 
over  a year  before  delivery  because,  by  the 
time  you  have  dealt  with  specification, 
fibre,  all  the  rest  of  the  component  parts  of 
a garment,  and  you  are  assuring  yourself  of 
the  supply  that  you  believe  you  will  need, 
you  need  a long-term  commitment  from 
them.  This  is  one  of  the  areas  where  unfor- 
tunately there  is  a situation  where,  very 
often,  the  supplier  from  abroad  can  make 
a better  commitment  than  a British 
supplier. 

2035.  This  question  really  comes  back 
to  the  customer  again.  It  has  been  given  in 
evidence  to  us  on  different  matters  that 
other  nations  are  more  xenophobic  about 
buying  — the  French  particularly  about 
wanting  to  buy  French.  Do  you  have  any- 
thing that  you  want  to  say  about  the  British 
customer  wanting  or  not  wanting  to  buy 
British-produced  goods  and  anything  that 
would  be  of  relevance  as  far  as  that  is 
concerned? 

(Mr  Carter.)  This  is  a very  large  subject 
at  the  moment  under  the  origin  marking 
discussion  that  is  taking  place.  We  pro- 
duced some  figures.  I think  members  of  one 
of  the  departments  came  to  some  of  the 
major  retailers  asking  for  factual  infor- 
mation on  the  customer  rejection  of 


imported  merchandise  against  UK  me- 
chandisc.  Some  of  the  larger  organisations 
particularly  — and  again  I am  not  moving 
to  mail  order  all  the  time;  but  the  beauty  of 
mail  order  in  many  respects  is  that  you  have 
records  of  customer  returns  far  more  accu 
rately  than  do  stores.  A store  receives  a 
dress  back  and  providing  it  is  all  right  it 
will  go  back  on  the  rail  or  whatever  and  it 
is  not  necessarily  recorded.  But  in  mail 
order,  it  is  a costly  exercise  to  receive  mer- 
chandise so  that  we  have  very  clear  statis- 
tics. Taking  out  the  element  of  fashion 
which  is  always  extremely  difficult  and  hi 
the  main  produced  in  this  country,  the 
returns  oil  imported  merchandise’  are 
slightly  less  than  the  returns  on  the  UK 
merchandise.  Again,  I would  not  wish  to 
expand  that  too  much  at  this  stage  because 
we  would  have  to  go  into  the  statistics  of 
the  individual  sections.  For  example, 
returns  on  audio  and  electronics  is  practi- 
cally nil  and  that  is  all  imported,  therefore 
one  could  say  it  may  be  practically  nil  if  it  i 
were  all  UK  so  you  take  it  out  of  the  statis- 
tics. The  pure  statistics  at  the  moment  arc 
that  the  imports  are  slightly  less. 

Mr  Maxwell-Hyslop 

2036.  Mr  Davison  referred  to  a lead 
time  of  sometimes  a year  in  ordering  and 
then  wanting  a contract  of  15  months.  Is  it 
the  invariable  practice  to  specify  the  con- 
tract price  in  sterling  if  you  are,  say,  buying 
from  Hong  Kong? 

(Mr  Davison.)  It  depends  on  what  you 
have  been  doing.  Normally  in  Hong  Kong, 
we  buy  in  Hong  Kong  dollars  and  not  ster- 
ling. I think  there  is  now  a situation  with 
sterling  going  stronger  that  there  may  be  an 
inclination  for  exporting  countries  to  us  to 
want  to  buy  in  sterling  but  traditionally  they 
want  contracts  in  their  own  currency 
because  they  felt  more  secure  about  it.  It 
does  take  a long  time  for  a change  in  the 
strength  of  sterling  to  have  some  effect. 

2037.  Is  a large  buyer  in  this  country 
prepared  to  carry  the  foreign  exchange 
risk? 

(Mr  Davison.)  We  have  to.  We  vary:  my 
company  traditionally  has  not  covered  for- 
ward; other  companies  do.  We  have  tended 
to  stay  with  the  currency  and  say  that  we 
are  a trader  at  that  sum  and  buy  at  cash 
prices.  But  that  is  an  individual  derision, 

(Mr  Dyson.)  This  is  part  of  the  gamble 
one  takes  when  one  buys  abroad. 

Mr  McNally 

2038.  One  of  the  weaknesses  that  has 
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been  spotted  by  the  sector  working  party  is 
[hat  this  is  a question  of  design  as  far  as 
British  goods  are  concerned.  Do  the  retail- 
ers take  any  responsibility  at  all  in  encour- 
agement of  training  of  designers  or  do  you 
see  that  as  purely  a matter  Tor  industry? 

(Mr  Carter.)  In  the  clothing  area  the 
majority  of  the  larger  retailers  have  design 
teams.  Their  buying  teams  probably  include 
designers.  Marks  and  Spencer  was  quoted 
recently.  People  like  Marks  and  Spencer 
and  ourselves  and  so  on  have  qualified  staff 
who  are  purely  designers  and  help  the  selec- 
tors of  the  merchandise  in  the  actual  design 
of  the  merchandise.  Of  course,  the  design 
works  two  ways.  First  of  all,  the  design  of 
the  clothing  itself  for  its  ultimate  use  and 
secondly  the  design  of  the  clothing  produc- 
tion. Both  those  factors  have  to  be  brought 
together  at  some  stage  if  you  are  talking 
about  bulk.  As  far  as  the  production  of 
designers  in  the  country,  I think  it  is  faiT  to 
say  that  a large  number  of  retailers  actually 
make  contributions  to  the  design  schools 
and  colleges.  We  actually  go  back  to  the 
colleges  and  make  contributions,  money- 
wise,  to  those  colleges  to  produce  people. 
We  need  them  as  much  as  the  manufactur- 
ers need  them. 

(Mr  Davison.)  We  do  our  own  designs 
rather  than  rely  on  the  manufacturer  to  do 
them.  When  we  are  planning  a range  we 
will  design  that  range  and  go  to  a manufac- 
turer with  it  and  say:  “This  is  what  we  want 
you  to  produce.”  Our  people  decide  what 
they  want.  It  is  not  a matter  of  waiting  for 
the  manufacturer  to  come  to  you,  necessar- 
ily with  a design.  You  are  planning  your 
own  merchandise  rather  than  letting  them 
plan  it  for  you.  Can  I just  go  back  on  to  one 
point  on  the  country  of  origin  situation  and 
the  question  about  the  British  consumer? 
Most  of  the  big  companies  sell  under  their 
own  brand  name.  Every  product  virtually 
within  our  shops  sells  under  our  own  brand 
name.  If  it  is  produced  outside  the  UK  then 
it  is  clearly  stated  on  the  label  that  it  is 

roduced  outside  the  UK.  So  the  consumer 

as  got  that  moment  of  choice.  There  will 
always  be  a similar  type  of  garment  pro- 
duced in  the  UK  available  for  them  to  select 
so  that  they  are  in  a position  of  deciding  for 
themselves  which  they  would  prefer  to 
have. 


Mr  Maxwell-Hyslop 

2039.  Is  there  any  noticeable  prefer- 
ence where  the  price  is  similar  for  the  home- 
produced  as  opposed  to  the  imported  or  is 


that  regarded  as  irrelevant  by  the 
consumer? 

(Mr  Davison.)  I think  that  is  the 
situation. 

(Mr  Carter.)  May  I go  back  to  the  point 
about  subsiding  one  with  the  other?  On  a 
specification  buy,  you  have  the  same  gar- 
ment whether  it  is  from  Hong  Kong,  Tai- 
wan or  the  UK.  It  is  on  the  counter  in  the 
store  merely  with  a label  differentiating  the 
source;  so  as  far  as  the  individual  customer 
is  concerned  they,  at  that  stage,  can  make 
their  choice;  but  it  is  irrelevant.  I must  say 
that. 

Mr  Mikardo 

2040.  What  about  the  mail  order  cata- 
logue where  the  customer  does  not  see  the 
label?  Do  you  in  the  catalogue  specify  the 
origin? 

(Mr  Carter.)  No.  We  do  not  specify  the 
origin  of  each  item  unless  we  think  it  is  a 
selling  point — for  example , knitwear  from 
Italy  or  shoes  or  whatever  having  a certain 
cachet  to  it  as  far  as  the  customer  is  con- 
cerned. The  customer  has  14  days  in  which 
to  inspect  the  merchandise  before  paying 
for  it.  If  they  are  not  happy  with  it,  they 
can  return  it.  But  we  do  not  get  returns  on 
the  basis  of  it  being  foreign  merchandise. 

2041.  As  a supplementary  to  Mr  Max- 
well-Hyslop’s  last  question , and  all  that  you 
have  been  telling  us  about  the  balance 
between  home  goods  and  imported  goods, 
to  what  extent  has  that  been  affected  in 
these  last  couple  of  years  by  the  rise  in  the 
exchange  rate  of  the  pound? 

(Mr  Carter.)  The  statistics  that  we  have 
show  that  the  effect  of  the  sterling  increase 
has  not  really  affected  the  import  penetra- 
tion. I think  perhaps  one  major  reason, 
which  we  partially  explain  in  our  booklet, 
is  that  when  the  economic  situation  is  dif- 
ficult and  the  import  content  is  enabling 
you  to  keep  your  prices  lower,  then  there 
is  likely  to  be  an  increase  in  the  import 
content,  within  the  confines  of  the  MFA 
and  the  quota  restrictions. 

Mr  Carlisle 

2042.  Many  firms  that  we  have  dis- 
cussed who  produced  say  that  it  is  so  easy 
to  import  into  this  country  because  we  have 
such  a streamlined  retail  business  and  so 
few  selling  centres  and  therefore  an 
importer  into  this  country,  in  fact,  a few 
people  can  sell  to  most  of  the  market  and 
these  conditions  do  not  occur  in  other  coun- 
tries and  therefore  our  exporters  are  at  a 
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disadvantage.  Do  you  think  there  is  truth  contacts  through  the  retailer.  In  my  own 
in  that?  personal  experience  over  X number  of 

(Mr  Carter.)  I think  the  efficiency  of  the  years,  I would  suggest  that  the  greatest 

retail  and  distribution  in  this  country  cer-  difficulty  facing  the  manufacturer  here  has 

tainly  makes  it  simpler  for  everybody  been  the  structure  of  the  manufacture 

including  the  home  producers  to  obtain  industry  related  to  the  retailer  with  the 

orders  and  distribute.  In  this  country,  yes,  wholesaler  interposed,  whereby  over  the 

I think  that  is  absolutely  light.  But  I would  years,  as  we  know,  the  selling  agent  for  the 

like  to  point  out  one  thing.  The  major  manufacturer  really  has  been  the  whole- 

retailers  are  actually  importers  themselves,  saler.  With  the  emergence  X years  ago  ol 

The  larger  importers,  I think  you  will  find  the  larger  retailers  who  then  eliminated  the 

statistically,  actually  import  less  — I do  not  wholesaler  and  worked  directly  with  the 

mean  manufacturers  now,  I mean  importers  manufacturer,  the  manufacturer  then  had 

— than  the  major  retailers  who  import  a much  better  appreciation  of  what  was 

themselves  directly.  required  in  the  market.  But  with  respect  to 

(Mr  Dyson.)  Can  I go  back  to  yourques-  our  manufacturers,  I think  quite  a few  of 
tion  on  the  design.  It  is  definitely  the  retail-  them , a large  number  of  them  — and  they 
ers  who  submit  the  design  to  the  manufac-  are  still  very  fragmented  as  you  know  -- 
turers;  always  in  that  context.  are  still  working  on  the  basis  that  there  is 

somehow  a gap  between  the  retailer  and 
Mr  Crowther  himself  and  the  consumer.  And  therefore 

2043.  Arc  retailers  influenced  by  the  it  takes  time  for  this  to  become  real  in  the 
fact  (if  it  be  a fact)  that  a complaint  from  a terms  that  they  should  be  knocking  on  the 
customer  can  be  dealt  with  more  easily  in  door  of  the  retailer  asking  to  supply  him  if 
the  case  of  British-made  goods  than  in  the  they  are  not  already  doing  so. 

case  of  imported  goods? 

(Mr  Dyson.)  It  is  company  policy.  My  2047.  So  you  see  the  main  failure  as  one 
company  deals  with  them  equally , the  of  marketing  as  opposed  to  production? 

same.  No  difference  whatsoever.  If  it  is  a (Mr  Carter.)  I think  marketing  to  star! 
fair  complaint,  we  change  immediately  with  because  your  production  really  stems  | 
without  a question.  from  the  marketing.  As  has  been  explained  j 

round  the  table  here  many  times,  the  major  | 

2044.  Is  it  more  difficult  to  take  up  the  retailers  are  involved  in  the  design  of  their 

matter  with  the  manufacturer  if  it  is  a for-  merchandise,  the  ranging  of  their  merchan- 
eign  manufacturer  than  if  it  is  a British  dise  and  then  the  production.  And  the  pro-  j 
manufacturer?  duction  is  something  that  you  buy.  Yon  buy  | 

(Mr  Dyson.)  In  many  cases,  we  accept  production  and  the  fact  that  you  buy  it  from 
the  loss.  Supplier  1,  2,  3 or  4,  providing  the  produc- 

tion is  to  standard,  is  almost  immaterial, 

2045.  And  this  does  not  influence  your  within  reason.  Therefore  that  really  is  a 

decision  at  all?  problem  as  far  as  the  manufacture  is 

(Mr  Dyson.)  Not  at  all.  concerned. 


Mr  Carlisle  2048.  What  is  your  attitude  to  a sector 

2046.  You  say  in  your  paper  that  our  of  industry  which  suddenly  finds  itself  in 

inquiry  deals  more  with  the  problems  and  difficulty  and  is  calling  for  import  control? 

difficulties  facing  industry  ana  it  would  per-  Have  you  any  sympathy? 

haps  be  more  constructive  to  concentrate  (Mr  Carter.)  I think  we  have  sympathy, 
on  the  positive  aspects,  that  it  would  be  certainly;  but  our  immediate  reaction  to  it 
more  progressive.  Can  you  tell  us  what  in  would  be:  What  has  happened  to  that  par- 

your  view,  as  retailers,  are  the  strengths  of  ticular  industry  over  a period  of  time  that 

UK  manufacturing  industry?  Perhaps  you  has  put  them  in  the  position  where  they 
could  state  the  major  strengths  and  major  need  to  call  for  import  controls?  If  we  may 
weaknesses.  produce  an  example  you  are  all  familiar 

(Mr  Carter.)  I think  that  as  far  as  major  with  — the  jeans  industry  in  this  country, 
strengths  is  concerned,  they  should  be  far  The  jeans, asagarment, has  ruled  theworw 
more  familiar  with  the  market,  the  actual  now  for  the  last  10  to  15  years.  Historically, 
market  place  itself.  Whilst  the  majority  of  it  was  a work  garment  and  now  it  is  a semi- 
non-branded  manufacturers  have  no  direct  fashion  cum  work  garment.  We  had  a very 
contact  with  the  consumer,  they  have  the  flourishing  industry  in  this  country.  Wears 
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all  aware  of  the  organisations  that  used  to 
provide  this  type  of  merchandise  for  the 
public  sector.  Now,  all  of  that  has  been  lost 
primarily  because  of  lack  — in  the  early 
days — of  investment  in  the  type  of  machin- 
ery that  was  necessary  for  this  type  of  mer- 
chandise and  also,  I think,  a lack  of  knowl- 
edge of  the  marketing  moves  that  were 
taking  place  in  this  commodity.  In  fact,  it 
was  becoming  a fashion  garment, 

2049.  If  in  a case  like  this  the  Govern- 
ment called  for  action  to  put  a control  on, 
would  you  support  the  Government  or  not? 

(Mr  Carter.)  I can  only  refer  back  to  the 
last  time  the  Government  put  a restriction 
on  imports,  on  the  basis  of  an  import  sub- 
sidy. You  will  remember  this,  possibly  10- 
odd  years  ago,  when  I think  a percentage 
(whatever  the  percentage  was)  was  applied 
to  imports  as  a deposit  for  a period  of  six 
months.  It  was  not  a question  of  whether 
we  agreed  or  not;  it  haa  to  be  done. 

2050.  Yes,Iknow,butIamaskingyou 
whether  you  would  agree  or  not? 

(Mr  Carter.)  We  would  only  disagree  on 
the  basis  that  it  would  increase  the  price  to 
the  consumer.  If  it  increases  the  price  to 
the  consumer  it  will  reduce  the  number  of 
units  sold;  reducing  the  number  sold  will 
unfortunately  have  repercussions  for  the 
UK  product,  as  I have  already  explained, 
as  a result  of  the  need  to  balance  prices. 

Mr  Foster 

2051.  Can  I ask  a supplementary  on  one 
of  the  questions  that  Mr  Carlisle  asked  ear- 
lier on , the  effect  of  the  very  well  developed 
distribution  system  that  we  have  here  as 
compared  with  many  other  countries.  Is  it 
not  the  case  that  the  customer  has  become 
so  identified  with  the  brand  names  of  the 
large  retailers  that  they  accept  that  as  a 
guarantee  of  quality  rather  than  the  country 
of  origin?  And  would  this  be  very  different 
in  other  countries? 

(Mr  Carter.)  I think  the  first  part  of  your 
question  is  absolutely  accurate.  That  is  the 
object  of  large  retailers  with  brand  names: 
to  say  that  the  quality  is  identified  with 
them.  If  I may  throw  it  back  to  a question 
I was  asked  about  standards,  about  the 
difficulty  of  returning  goods  and  so  on,  it  is 
the  retailer  who  takes  the  full  responsibility 
for  the  quality  of  those  goods.  Negotiations 
that  are  necessary  with  foreign  producers 
as  opposed  to  UK  producers  is  something 
which  takes  place  outside  the  arena  of  the 
relationship  with  the  consumer.  I missed 
the  second  part  of  the  question. 


2052.  Is  this  not  different  in  other  coun- 
tries, the  identification  with  your  brand 
name?  You  are  in  a very  powerful  position 
both  as  a marketer  and  with  an  effect  upon 
the  producer.  Is  this  very  different  in  other 
countries? 

(Mr  Carter.)  It  is  only  partially  different. 
To  take  Germany,  for  example,  the  Quelles 
and  Neckermans  of  this  world  have  brand 
names  equally  as  important  as  we  have  in 
this  country.  And  so  in  France.  I do  not 
think,  for  the  size  of  the  community,  that 
any  of  these  countries  (with  the  possible 
exception  of  Germany)  has  the  same  den- 
sity of  retailing  that  the  UK  has  or  the  same 
density  of  large  identifiable  chains.  There- 
fore, I think  it  is  partially  right  what  you  are 
saying  but  there  are  examples  in  other 
countries  which  are  exactly  the  same  as 
ours. 

(Mr  Davison.)  It  may  not  necessarily, 
with  a brand  name,  be  only  the  retailer.  In 
America  you  have  a situation  where  there 
are  a lot  of  brand  names  that  are  doing  the 
same  thing  as  we  would  — direct  importing 
— and  it  is  sold  on  the  brand  name  wherever 
it  comes  in  the  same  way  as  the  British 
manufacturers  now  importing  merchan- 
dise. Could  I take  up  one  of  Mr  Carter’s 
points  about  jeans,  the  jeans  situation?  We 
are  trying  to  help  manufacturing.  My  own 
company,  for  instance,  has  recently  com- 
pleted an  additional  expansion  to  our  man- 
ufacturing units.  We  produce  about  15  per 
cent  of  the  merchandise  that  we  sell  within 
our  own  manufacturing  operation.  We  are 
able,  through  these  organisations,  to  com- 
pete very  successfully  with  imports  or  with 
imported  merchandise.  We  have  only  gone 
as  far  as  15  per  cent  because  we  believe  that 
that  is  as  tar  as  we  should  be  in  having 
manufacturing  control  on  the  retail  side.  It 
is  certainly  possible  if  a manufacturer 
organises  himself  to  compete  as  a number 
of  our  suppliers  do  with  imported 
merchandise. 

Mr  Crowther 

2053.  Are  you  manufacturing  only  for 
your  own  retail  outlets? 

(Mr  Davison.)  Only  for  our  own. 

2054.  Are  you  contemplating  manufac- 
turing tor  export? 

(Mr  Davison .)  No,  we  are  not.  I think 
that  is  because  we  believe  we  are  a retailer 
and  not  basically  a manufacturer.  The  man- 
ufacture is  ancillary  to  it.  We  have  not  cut 
it  back,  we  have  expanded  our  manufactur- 
ing base.  That  is  a company  derision  and  I 
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know  it  is  different  from  a lot  of  other 

companies;  but  primarily  that  has  come 

from  the  fact  that  I am  basically  in  men’s 

clothing. 

Mr  Mikardo 

2055.  Is  there  a basic  pattern  going  on 
opposite  to  what  you  are  saying?  A lot  of 
manufacturers  are  dropping  out  of  manu- 
facturing and  becoming  importers  and  trad- 
ers and  retailers. 

(Mr  Davison.)  There  is  a reason,  I feel, 
for  a lot  of  that  and  it  is  mainly  I think  in 
the  men’s  clothing  area  that  you  are  talking 
about  rather  than  in  other  areas.  It  is  basi- 
cally that  those  factories  were  primarily 
designed  for  made-to-measure  garments 
and  the  made-to-measure  market  has  been 
substantially  eroded  by  readymades.  They 
have  found  a great  deal  of  difficulty  in  get- 
ting their  workforce  to  agree  to  the  change 
in  working  patterns  that  are  necessary  to 
make  readymade  — the  restructuring  of 
piecework  rates.  We,  in  one  of  our  factories 
in  Yorkshire  when  we  closed  it  down  as  a 
bespoke  plant  and  tried  to  change  it  to 
readymade,  had  a total  lack  of  co-operation 
from  our  workforce  and  we  decided  to  close 
it  down.  But,  within  about  three  weeks,  we 
re-opened  it  with  the  same  workforce  with 
a reconstituted  system  and  they  have  since 
then  been  able  to  compete  very  successfully 
with  merchandise  that  we  would  have  been 
able  to  buy  from  any  source  whatsoever.  I 
believe  in  a lot  of  the  records  you  see  of 
plants  closing  down,  a lot  of  the  problem  is 
this  fact  that  the  companies  concerned  have 
been  unable  to  get  their  unit  labour  costs 
into  line  with  what  should  be  the  case.  That 
is  a common  problem  in  British  industry, 
the  unit  labour  cost.  Why  we  should  have 
been  successful  when  others  have  not,  I do 
not  know.  But  we  are  very  happy  with  our 
manufacturing  plants  and  they  produce 
what  we  require  from  them  and  continue  to 
be  fairly  successful. 

Mr  Crowther 

2056.  Can  I put  a question  which  fol- 
lows from  this  but  in  rather  more  general 
terms?  Where  a large  retail  company  is 
placing  an  order  with  manufacturers  to  its 
own  specification  and  has  done  its  own 
design  and  everything  else,  is  it  taking  into 
account  at  this  point  the  export  potential  of 
the  item  of  goods  which  it  is  ordering  or  is 
it  solely  concerned  with  its  own  retail  sales 
in  Britain? 

(Mr  Davison.)  I think  you  have  to 
remember  that  each  country  has  very  dif- 


ferent requirements  as  far  as  merchandise 
is  concerned.  I think  you  have  noticed  that 
it  has  been  very  difficult  for  retail  comna 
mes  to  go  outside  the  UK  and  trade  satis 
factorily  with  the  normal  ranges  that  we  run 
m the  UK.  There  is  a different  requirement 
for  clothes  in  each  area:  if  you  produce 
something  that  is  necessarily  good  for  the 
UK,  it  is  very  unlikely  to  be  particularly 
successful,  that  particular  garment  in 
Europe  or  America.  That,  obviously,  is  not 
true  of  jeans  but  it  is  of  most  other  products. 

2057.  Are  you  saying  that  imported 
suits  are  being  designed  in  other  countries 
solely  for  sale  in  Britain? 

(Mr  Davison.)  Yes.  I think  that  is  quite 
likely. 

(Mr  Carter.)  The  direct  answer  to  the 
question,  does  a retailer  when  placing  an 
order  for  a specification  line  think  of 
exporting?  — is  no. 

2058.  I was  wondering  whether  the 
manufacturer  might  say  to  him,  "Let  us 
design  this  in  such  a way  that  we  could  sell 
it  here  and  also,  perhaps,  in  France  and 
Germany.”  But  there  is  not  that  sort  of  co- 
operation? 

(Mr  Davison.)  It  is  not  a matter  of  co- 
operation. It  is  the  fact  that  you  are  dealing 
with  two  different  people.  A man  in  France 
has  a different  requirement  from  the  man 
in  the  UK.  That  is  the  problem.  You  have 
got  to  design  the  garment  to  that  specifi- 
cation that  the  Frenchman  wants  this  year. 

(Mr  Carter.)  But  the  retailer  would  tend 
to  say  that  if  this  was  an  export  attitude  that 
is  required,  it  really  should  be  the  manu- 
facturer who  is  examining  that  and  not  the 
retailer  — unless  he  were  asked  to  co- 
operate. 

2059.  That  is  really  what  I had  in  mind. 

I was  not  thinking  of  the  retailer  himself 
then  going  out  ana  exporting  it;  but  design- 
ing it  in  such  a way  — but  I am  now  assured 
that  it  is  not  possible  — that  the  same 
garment  would  have  an  export  potential, 
the  same  argument  that  is  going  to  sell  in 
Britain. 

(Mr  Davison.)  We  did  try  to  export  but 
the  parameters  were  so  different  from  our 
own  retail  organisation  that  we  found  we 
would  have  had  to  set  up  a totally  new 
organisation  to  deal  with  it  — 

2060.  I was  not  thinking  of  the  retailer 
doing  the  exporting,  but  exporting  the  same 
garment  as  is  designed  for  the  British 
market? 
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(Mr  Career.)  Obviously,  there  must  be 
garments  which  are  exportable,  garments 
which  are  not  completely  tailored  to  the 
actual  body  shapes  of  the  particular  coun- 
try. We  know  that  they  do  vary,  but  those 
that  are  not  tailored  to  that  extent  are 
exportable,  yes. 

Mr  Mikardo 

2061.  One  can  see  all  this  in  the  case  of 
arments  because  different  countries  have 
ifferent  sorts  of  taste  but  what  about  other 
things  like  consumer  durables  and  things  of 
that  sort?  Does  the  same  factor  apply  there? 

(Mr  Carter.)  I am  not  really  empowered 
to  talk  on  behalf  of  manufacturers  but  I 
think  the  difficulty  that  manufacturers  are 
facing  in  many  respects  is  the  requirements 
of  the  individual  countries  in  that  they  may 
need  a different  livery.  If  we  are  talking 
about  hard  goods,  if  electrical  it  may  need 
a different  specification  from  one  country 
to  the  other.  All  that  is  a requirement  of 
the  country  which  needs  to  be  examined  by 
the  manufacturer.  Some  do  it,  obviously. 
Where  you  have  a product  that  is  reasona- 
bly transferable  then  it  is  presumably  done. 
But  I really  cannot  be  questioned  on  that. 


Chairman 

2062.  Has  the  retail  sector  any  views 
— or,  should  I say,  would  they  welcome 
the  introduction  of  a mandatory  type 
approval  standard  and  so  on  where  goods 
are  sold  on  the  UK  market? 

(Mr  Carter.)  Could  you  expand  the  ques- 
tion, Chairman? 

2063.  Have  you  any  views  about  the 
introduction,  the  compulsory  introduction, 
of  a type  approval  standard  in  the  United 
Kingdom  for  as  goods  which  are  sold  within 
the  United  Kingdom,  wherever  they  may 
come  from,  home  or  abroad? 

(Mr  Dyson.)  You  mean  a quality  label 
within  the  garment? 

(Mr  Weir.)  I think  I can  answer  this  ques- 
tion because  I am  very  familiar  with  this 
from  my  motor  industry  days.  The  obvious 
result  of  such  a thing  would  be  to  reduce 
choice.  In  fact,  it  would  be  opposed  by 
retailers  because  it  would  not  only  put  up 
prices,  it  would  restrict  choice  and  of  course 
it  is  very  often  used  as  a non-tariff  barrier 
to  imports.  1 think  that  type  approval 
schemes  should  be  confined  only  to  those 
products  where  there  are  very  clear  safety 
questions  and  where  such  schemes  clearly 
are  in  the  interests  of  the  public. 


2064.  But  would  it  not  tend  to  help  the 
home  manufacturer,  although  it  perhaps 
may  impede  you  in  importing  things  from 
abroad? 

(Mr  Carter.)  It  really  depends  upon  the 
area  we  are  discussing.  For  example,  the 
home  manufacturer  of  electrical  goods  at 
the  moment  is  aided  by  the  safety  regula- 
tions surrounding  electrical  products.  Many 
of  the  imported  products,  or  those  that 
could  be  imported,  do  not  conform  and 
therefore  they  are  not  imported. 

Mr  Maxwell-Hyslop 

2065.  Is  the  restriction  on  imported 
electrical  goods  that  do  not  meet  the  safety 
requirements  at  the  point  of  import? — that 
is  to  say,  at  the  Customs.  Or  is  it  at  the 
point  of  retail  sale?  Where  is  the  check  as 
to  whether  the  imported  electrical  goods 
actually  meet  the  British  safety  require- 
ments? 

(Mr  Carter.)  It  is  before  it  arrives  at  the 
retailer.  They  have  to  conform  to  a certain 
standard  before  they  are  allowed  into  the 
country. 

2066.  Are  they  checked  at  the  docks  for 
that?  I am  asking  this  because  when  we 
took  evidence  last  week  from  the  SMMT 
they  told  us  that  in  many  foreign  countries 
you  cannot  import  the  British  car  through 
the  docks  unless  it  meets  the  myriad  local 
regulations;  whereas  here  there  is  no  similar 
control  at  the  docks.  The  control  exists  only 
at  the  point  of  retail  sale  if,  indeed,  it  effec- 
tively exists  at  all. 

(Mr  Carter.)  Yes,  on  certain  electrical 
appliances  that  does  apply.  I have  in  mind 
the  example  last  year  where  my  company 
received  a washing  machine  I think,  from 
somewhere  (I  cannot  remember  where) 
which  did  not  actually  conform  to  the  Brit- 
ish specification  and  we  rejected  it  as  such. 
But  this  was  at  the  sample  stage  and  there- 
fore an  order  was  never  placed  as  a result 
of  that.  I cannot  really  answer  for  import- 
ers. If  importers  produced  electrical  goods 
— in  fact,  they  must  do  so  for  we  see  many 
electrical  appliances  in  the  shops  which  do 
not  necessarily  conform  to  our  standards. 
But  they  invariably  have  some  form  of 
labelling  on  them  which,  presumably,  has 
been  put  on  by  either  the  importer  or 
retailer  at  the  point  of  sale.  I cannot  answer 
your  question. 

(Mr  Weir.)  I think  the  enforcement  is  at 
point  of  sale,  so  far  as  safety  standards  are 
concerned.  So  far  as  imported  goods  are 
concerned  they  are  not,  so  far  as  I am 
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aware,  inspected  but  they  are  checked  at 

point  of  sale. 

2067.  In  your  view,  would  it  be  in  the 
interests  of  the  retailer  as  well  as  the  con- 
sumer if  the  Customs  authorities  acted  as 
the  filter,  the  monitor,  for  compliance  with 
regulations  in  the  same  way  as  they  do, 
according  to  our  evidence,  in  so  many  other 
foreign  countries;  so  that  this  heavy  burden 
of  determining  whether  or  not  British  reg- 
ulations have  been  met  does  not  fall  on  a 
retailer  who  may  not  be  technically  com- 
petent to  check  it  — in  the  cases  of  some 
smaller  retailers,  particularly  so. 

(Mr  Carter..)  In  so  far  as  it  is  related  to 
safety  as  far  as  the  public  is  concerned,  we 
could  only  welcome  that. 

Mr  Crowther 

2068.  May  I ask  what  is  the  Consor- 
tium’s view  on  product  liability  and,  partic- 
ularly, on  the  regulation  which  is  now  under 
consideration  by  the  EEC  Commission 
which  is  regarded  by  manufacturers  as  an 
extremist  measure?  How  do  retailers  view 
that? 

(Mr  Weir.)  The  answer  to  that  question 
is  that  the  directive  on  product  liability 
really  is  such  that  retailers  have  very  little 
to  quarrel  with  it.  It  imposes  a new  kind  of 
strict  liability  on  retailers  but  then,  in  a 
sense,  we  already  have  that  on  consumer 
sales  under  the  Sale  of  Goods  Act.  Really, 
the  balance  is  very  little  different.  Our  lia- 
bility is  not  substantially  increased. 

2069.  On  the  contrary,  would  it  not  be 
greatly  reduced  by  shifting  the  whole  of  the 
liability  to  the  manufacturer? 

(Mr  Weir.)  I think,  on  balance,  it  prob- 
ably would;  although  it  does  expose  us  to 
a type  of  claim  from  somebody  who  did  not 
purchase  the  goods  from  us  ' but  who 
received  it  as  a gift,  for  example,  and  who 
would  have  a claim  against  us  under  the 
directive  which  he  would  not  have  under 
the  Sale  of  Goods  Act  but  might  have  on 
the  grounds  of  negligence  at  the  present 
moment.  So,  on  the  one  hand,  it  slightly 
increases  our  exposure  but,  on  the  other 
hand,  it  also  produces  a number  of  new 
targets — the  manufacturer,  the  importer, 
other  people  in  the  link  or  chain  or  distri- 
bution — whom  the  consumer  can  also 
pursue  in  the  courts.  On  balance,  I think  it 
is  fair  to  say  that  it  makes  very  little  differ- 
ence to  us  as  retailers. 

Chairman 

2070.  Largely,  I presume , because  your 


members  are  not , in  fact,  dealing  with  lartc 
blocks  of  machinery  and  other  matters  to 
which  the  new  doctrine  may  more  strin. 
gently  apply? 

(Mr  Weir.)  I think  we  are  because  the 
original  cause  of  it  was  a drug,  and  many  o[ 
those  drugs  are  sold  by  retailers.  It  was 
indeed,  a drug  which  started  this  particular 
thing  running.  Yes,  it  is  a very  important 
subject,  product  liability,  to  retailers.  Tra- 
ditionally, we  have  been  responsible  inlaw 
for  the  defect , lack  of  merchantable  quality, 
fitness  for  purpose,  of  goods  we  sell,  so  that 
it  is  a very  important  subject  to  us  and  not 
just  to  manufacturers. 

2071.  But,  as  I understand  from  you, 
the  new  regulations  do  not  really  make 
much  difference? 

(Mr  Weir.)  Not  really.  The  whole  point 
about  the  drug,  of  course,  was  the  claim 
was  so  enormous  that  no  retailer  who  sold 
the  drug  — and  many  did  — could  possibly 
have  met  it. 

Mr  Kerr 

2072.  You  say  in  your  submission:  “the 
retail  trade  is  sometimes  criticised  for  lack 
of  patriotism  in  its  purchasing  decisions". 
You  try  to  refute  this  charge  with  examples 
taken  from  the  textile  and  footwear  sectors. 
First  of  all,  have  you  helped  UK  textile 
manufacturers  to  increase  their  share  of  the 
UK  retail  market;  and  what  was  the  result 
of  this? 

(Mr  Carter.)  Perhaps  we  can  take  it  in 
two  stages.  I think  we  have  already  dis- 
cussed the  ways  by  which  the  manufacturers 
are  involved  in  the  activities  of  the  retailers 
and  are  given  information  regarding  the 
requirements  and  their  ability  to  tender  for 
an  attempt  to  produce;  but  rather  more 
positively  in  the  sense  that  it  is  measurable, 
approximately  two  years  ago,  the  retailers 
were  invited  to  join  the  Joint  Textile  Com- 
mittee, one  of  the  committees  of  NEDO, 
and  the  retailers  put  forward  the  suggestion 
to  that  committee  (a  committee  comprising 
union  members,  manufacturers,  et  cetera) 
that  with  MFA2  we  could  envisage  a situ- 
ation of  shortage  in  certain  areas  because 
of  the  restriction  of  certain  quotas  particu- 
larly in  the  sensitive  areas,  and  it  would  be 
helpful  to  the  British  manufacturers  if  we 
could  identify  those  as  quickly  as  possible. 
I will  refer  back  to  the  point  I made  before. 
We  managed  to  obtain  the  co-operation  of 
25  of  the  largest  retailers  to  actually  pro- 
duce information  on  a monthly  basis  to  a 
set  proforma  on  their  stocking,  sales,  for- 
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ward  contracting  positions  and  general  it  has  made  an  impact  in  this  House  and  in 

commentary  regarding  specific  types  of  the  media.  One  of  your  important  members 

merchandise.  A separate  subcommittee  sits  is  making  a virtue  of  its  Buy  British  policy, 

approximately  once  a month  on  these  spe-  I am  sure  you  have  read  the  July  edition  of 

cine  subjects  trying  to  identify  that  an  area  St  Michaels  News  which  absolutely  oozes 

has  a shortage  or  production  on  imports  patriotism  and  which  says  that  it  is  not  just 

and  therefore  there  is  an  opportunity  for  patriotism,  not  just  tradition,  not  jus:  con- 

manufacturers.  I have,  as  a matter  of  inter-  venience,  but  it  is  good  business.  If  that  is 

est  the  type  of  communique  here  ( exhibit - true  for  St  Michael  and  Marks  and  Spencer, 

ing  document)  which  goes  out  on  the  man-  why  should  it  not  be  true  for  the  rest  of  the 

aging  director's  desk  of  manufacturing  British  retail  industry, 

organisations.  This  one  happens  to  be  on  (Mr  Dyson.)  But  they  do  import  fibres, 

men’s  and  boys’  suits  and  men’s  and  boys’  (Mr  Carter.)  To  answer  the  question,  I 

shirts,  quoting  the  various  categories  of  think  that  Marks  and  Spencer  have  every 
import  and  explaining  the  situation  in  great  right  — and  God  bless  them!  — to  their 
detail  to  them  and  then  listing  the  retailers  own  philosophy  of  trading.  I would  also 
that  they  can  contact  if  they  feel  that  they  direct  you  to  Marks  and  Spencers  news  to 
can  participate  in  merchandise  of  this  type,  the  middle  page  where  they  talk  about  free 
We  think  that  is  a very  positive  way  — it  is  trade  and  fair  trade,  the  big  debate.  I do 
slow,  I admit,  but  it  is  positive.  The  last  not  think  that  in  any  way  are  they  merely 
meeting  of  the  JTC  as  a result  of  this,  we  saying  that  we  are  shutting  our  minds  to  the 
then  suggested  it  was  worthy  of  further  problems  of  the  rest  of  retail.  I think  they 
investigation  on  terms  of  regionalisation  are  making  a very  fair  statement  on  it.  The 
because  we  could  see  that  while  this  was  a fact  that  they,  with  their  position  in  the 
committee  silting  in  London  talking  about  market,  are  able  to  operate  in  a particular 
specific  areas,  there  would  be  great  merit  way  is  a fact  of  life.  The  fact  that  the  rest  of 
in  having  a committee,  say,  in  Leicester  to  retail  cannot  compete  necessarily  on  the 
talk  about  the  knitwear  industry,  a com-  same  terms  with  the  same  overall  quantities 
mittee  comprising  local  retailers  or  national  and  qualities  of  throughput  again  is  a fact 
retailers  with  local  representatives,  local  of  life.  I think  that  to  isolate  a particular 
union  members,  local  manufacturers,  talk-  operation  and  ask  why  everybody  is  not  a 
ing  about  a common  problem.  This  has  Marks  and  Spencer  is  irrelevant,  if  I may 
been  taken  on  board  by  the  JTC  Committee  say  so. 
and  they  are  at  present  working  on  the 

administrative  system  as  to  how  they  would  Mr  Maxwell-Hyslop 

handle  this.  Another  suggestion  which  has  2075.  Is  this  a way  of  saying  that  it  is 
been  put  forward  (and  which,  I hasten  to  only  when  people  have  a certain  level  of 
add,  has  had  only  partial  acceptance  by  the  expendable  income  they  can  afford  to  shop 
retail  trade)  is  that  we  would  hold  an  open  at  Marks  and  Spencer,  to  put  it  baldly? 
house,  the  major  retailers  — and  ray  com-  (Mr  Carter.)  I do  not  think  so.  I,  person- 
pany  will  do  it  irrespective  of  the  general  ally,  think  that  Marks  and  Spencer,  if  we 
opinion  — for  manufacturers  who  are  not  are  talking  about  a specific  company, 
actually  supplying  an  individual  retailer  to  appeal  to  everyone.  They  do  not  necessarily 
say  that  on  a certain  day  we  will  have  an  appeal  to  everyone  all  the  time.  I think  the 
open  house  to  explain  our  purchasing  pro-  beauty  of  retail  is  that  you  have  a free 
cedures  to  manufacturers  who  do  not  deal  choice.  If  we  choose  to  shop  in  Harrods  and 
with  us  to  see  whether  they  have  types  of  pay  whatever  it  is  for  the  service  we  obtain 
merchandise  which  ultimately  could  be  of  in  an  emporium  of  that  nature,  that  is  our 
use  to  both.  These  are  two  further  initia-  personal  choice.  If  we  choose  to  shop  in 
lives  following  the  JTC.  Marks  and  Spencer  or  my  company  or 

anywhere  else,  so  be  it.  That  is  the  beauty 
Chairman  of  our  retailing  organisation. 

2073.  Would  you  be  good  enough  to  let 

us  have  a few  sample  copies  of  the  docu-  Mr  Crowther 

ment  to  which  you  refer?  2076.  It  does  seem  from  the  infor- 

(Mr  Carter.)  Certainly.  mation  available  that  this,  surely,  admit- 

tedly successful  retail  organisation  — and 
Mr  McNally  I do  not  think  anyone  is  going  to  dispute 

2074.  This  is  one  subject  on  which  I that  — manages  by  some  means  to  include 
would  like  to  have  your  comments  because  a much  higher  percentage  of  British  made 
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goods  in  the  goods  it  sells  to  the  public  than  appear  with  us.  I think  it  is  extremely  awk- 
the  average  retail  trade.  Why  is  it?  That  is  ward  to  ask  us  questions  about  the  opera- 
a simple  question.  Why  cannot  the  rest  of  tions  of  a specific  retailer.  We  can  talk  in 
the  retail  trade  include  a similarly  high  per-  general,  of  course,  about  retailers  who 
centage  of  British-made  goods  and  still  be  import  more  or  import  less  but  I think  it  is 
as  successful  as  this  one  is?  very  invidious  to  ask  us  questions  about  the 

(Mr  Carter.)  With  respect,  the  question  operations  of  a particular  named  retailer, 
answers  itself:  that  they  are  the  exception  1 should  very  much  prefer  it  if  we  did  not 
to  the  average.  If  the  average  were  that  the  have  to  answer  them, 
rest  of  retail  could  produce  a profit  and  (Chairman.)  That  is  so.  As  a matter  of 
thereby  improve  their  business  from  the  fact,  Marks  and  Spencer,  as  a company, 
UK  then,  as  we  have  said  all  along,  we  have  not  yet  put  in  a paper  to  us  so  that  we 
would  do  so.  It  is  simpler  to  buy  from  the  do  not  know  the  intimate  details  of  anything 
UK  than  it  is  from  abroad.  Those  are  not  associated  with  them.  It  is  not  our  intention 
the  facts  of  life.  ever  to  pursue  the  details  of  a particular 

company.  We  are  here  dealing  with  very 
Mr  McNally  general  points  and  I know  that  my  col- 

2077.  Does  it  not  indicate  at  least  for  leagues  would  not  wish  or  attempt  to  go 

Marks  and  Spencer  the  idea  that  they  are  into  the  intimate  details.  1 think  the  general 
buying  British  and  selling  British  is  a factor  point  has  been  made  that  a company  does, 

in  their  selling,  that  it  has  an  attraction  for  in  fact,  for  its  own  purposes  (shall  we  say?) 

the  public  they  are  selling  to?  — being  unkind  here  — advertise  very 

(Mr  Carter.)  Yes.  strongly  that  they  buy  and  sell  British 

(Mr  Davison.)  I slightly  disagree  with  Mr  goods.  It  happens  to  be  a very  good  com- 

Carter  about  Marks  and  Spencer  particu-  pany  because  it  started  in  my  native  town 

larly  appealing  to  the  public  in  general.  I many  years  ago;  and  anything  that  starts 
believe  that  they  certainly  appeal  to  an  there  must  be  good.  I think  that  we  have 
above-average  income  group,  certainly  pursued  it  long  enough  and  I think  we  can 
higher  than  my  company  and,  I believe,  Mr  go  to  Mr  Russell  Kerr’s  general  questions 
Carter’s  company  would  appeal  to.  The  on  the  points  on  your  paper, 
tendency  for  our  two  companies,  I think,  is 

to  aim  for  more  of  a working-class  customer  Mr  Kerr 

than  Marks  and  Spencer  necessarily  do.  If  2079.  Have  you  been  frustrated  in  your 
this  suggestion  that  everybody  buy  British  policy  to  buy  British  because  UK  “manu- 
were  pursued  you  would  be  talking  about  facturers”  (so-called)  themselves  import 
a very  considerable  change  (in  my  opinion)  items  to  complement  or  supplement  their 
in  the  cost  of  living  as  far  as  the  lower  paid  ranges? 

were  concerned.  People  who  tend  to  do  (Mr  Carter.)  I do  not  think  it  has  frus- 
more  importing  of  cheap  merchandise  are  trated  us  in  any  way.  Again  the  point  has 

appealing  to  the  lower  paid  rather  more  been  made  that  if  a branded  manufacturer 
than  Marks  and  Spencer  are  appealing  to  chooses  to  produce  in  X countries  then  we 
the  lower  paid.  If  you  looked  at  a customer  are  actually  buying  a brand  line  to  their 
profile,  you  would  find  that  Marks  and  specification  and  to  their  standards.  That  in 
Spencer  average  was  towards  the  higher  no  way  is  frustrating  to  the  retailer.  If  a 
income  brackets  more  than,  certainly,  my  non-branded  manufacturer  (as  many  of 
company  is.  them  do)  in  this  country  also  supplement 

their  production  by  importing  them,  again, 
Mr  Foster  providing  it  is  to  the  standard  required,  it 

2078.  Pursuing  this  point,  is  there  any  does  not  frustrate  the  retailer.  In  fact,  the 
difference  in  the  relationship  between  situation  of  amalgaming  prices  is  to  an 
Marks  and  Spencer  and  its  manufacturers  extent  taking  place  at  the  manufacturing 
than  the  other  large  retailers  and  theirs?  end  as  opposed  to  the  retailing  end  in  that 

(Mr  Weir.)  Chairman,  I must  make  a they  are  taking  their  imported  price,  their 
point  at  this  stage.  The  Retail  Consortium  UK  price,  and  coming  out  with  a common 
represents  Marks  and  Spencer  just  as  much  price  to  the  retailer.  It  is  then  merely  mov- 
as  it  does  the  retailers  around  here.  In  fact,  ing  back  one  stage  this  question  of  percent- 
I invited  Marks  and  Spencer  to  join  us  age  production.  If,  for  example,  a manu- 
before  you  today  and  they  said  that  they  facturer  decided  to  purchase  on  a 50/50 
had  had  a separate  invitation  from  you  and,  basis  and  as  a result  of  sales  he  requires  to 
in  those  circumstances,  they  would  not  produce  more  merchandise  then  it  is  really 
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up  to  him  to  get  his  balance  right  profita- 
bility-wise, as  opposed  to  the  normal  situ- 
ation where  the  retailer  does  it. 

2080.  I want  to  ask  a question  about  the 
MFA.  In  your  opposition  to  tightening  the 
MFA  you  said  that  the  existing  arrange- 
ment had  added  2 per  cent  to  the  cost  price 
of  UK  clothing  in  the  last  two  years.  First, 
bearing  in  mind  the  rate  of  inflation  during 
this  time,  do  you  find  this  extra  penalty 
acceptable? 

(Mr  Carter.)  I think  first  of  all  I should 
come  back  on  that  2 per  cent.  The  2 per 
cent  was  a figure  very  hurriedly  produced 
at  a press  conference  when  it  was  related  to 
other  information  we  were  producing  for 
the  Press.  They  asked  us  — and  I think  we 
were  possibly  unwise  in  attempting  to  pro- 
duce hurriedly  this  2 per  cent  figure, 
because  we  think  it  is  slightly  more  than  2 
per  cent  as  a result  of  the  information  we 
produced.  What  we  were  trying  to  show  at 
that  time  was  that,  as  a result  of  the  MFA, 
the  price  of  imported  goods  had  risen  dur- 
ing the  period  at  a higher  rate  than  the  UK- 
produced  goods  and,  in  addition  to  that,  it 
had  the  major  effect  of  increasing  the  price 
of  children’s  wear  almost  out  of  proportion 
to  adult  wear  on  imported  goods.  The  fig- 
ures were  that  during  the  period  of  the  two 
years  of  the  MFA  adult  goods  had  increased 
by  about  37  per  cent  whereas  children’s 
wear  had  increased  by  51  per  cent.  Again, 
the  reasons  are  fairly  obvious.  If  you  nave 
a restricted  quota  availability  then  the  man- 
ufacturers will  prefer  to  make  the  higher 
priced  adult  goods  as  opposed  to  the  chil- 
dren’s wear.  The  UK  merchandise  in  the 
same  period  had  an  increase  of  approxi- 
mately 24  per  cent.  The  gap  again  is  still 
relatively  wide.  But  1 must  make  the  major 
point  that  during  that  period  of  lime  sterling 
increased  in  value  against  the  other  curren- 
cies to  the  extent  of  almost  25  per  cent . This 
had  a counter-balancing  effect.  Therefore, 
going  to  the  2 per  cent,  we  prefer  at  this 
stage  not  really  to  be  quoted  on  that.  That 
was  an  off-the-cuff  figure  which  we  now 
think  is  under-stated. 

Mr  McNally 

2081.  Do  you  ever  fear  the  total 
destruction  of  a UK  manufacturing  capa- 
bility in  any  product  which  then  leaves  you 
vulnerable  to  having  to  accept  the  foreign 
price  for  it.  Often  the  union  argument  is 
that  once  we  are  out  of  the  way  then  they 
will  really  start  having  to  bargain  at  a proper 
price.  That  without  the  competition  of  a 


domestic  industry,  you  would  be  in  for 
much  tougher  bargaining  with  foreign 
suppliers? 

(Mr  Carter.)  If  I can  come  back  on  that, 
the  point  being  made  before  by  Mr  Davis 
on  jeans  and  the  difficulties  there  is  a very 
good  example;  because  the  major  produc- 
ers of  this  type  of  merchandise  actually  have 
world  markets  and  therefore  the  basic  ele- 
ments of  the  material  and  the  components 
is  there  for  the  world  market.  The  styling 
element  and  the  sizing  may  differ  but  that 
does  not  matter  too  much  if  your  market  is 
large  enough.  Therefore,  from  that  point  of 
view  they  — "they”  being  the  exporters  to 
this  country  of  clothing  in  particular  and 
most  of  the  hard  goods  — are  looking  at 
world  markets  as  opposed  to  individual 
markets  here.  The  fact  that  a particular 
section  or  subsection  disappears  com- 
pletely, I would  suggest,  would  make  very 
little  difference.  The  greatest  problem 
would  be  the  world  market  situation.  For 
example,  in  the  early  part  of  MFA  2 when 
quota  was  relatively  tight,  the  world  market 
was  reasonable  buoyant  in  clothing  and 
prices  were  rising  very  rapidly  from  the  Far 
East.  At  the  moment,  with  the  world  situ- 
ation, prices  are  dropping  very  rapidly  in 
the  Far  East.  It  has  nothing  at  all  to  do  with 
home  production. 

Mr  Mikardo 

2082.  We  have  talked  a lot  this  morning 
very  naturally  and  expectedly  about  cloth- 
ing. Would  you  say  that  the  considerations 
which  all  of  you  have  put  forward  in  respect 
of  clothing  would  apply  broadly  to  footwear 
as  well? 

(Mr  Carter.)  Yes,  to  footwear,  with  the 
possible  difference  that  there  has  been  with 
footwear  a dramatic  fashion  change  from 
the  consumer.  To  take  a simple  example, 
rubber  and  canvas  footwear,  as  we  all  know 
if  we  have  children,  are  now  the  vogue. 
They  are  produced  in  vast  quantities  out- 
side this  country.  One  of  the  major  produc- 
ers — Dunlop,  for  example  — obtain  their 
supplies  from  abroad.  But  I think  this  is  a 
peculiarity  of  the  trade  at  this  moment.  It 
could  well  change  in  three  years’  time  with 
a vogue  for  something  else.  But,  basically, 
the  problems  that  we  are  facing  with  cloth- 
ing do  apply  to  footwear. 

Mr  Maxwell-Hyslop 

2083.  Which  was  the  chicken  and  which 
was  the  egg  in  this?  Did  the  popular  taste 
change  because  leather  shoes,  children’s 
shoes,  in  Britain  became  very  expensive  or 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


566 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


16  July  1980 ] Mr  R Weir,  Mr  P Carter,  Mr  G Dyson  [Continued 

Mr  B Davison  and  Miss  H Spencer 

[Mr  Maxwell-Hyslop  Contd .] 

did  it  change  for  reasons  of  style  uncon-  unless  the  meeting  is  going  to  decide  upon 
nected  with  price?  the  appointment  of  a chairman.  I accept 

(Mr  Carter .)  I would  say  it  was  the  latter,  that.  But  we  in  retail  feel  that  this  is  the 
most  certainly.  Frankly,  if  we  could  identify  only  body  (with  the  exception  of  this  prin- 
how  and  when  it  happens,  we  would  make  ciple  of  the  JTC  which  I have  already  men- 
a lot  of  money.  tioned)  to  bring  these  parties  together  to 

discuss  the  common  problem.  At  the 
Mr  Kerr  moment  we  do  not  have  an  organisation  to 

2084.  In  your  submission,  Mr  Carter,  bring  us  together.  Who  is  there?  I think  it 
you  say:  “The  Retail  Consortium  is  seeking  is  extremely  important  that  somebody  puts 
to  reinforce,  through  the  reconstituted  some  weight  behind  this  to  see  that  there  is 
EDC  for  the  Distributive  Trades,  the  rela-  action  and  that  we  do  obtain  the  right  per- 
tionship  between  retailers  and  British  man-  son  as  the  chairman. 

ufacturers”  to  assist  UK  producers  increase  (Mr  Weir .)  Chairman,  you  asked  first  of 
home  market  sales.  What  range  of  goods  is  all  about  the  products  which  were  covered 
covered  here?  What  are  the  mechanics  of  in  terms  of  manufacturer-retailer  relation- 
this  exercise?  And,  thirdly,  what  hopes  of  ships;  and  the  answer  to  that  is  textiles, 
success  do  you  have?  through  the  Joint  Textile  Committee.  The 

(Mr  Carter .)  Perhaps  I may  start  on  this  Joint  Textile  Committee  was  originally  set 
and  then  ask  Mr  Weir  to  come  in.  We  are  up  by  the  National  Economic  Development 
extremely  concerned  about  this  particular  Office  to  bring  together  the  various  sector 
area.  Yesterday,  we  held  the  AGM  of  The  working  parties  and  economic  development 
Retail  Consortium  and  a council  meeting,  committees  within  textiles,  itself.  There  are 
Our  concern  actually  is  that  the  reconsti-  quite  a large  number  of  them.  But  it  was 
tuted  EDC  have  been  unable  to  find  a chair-  decided  some  years  ago  to  bring  a retailer  \ 
man.  A number  of  people  have  been  on  to  the  Joint  Textile  Committee  in  order,  > 
approached  and,  for  whatever  reason,  have  in  a tentative  kind  of  way,  to  bring  the 
been  unable  to  accept  the  chairmanship,  relationship  together.  Mr  Carter  was  nom- 
Some  members  of  The  Retail  Consortium,  inated  by  us  as  The  Retail  Consortium  to 
including  myself,  have  been  asked  to  do  that;  and  he  has  done  a tremendous 
become  members  of  this  committee  and  we  amount  to  create  a working  relationship 
were  individually  approached  by  the  people  between  retailers  and  the  textile  industry 
from  the  Department  to  ask  our  opinion  through  his  seat  on  the  Joint  Textile  Com- 
about  the  reconvening  of  it  but  there  were  mittee  and  various  interface  panels  (as  I am 
difficulties  with  the  first  sitting,  we  under-  sorry  they  are  called;  but  they  are  called 
stood.  The  majority  came  out  very  strongly  that) . However,  there  are  lots  of  other  Brit- 
on the  basis  that  there  was  absolutely  no  ish  industries  producing  consumer  goods  in 
point  at  all  in  reconstituting  this  whole  con-  which  no  such  relationship  exists.  One  of 
cept  without  the  correct  chairman  and,  the  problems  about  the  Economic  Devel- 
hopefully,  a strong  chairman  who  was  going  opment  Committee  for  Distribution  — it 
to  give  a lead.  covers  more  than  retailing  — was  that  it 

never  had  an  obvious  purpose.  It  was  not 
MrMikardo  apparently  linked  into  what  used  to  be 

2085.  Is  that  the  only  reason  behind  the  called  the  industrial  strategy  and  whatever 

apparent  lack  of  enthusiasm  for  the  it  may  now  be  called  in  any  obvious  way. 
reconstitution?  So  the  Economic  Development  Committee 

(Mr  Carter.)  At  the  moment  I do  not  for  Distribution  was  really  a talking  shop 
think  it  is  lack  of  enthusiasm.  We  are  very  without  any  obvious  pattern.  And  we  as 
enthusiastic.  We  would  like  to  have  it  re-  retailers  suggested  that  when  the  decision 
emerge.  We  have  been  pressing  as  retailers  was  taken  that  the  Economic  Development 
for  this.  To  be  fair,  I think  it  would  be  right  Committee  for  Distribution  should  be 
to  say  that  we  have  been  leaders  in  trying  established  for  a further  year  on  trial  (if  you 
to  obtain  a chairman  or  suggesting  people  like)  that  its  main  purpose  should  be  to  co- 
for  the  chairmanship.  Therefore,  we  are  ordinate  and  extend  the  relationship 
somewhat  distressed  that  no  action  has  yet  between  distributors  and  industrialists  and 
been  taken.  What  has  been  suggested  is  that  this  could  be  done  in  other  areas  of 
that  a temporary  chairman  is  appointed  and  consumer  goods.  It  could  be  done  in  foot- 
a meeting  is  held.  I personally  disagree  with  wear,  in  electrical  and  radio,  in  white 
this  entirely  but  that  is  a personal  opinion;  goods,  and  so  on.  There  clearly  is  a need 
because  I think  we  are  wasting  our  time  for  a co-ordinating  body  and  the  EDC  for 
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Distribution  would  constitute  such  a body,  out  with  a batch  of  orders  and  a buyer  has 
The  answer  to  your  question  about  other  a bundle  under  his  arm  and  with  largesse 
areas  apart  from  textiles  is  that  when  EDC  distributes  them  round  to  suppliers.  That  is 
has  found  a chairman,  when  it  is  set  up,  absolute  nonsense.  We  are  dealing  over 
when  it  is  operating,  we  hope  that  it  will  be  many  years  with  regular  suppliers  on  a basis 
possible  to  extend  the  kind  of  discussions  that  they  know  how  we  are  thinking  and  we 
which  Mr  Carter  has  been  talking  about  in  know  how  they  are  thinking  and  so  on. 
textiles  into  other  product  groups.  Therefore,  the  requirements  are,  to  an 

extent,  reasonably  clear  before  you  start. 

Mr  Maxwell-Hyslop  Your  biggest  problem  is  deciding  on  the 

2086.  Can  you  cover  for  us  in  slightly  quantities.  When  you  get  to  a quantity  that 
greater  detail  the  question  of  cross-subsi-  is  related  to  your  selling  price  and  that  then 
disation?  I think  you  used  the  phrase  goes  back  to  the  balance.  And  it  may  vary 
“prices  are  blended"  as  between  imported  from  one  season  to  the  other  because  you 
and  home-produced.  I did  not  fully  grasp  are  slightly  out;  you  may  have  miscalculated 
what  are  the  commercial  reasons  why  you  one  season,  your  throughput  is  down  and 
do  this?  therefore  your  profitability  is  down;  and 

(Mr  Carter.)  First  of  all,  if  you  are  ranging  you  need  to  redress  the  balance  in  the  next 
asection  of  merchandise,  you  are  planning  season  by  whatever  means.  It  is  a very  real 
for  the  future  (whatever  that  is)  and  in  the  aspect  of  retailing,  this  question  of  cost 
construction  of  the  range,  you  will  arrive  at  submission.  I have  made  the  point  many 
a certain  pattern.  Within  that  pattern,  hav-  times  before:  I think  it  is  very  helpful  to  the 
mg  achieved  the  type  of  merchandise  you  UK  production  in  that  it  supports  it.  With- 
wish  to  sell,  you  then  have  to  carry  out  the  out  it,  the  UK  producers  would  get  very 
same  exercise  on  the  provision  of  it.  The  much  lower  quantities  of  throughput, 
sections  who  are  concerned  with  provision- 
ing are  concerned  with  the  stability  of  it.  It  Mr  Mikardo 

is  more  important  to  provide  than  not  to  2087.  I see  it  easily  enough  in  the  case 

provide.  In  doing  so,  naturally  you  will  of  the  big  chaps  like  your  own  company 

work  within  the  UK  sources  ana  the  exter-  where  you  can  say,  “We  are  buying  these 
nal  sources  but,  at  the  same  time,  you  then  ashtrays — 50  per  cent  of  them  from  abroad 
have  to  estimate  the  possible  requirements  at  20  pence  and  50  per  cent  of  them  from 
and  the  estimating  must  be  related  to  your  home  at  30  pence  so  that  the  average  price 
selling  price  vis-ii-vis  both  yourself  and  is  25  pence'1.  And  you  are  making  your 
competition.  In  arriving  at  that  selling  selling  price  from  that.  But  that  is  you. 
price,  you  then  must  take  note  of  the  cost  There  are  small  retailers  who  are  uncon- 
price  balance  and  that  is  where  you  then  nected  or  maybe  big  ones  unconnected  with 
start  to  enter  the  area  of  your  cross-subsi-  each  other  in  the  same  High  Street.  Why 
disation.  This  is  one  of  the  difficulties  — if  should  either  of  them  buy  this  from  the 
I may  refer  back  to  Mr  McNally  — that  we  home  market  at  30  pence  knowing  that  his 
have  been  faced  with:  that  when  you,  per-  competitor's  five  shops  down  the  road  is 
haps,  look  at  a common  product  which  is  going  to  buy  the  other  one  at  20  pence?  Is 
UK-produced  only,  it  produces  related  to  not  cross-subsidisation  something  which 
your  profit  requirements,  a certain  selling  only  a large  company  can  do  internally  as 
price.  That  selling  price  may  only  generate  part  of  its  own  policy  but  which  cannot  be 
a throughput  of  X amount.  By  reducing  the  enforced  or  even  organised  over  the  broad 
selling  price  by  whatever,  you  can  on  very  spectrum  of  retailing? 
large  areas  of  merchandise  get  a fairly  true  (Mr  Dyson.)  It  is  a very  competitive  field, 
correlation  of  increase  or  decrease,  accord-  really  competitive.  That  is  the  answer 
ing  to  which  way  you  go.  Therefore  if  you  really.  One  has  to  be  competitive  to  survive, 
can,  within  vour  profit  margins,  obtain  sell-  especially  in  1980. 
ing  prices  that  are  more  advantageous  to 

you  against  competition  — and  we  must  be  2088.  This  is  my  point. 

looking  at  all  our  friends  in  The  Retail  (Mr  Davison.)  I am  not  sure  what  your 

Consortium  at  that  stage  — then  you  even-  point  is.  Are  we  saving  that  British  industry 

tually  come  out  with  a balance.  It  also  is  should  be  allowed  to  sell  merchandise  at 

related  to  your  total  production  availability,  higher  prices,  or  considerably  higher  prices, 

This  is  not  a thing  in  isolation.  With  the  than  one  could  — - 

greatest  respect,  we  have  been  questioned 

at  times  by  some  people  who  think  we  go  2089.  No,  no. 
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(Mr  Mikardo  Contd .] 

(Mr  Davison.)  I think  that  Mr  Carter  has 
explained  that,  generally  speaking,  large 
retailers  that  are  planning  are  not  involved 
particularly  in  the  dumping  arrangements 
Decause  we  usually  buy  from  established 
suppliers  that  we  have  dealt  with  wherever 
it  is  in  the  UK  for  a very  long  time.  They 
are  all  planned  input.  We  cannot  very  often 
take  an  advantage  of  that  sort  of  situation. 


world  recession  situation.  From  that  . 
of  view,  I find  it  slightly  difficult  to  aiX 
your  question  because  1 think  that  that  ma! 
continue  during  the  next  two  years  ' 
(Mr  Davison. ) But  in  the  cheap  area  mrw 
of  the  levels  are  alreadv  substantially  tab? 
up  in  the  MFA  and  there  is  unlikely  toS 
any  larger  input  from  the  under-develowd 
or  newly-developed  countries.  ^ 


2090.  The  point  of  my  question  was 
purely  to  elicit  the  fact — and  I should  think 
it  was  an  inescapable  one  — that  the  ele- 
ment of  cross-suosidisation  must  inevitably 
have  a limited  effect  and  be  confined  vir- 
tually to  some  lines  in  some  of  the  big 
companies. 

(Mr  Carter.)  I would  take  exception  to 
the  expression  “limited  effect",  if  I may, 
because,  as  I have  explained,  out  of  the  25 
large  retailers  who  represent  50  per  cent  of 
the  trade  — that  is  hardly  “limited”  — and 
also  it  actually  goes  further  than  merely 
large  companies.  As  I understand  your 
point,  you  are  suggesting  that  the  small 
operator  cannot  do  a cross-subsidy.  I would 
suggest  in  those  cases  that  he  would  buy 
100  per  cent  imported. 

2091.  I am  not  taking  sides.  I am  saying 
that  he  has  got  no  incentive  to. 

(Mr  Carter.)  He  has  less  incentive  to, 
that  is  true. 


Mr  Foster 

2092.  On  the  general  question,  did  I 
understand  you  to  say  earlier  on  that  when 
your  profits  are  being  squeezed,  inevitably 
the  import  content  has  to  increase  or  would 
increase?  Would  you  be  able  to  say  that 
over  the  next  period  of  18  months  when  it 
looks  as  though  profitability  is  going  to  be 
squeezed  even  further  that  as  an  inevitable 
consequence  we  can  look  forward  to  even 
greater  imports  by  the  large  retailers? 

(Mr  Carter.)  Within  the  confines  of  the 
MFA,  which  is  really  the  restricting  factor, 
I would  suggest,  yes. 

2093.  But  this  does  not  apply  to  other 
goods? 

(Mr  Carter.)  It  depends  upon  the  other 
goods.  One  of  the  difficulties  facing  us  — 
and  I think  we  have  explained  it  reasonably 
well  in  this  case  of  ours  — is  that  in  the  last 
two  years  there  has  been  a greater  influx  of 
goods  from  highly  developed  countries  such 
as  America,  outside  the  control  of  the 
MFA,  than  we  have  ever  had  before  — 
which,  I think  is  really  the  product  of  the 


Mr  Crowther 

2094.  Can  we  now  look  at  the  ana 
within  which  retailers  in  response  to  their 
customers’  demands  arc  offering  for  sa]e 
only  imported  goods  simply  because  British 
manufacturers  are  not  making  that  panic 
ular  kind  of  goods  which  are  be™ 
demanded.  I low  widespread  are  those  cir- 
cumstances; is  the  area  increasing  and  has 
it  come  about  because  of  British  manufac- 
turers being  put  out  of  business  in  particular 
product  markets  because  of  foreign 
competition? 

(Mr  Carter.)  If  I may  take  the  first  part 
of  the  question,  I think  the  areas  arc 
increasing  and  the  proportions  are  increas- 
ing. If  I may  just  cite  the  electronics: 
regarding  the  UK  manufacturers,  I can  only 
cite  what  I think  is  a very  good  example  in 
electronics  where  my  organisation  have 
steadfastly  supported  possibly  one  of  the 
few  remaining  manufacturers  of  audio 
equipment.  And  1 think  it  is  fair  to  say  that 
they  do  a first-class  job  but  that  we  invari- 
ably have  to  spend  far  more  lime  with  them 
in  terms  of  styling,  standard  and  develop- 
ment than  with  the  imported  merchandise 
which  does  tend  to  be  progressing  at  a far 
faster  rate.  For  reasons  of  our  own  philos- 
ophy we  continue  with  this  particular  sup- 
plier. It  merely  leads  me  to  believe  that  it 
will  get  progressively  worse  and  not  any 
better.  I missed  the  third  point. 

2095.  The  third  point  was  to  what 
extent  has  this  been  brought  about  because 
of  foreign  competition,  because  British 
manufacturers  have  been  unable  to  com- 
pete successfully  in  particular  product  lines. 

(Mr  Carter.)  I would  have  said  — and  I 
defer  to  some  of  my  colleagues,  but,  cer- 
tainly, in  my  experience  primarily  because 
of  the  activity  or  the  foreign  producers  and 
their  ability  to  read  developments  in  gen- 
eral markets  which  are  applicable  to  the 
UK.  Taking  ourselves  outside  the  clothing 
area  and  returning,  for  example,  to  fool 
wear,  the  production  of  rubber  and  canva 
footwear  frankly  could  not  be  easier  o 
simpler  for  anybody  to  make.  Why  is  it  wi 
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[Mr  Crowther  Contd.] 

m not  making  it?  I can  only  pose  the 
question.  I do  not  know  the  answer. 

2096.  That  would  have  been  the  next 
question.  I appreciate  that  it  is  not  for  you 
to  speak  for  manufacturers;  but  have  you 
anv  possible  theories  to  offer  in  that  partic- 
ular point,  as  to  why  there  are  enormous 
gaps  in  the  British  manufacturing  industry 
where  they  are  just  not  producing  goods 
which  are  clearly  in  demand? 

(Mr  Dyson.)  I would  make  the  point 
initially  here  of  the  fall-off  in  production 
due  to  heavy  imports  earlier.  And  the  Eng- 
lish manufacturer  has  never  recovered.  He 
is  still  on  his  back.  Some  have  recovered, 
some  have  not.  I think  that  that  is  the  best 
answer  I can  give.  1 think  that  the  English 
are  very  slow  to  react  and  it  is  the  retailer 
who  has  to  go  to  them,  as  Mr  Foster  said, 
knocking  at  their  door  to  buy  British. 

209?.  Would  you  say  there  is  a failure 
on  the  part  of  many  British  manufacturers 
to  anticipate  trends? 

(Mr  Dyson.)  I would  say,  without  a 
doubt,  as  a fashion  buyer  in  a fashion  com- 
pany, that  that  is  so. 

(Mr  Carter.)  May  I just  go  back  on  that 
question  and  refer  to  — 

Chairman 

2098.  May  I make  the  point  that  the 
witness  is  giving  his  own  opinion  of  the 
manufacturers’  attitude  because  I believe, 
from  evidence  that  we  have  had  previously, 
that  that  is  not  exactly  the  evidence  given 
by  the  manufacturers. 

(Mr  Dyson.)  That  is  my  opinion. 

(Mr  Carter.)  Coming  back  to  the  foot- 
wear example,  I think  that  one  should  pose 
the  question:  why  has  the  largest  manufac- 
turer of  this  type  of  footwear  chosen  to 
purchase  it  abroad  when  he  has  manufac- 
turing resources  in  this  country?  I think  that 
this  is  the  difficulty  we  are  all  facing. 

Mr  McNally 

2099.  Iwonderifwecanlookatanother 
industry  rather  than  textiles  and  footwear. 
The  furniture  industry.  I received  recently 
a delegation  from  the  trade  unions  there 
and  they  were  very  harsh  about  the  role  of 
the  retail  end  of  the  trade  in  promoting 
foreign  imports,  hi  not  giving  enough  sup- 
port to  indigenous  furniture  industry.  Is 
that  an  industry  that  you  see  at  risk  in  the 
next  two  years?  Do  you  see  any  responsi- 
bility at  the  retail  end? 

(Mr  Carter.)  We  deal  in  furniture  to  a 


fairly  large  extent.  I would  have  said  that  is 
very  much  in  the  hands  of  the  industry 
because  I think  they  have  the  tremendous 
advantage  of  heavy,  bulky  produce  which 
is  difficult  to  transport  and  therefore  diffi- 
cult to  import.  The  problem  that  the  fur- 
niture industry  is  facing  really  is  nothing 
at  all  to  do  with  retailers.  It  is  to  do  with 
the  general  economy.  Once  housing  is  in 
trouble  then  furniture  is  in  trouble;  but  I do 
feci  strongly  that  those  areas  of  furniture 
which  have  been  imported  have  depended 
to  a large  extent  on  styling.  I think  this  is 
one,  if  I may  say  so,  more  significant  area 
where  styling  has  an  effect  than  clothing. 

Mr  Maxwell-Hyslop 

2100.  Or,  surely,  the  material  from 
which  it  is  made  ■ — Brazilian  leather  or 
Scandinavian  pine. 

(Mr  Carter.)  Yes,  but  with  respect  I class 
that  as  a styling  element.  I think  it  is  very 
much  in  their  hands.  They  should  have  the 
ability  to  be  able  to  prevent  a large  propor- 
tion of  imports  if  they  really  examine  their 
market  and  are  more  outward  looking. 

(Mr  Dyson.)  In  soft  furnishing,  most  cer- 
tainly I would  say  that  a good  90  per  cent 
must  be  imported. 

(Mr  Weir.)  Could  I make  the  point  that 
very  often  we  have  heard  it  said  that  the 
propensity  of  the  retailers  to  buy  imported 
goods  is  greater  than  the  propensity  of  our 
consumers  to  buy  them  in  our  shops.  This 
is  obvious  nonsense  or  we  would  have  gone 
broke.  But  there  is  one  very  easy  way  of 
measuring  the  falsity  of  that  statement.  It 
is  this.  In  this  country,  about  two-thirds  of 
the  finished,  non-food  consumer  goods 
which  are  sold  are  made  in  Britain  and 
about  one-third  is  imported  and,  by  an 
amazing  coincidence,  that  is  exactly  the 
same  proportion  of  manufactured  tools, 
components  and  materials  other  than  food. 
In  other  words,  what  is  happening  visibly 
in  the  High  Street  is  exactly  what  is  hap- 
pening behind  the  factory  walls.  The  pro- 

ortions  are  no  different.  So  that  it  cannot 

e retailers  any  more  than  it  is  our  suppliers 
because  they  arc  also  buying  imported 
machine  tools  and  finished  components. 

Mr  Carlisle 

2101.  You  say  that  the  MFA  leads  to 
increased  prices  for  children’s  wear.  Is  this 
because  UK  manufacturers  because  of 
MFA  face  little  competition  with  children's 
wear  and  therefore  charge  excessive  prices, 
more  than  they  have  to;  or  do  the  prices 
merely  show  that  they  arc  inefficient  and 
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[Mr  Carlisle  Contd.  ] 

have  a high  level  of  costs  of  production? 

(Mr  Carter.)  The  actual  statement  is 
related  to  the  imported  price  of  children’s 
wear.  The  imported  price  of  children’s 
wear,  as  I explained  earlier,  has  risen  dis- 
proportionately to  adult  wear  because  of 
theMFA  in  that,  with  restrictions  in  certain 
categories  of  quota,  the  manufacturers  in 
the  exporting  countries  have  obviously 
chosen  to  make  adult  wear  as  opposed  to 
children’s  wear. 

2102.  Yes,  and  therefore  the  children’s 
market  is  supplied  from  this  country.  That 
is  what  you  are  implying.  Therefore  the 
costs  were  higher  than  they  should  be  to 
the  consumer. 

(Mr  Carter.)  That,  we  would  hope,  is 
natural  cause  and  effect.  But,  unfortu- 
nately, over  the  years  the  children’s  wear 
industry  in  this  country  has  been  reducing 
as  we  all  know. 

2103.  But  you  say  in  your  paper  that 
because  of  the  MFA,  they  concentrate  on 
exporting  to  this  country  adult  wear.  The 
implication  is  that  children’s  wear  is  sup- 
plied by  this  country  and  not  imported;  and 
that  is  the  reason  why  it  is  more  expensive 
than  it  need  be. 

(Mr  Carter.)  No,  I am  sorry,  perhaps  we 
are  both  misreading  it.  Both  are  true.  Ini- 
tially, the  imported  price  of  children’s  wear 
— they  have  not  stopped  importing  chil- 
dren’s wear;  the  proportion  has  changed. 
With  less  children’s  wear  being  imported 
than  previously  the  price  has  risen  quite 
disproportionately. 

2104.  Why? 

(Mr  Carter.)  Because  the  quantities  are 
insufficient. 

2105 . That  means  that  British  manufac- 
turing is  more  expensive  than  the  imports? 

(Mr  Carter.)  Yes,  it  always  has  been.  It 
is  higher  than  the  import  on  almost 
everything. 

2106.  Is  that  because  they  are  going  for 
higher  profits  or  because  their  manufactur- 
ing is  inefficient? 

(Mr  Dyson.)  Their  production  is  too  low. 
The  level  of  production  in  this  country  is 
too  low. 

2107.  Therefore,  it  is  a question  of  inef- 
ficiency and  they  have  to  charge  higher 
prices? 

(Mr  Carter.)  With  any  manufacture  of 


clothing  in  this  country,  on  a comparahlf 
basis  their  costs  are  higher.  . 

(Mr  Dyson.)  Not  competitive. 

(Mr  Davison.)  One  point  that  you  are  ! 
perhaps  trying  to  get  through  to  is  that 
when  there  is  a demand  from  the  UK  in 
excess  of  the  quota  levels  that  have  been  1 
set  in  the  MFA,  there  is  established  a pre 
mium  above  the  normal  manufacturing 
price  in  the  country  concerned.  For 
instance,  if  there  is  a bigger  demand  for 
shirts  than  the  quota  from  Hong  Kong  pro- 
vides  for,  then  the  manufacturer  starts 
changing  what  he  calls  a quota  premium  for 
those.  If  you  have  a situation  where  there 
is  an  overall  demand  for  shirts  and  boys’ 
shirts  are  in  the  same  category  then  the 

3uota  premium  has  more  effect  on  the  chil- 
ren’s  garments  because  it  is  a bigger  per- 
centage and  therefore  pushes  the  price  up. 

(Mr  Carter.)  If  I may  come  back  on  that 
point,  this  is  one  of  the  areas  that  we  have 
identified  for  the  manufacturing  in  this 
country.  This  is  one  which  if  some  manu- 
facturers could  only  be  bold  enough  they 
could  really  command  the  children’s  wear 
market;  because  we  do  not  think  it  will 
return  to  imports. 


Mr  Mikardo 

2108.  Could  1 ask  the  witnesses  what 
are  the  relations  between  the  Consortium 
and  the  Department  of  Trade?  Are  you 
broadly  happv  with  the  manner  in  which 
and  the  speed  at  which  they  look  at  repre- 
sentations which  you  may  make  to  them? 
What  sort  of  issues  have  you  got  represen- 
tations going  on  at  the  present  time  and 
what  is  happening  about  them? 

(Mr  Weir.)  We  were  not  some  years  ago 
entirely  satisfied  with  our  relationship  with 
the  Department  of  Trade  because  of  its 
enormously  wide  scope  and  because  we  did 
not  think  it  appreciated  the  significance  of 
retailing  and  did  not  have  sufficient  people 
of  the  right  calibre  concerned  with  devel- 
opments m the  retail  field.  But,  having  said 
that,  I am  bound  to  say  that  there  has  been 
a vast  improvement  over  the  last  couple  of 
years  in  our  relationship  with  the  Depart- 
ment of  Trade  which  is  our  sponsoring 
Department  for  everything  except  food 
which  comes  under  agriculture.  We  are 
concerned,  with  the  Department  of  Trade, 
obviously,  in  the  whole  area  of  import  sub- 
stitution. It  is  a subject  that  they  are  inter- 
ested in  and  we  are  concerned  about.  As 
you  know,  they  are  also  responsible  for 
consumer  protection  and  credit  control  and 
a range  of  other  issues  which  touch  on 
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retailing  and  our  relationship  with  the 
Department  is  now  excellent  and  they  con- 
sult us  frequently  and  listen  sympathetically 
to  what  we  say  to  them. 

2109.  Have  you  anything  special  on 
with  them  at  this  moment? 

(Mr  Weir.)  Lots  of  things,  yes. 

2110.  Do  you  have  any  relations  with 
or  make  any  representations  to  the  Com- 
mission of  the  European  Community  in 
Brussels? 

(Mr  Weir.)  Yes,  we  do.  We  have  — 
again,  fairly  recently  — established  a Euro- 
pean office  and  we  have  an  executive  who 
shuttles  between  London  and  Brussels  and 
we  make  representations  direct  to  the 
European  Commission  and  indeed  also  in 
the  European  Parliament  and  to  the  other 
institutions  of  the  EEC.  So  we  are  very 
concerned  that  our  voice  is  clearly  heard  in 
Europe. 

2111.  On  what  sort  of  questions  do  you 
make  representations  to  them? 

(Mr  Weir.)  Clearly,  the  perennial  subject 
is  the  Common  Agricultural  Policy  but  we 
are  also  concerned  with  the  renegotiation 
of  the  Multi-Fibre  Arrangement  and  what 
we  are  saying  to  you  today,  sir,  is  what  we 
are  also  saying  to  Brussels.  We  are  con- 
cerned with  the  consumer  action  pro- 
gramme and  other  aspects  of  European 
policy. 

2112.  Does  your  office  in  Brussels  deal 
merely  with  the  officers  of  the  Commission 
or  do  you  have  any  sort  of  relationships 
with  equivalent  bodies  to  the  Consortium 
in  any  or  all  of  the  other  eight  countries? 

(Mr  Weir.)  Yes,  we  have.  Since  the  col- 
lapse of  the  central  commercial  represent- 
ative organisation,  the  Committee  of  Com- 
mercial Organisations  of  the  European 
Community,  it  was  called  and  it  collapsed 
two  years  ago  for  a variety  of  reasons  which 
I do  not  think  I need  weary  you  with,  we 
have  been  trying  very  hard  indeed  to  create 
a central  European  organisation  for  retail- 
ers. There  is  an  organisation  for  wholesalers 
and  importers  and,  as  you  know,  there  are 
organisations  representing  industry  and 
agriculture  and  so  on.  We  have  relation- 
ships with  all  those  organisations  and  we 
are  hoping  that  there  will  be  an  effective 
European  organisation  for  retailers. 

(Mr  Carter.)  Just  to  add  a rider,  we  have 
also  asked  our  members  if  they  will  make 
contact  and  obtain  a relationship  with  Euro- 


MPs.  And  this  has  been  done  on  a very 
wide  scale  across  the  country  so  far;  so  that 
they  are  familiar  with  the  problem. 

Chairman 

2113.  Unless  my  colleagues  have  any- 
thing more  specifically  to  ask  — which  I 
suspect  they  have  not  — is  there  anything 
that  you  would  like  to  say  to  us  in  conclusion 
upon  any  point  upon  which  we  have  not 
touched  in  questions  this  morning?  It  is  not 
necessary  that  you  should  do  so  but  it  would 
be  an  opportunity  if  you  wished  to  make 
any  general  point  before  concluding. 

(Mr  Carter.)  We  have  one  or  two  points, 
Chairman. 

(Mr  Weir.)  I W'ould  like  to  emphasise  that 
our  desire  is  to  provide  the  kind  of  infor- 
mation to  our  British  industrial  suppliers 
that  will  help  them  to  do  their  job  more 
efficiently  because,  clearly,  we  would  prefer 
to  work  with  them  rather  than  to  have  to, 
expensively  and  with  difficulty,  procure 
overseas.  I believe  the  Economic  Devel- 
opment Committee  for  the  Distributive 
Trades  has  an  important  part  to  play  and  I 
hope  that  every  encouragement  is  given 
officially  to  establishing  that  economic 
development  committee  which  has  not  met 
and  should  have  met  nearly  a year  ago. 

(Mr  Davison.)  The  point  1 should  like  to 
make  is  that  I am  sure  that  retailers  are  very 
worried  about  the  state  of  unemployment 
as  far  as  the  country  is  concerned  and  the 
effect  on  clothing  manufacturers.  However, 

I do  feel  that  clothing  manufacturing  in  the 
long  term  should  not  be  an  industry  that 
we,  as  a highly  industrialised  nation,  should 
be  promoting  particularly  actively.  Japan 
has  basically  moved  out  of  clothing  manu- 
facturing. They  have  retained  their  textile 
interests  and  produced  vast  quantities  of 
textile  fabric  for  the  Far  East  market.  They 
have  concentrated  on  that  area  and  moved 
out  of  clothing  manufacture  as  such.  We 
are  in  danger,  if  there  is  any  further  restric- 
tion through  the  MFA,  of  having  some  sort 
of  retaliatory  action  taken  by  these  newly- 
developed  countries,  a number  of  which  are 
important  markets  for  our  own  engineering 
industry  and  we  have  to  take  that  into  con- 
sideration if  there  are  further  restrictions 
imposed  on  the  level  of  imports  from  those 
newly-industrialised  countries. 

(Mr  Carter.)  If  I can  conclude,  Chairman , 
by  thanking  you  for  listening  to  us  and 
merely  make  the  point  that  we  attempted 
in  the  paper  that  we  submitted  here  to  use 
the  facts  which  were  available  from  official 
sources.  They  were  facts  which  we  then 
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Mr  B Davison  and  Miss  H Spencer 


[Chairman  Contd.] 

analysed  on  the  basis  of  the  situation  as  we 
saw  it  and  we  hoped  would  bring  another 
dimension  to  this  particular  argument.  We 
know  that  many  other  papers  have  been 
submitted  and  will  be  submitted  in  the 
future;  but  as  far  as  the  retailers  are  con- 
cerned, their  main  consideration  is  that,  as 
a country,  we  do  not  re-enter  the  problem 
area  that  we  did  during  MFA  2 when,  due 
to  lack  of  decision  on  the  part  of  whosoever 
there  was  a period  of  anything  up  to  six 
months  when  we , the  retailers , aid  not  quite 
know  what  was  happening.  I think  we 
would  all  agree  that  any  lack  of  decision  or 
a period  of  indecision  in  any  industry  cannot 
be  good.  Therefore,  we  would  hope  that 
with  MFA  3 which  appears  to  be  a near 


certainty  whichever  form  it  takes,  our  voice 
is  given  consideration. 

(Chairman.)  Mr  Carter,  all  that  remains 
for  me , on  behalf  of  all  my  colleagues,  is  to 
thank  you  and  your  colleagues  for'your 
attendance  here  this  morning,  for  the  paper 
you  have  given  us,  and  for  the  manner  in 
which  you  have  answered  our  questions. 
Our  report  will  be  prepared  and  will  be 
published  in  the  fairly  near  future  and,  of 
course,  you  will  be  supplied  with  a copy  of 
it  and  you  will  have  made  a contribution  to 
our  final  findings  that  we  may  export  more 
from  this  country  and  perhaps  may  impon 
less.  That  is  the  object  of  this  exercise. 
Thank  you  very  much  indeed  for  coming. 


Supplementary  note  submitted  by  Mr  G Dyson,  Retail  Consortium 

The  MFA  in  its  present  form  has  helped  to  maintain  lower  price  levels  and  I suggest  this 
is  carried  on  in  its  present  form  until  such  times  as  the  UK  manufacturers  can  bridge  this 
price  gap.  If  imports  are  cut  further  at  the  present  time  prices  will  certainly  rise,  unless  the 
previous  action  I suggested  is  considered. 
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WEDNESDAY  30  JULY  1980 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 


Mr  Kenneth  Carlisle 

Mr  Russell  Kerr 

Mr  Eric  Cockeram 

Mr  Thomas  McNally 

Mr  Stan  Crowther 

Mr  Robin  Maxwell-Hy 

Mr  Peter  Emery 

Mr  Ian  Mikardo 

Mr  Derek  Foster 

Mr  Donald  Thompson 

Memorandum  submitted  by  Ford  Motor  Company  Limited  (M202) 


Introduction 

Ford  Motor  Company  Limited  is  glad  to  respond  to  this  Committee’s  inquiry  on  the 
United  Kingdom’s  exports  and  imports.  Our  remarks  on  this  subject  will  fall  into  three 
sections.  First  we  will  discuss  the  actions  undertaken  by  the  Ford  Motor  Company  Limited 
in  this  field  at  its  own  discretion,  and  the  various  impacts  that  they  have  had.  We  next 
move  on  to  the  problems  that  face  a motor  manufacturer  based  in  the  UK.  Finally  we  will 
address  problems  which  are  created  by  agents  or  governments  outside  the  UK. 

Ford  Motor  Company  Limited  Actions 

Ford  Motor  Company  Limited  was  established  in  Britain  as  a subsidiary  of  Ford  US  in 
1911.  Ford  Motor  Company  Limited  (Ford  of  Britain)  became  a wholly-owned  subsidiary 
of  Ford  US  in  1961.  In  1967,  Ford  of  Europe  was  created  to  assist  in  co-ordinating  Ford 
activities  in  Europe.  This  has  yielded  the  following  benefits: 

Benefits  to  Ford  of  Britain  of  membership  in  Ford's  European  organisation 
Strong  participation  in  the  European  market,  with  a population  of  around  370  million, 
as  opposed  to  56  million  in  Britain.  The  Western  European  car  market,  at  10.3  million 
units  in  1979,  is  roughly  six  times  larger  than  that  of  the  UK. 

The  provision  of  the  volume  base  necessary  to  develop  new  models.  Modern  costs  of 
engineering  and  tools  are  such  that  new  automotive  products  to  meet  the  market's 
demands  for  improved  economy  and  efficiency  can  only  be  designed  if  the  costs  are  spread 
over  a substantial  volume. 

Manufacturing  economies  of  scale  and  therefore  increased  cost-competitiveness.  The 
production  technologies  needed  to  be  world-competitive  in  motor  manufacturing  require 
enormous  investments  that  can  only  be  .recouped  in  a market  with  large  volume. 

Earnings  and  employment 

Ford  of  Britain’s  co-operation  with  other  Ford  companies  under  the  aegis  of  Ford  of 
Europe  has  added  to  the  strength  and  soundness  of  the  company,  which,  in  1979,  declared 
record  after-tax  profits  of  £350  million  on  record  sales  in  excess  of  £3,000  million.  The 
benefits  to  the  UK  economy  have  been  substantial.  Ford  of  Britain  now  directly  employs 

76.000  people.  This  is  21 ,000  more  than  our  employment  in  1967,  when  Ford  of  Europe 
was  formed. 

Investment  and  product  plans 

Our  company  is  engaged  in  a £1,000  million  UK  investment  programme  through  the 
period  of  1978  to  1981.  This  will  provide  new  facilities,  such  as  the  engine  plant  at 
Bridgend,  as  well  as  strong  new  products.  After  we  launch  our  new  Escort  this  autumn, 
we  will  announce  a major  new  product  action  on  average  every  50  days  during  the  next 

1 .000  days. 
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Impact  on  other  business 

The  additional  business  we  create  in  the  UK  is  also  significant.  Ford  of  Britain  soent  ' 
£830  million  in  1979  with  domestic  suppliers  for  production  materials  and  £400  million  on 
new  facilities  and  general  supplies.  This  accounted  for  another  85,000  jobs  in  1979 
Continental  Ford  companies  bought  £170  million  worth  of  production  materials  and 
facilities  in  Britain,  contributing  another  12,000  jobs.  Finally,  die  400-strong  Ford  of 
Britain  dealer  body  employs  40,000  people  in  selling  and  servicing  Ford  vehicles. 


Product  interchange  in  the  Ford  system 

These  achievements  would  not  have  been  possible  without  participation  in  Ford’s 
European  structure.  However,  our  membership  in  the  European  Community  requires  us 
to  share  some  of  the  benefits  with  our  European  partners.  Britain  is  the  only  source  for 
D and  A Series  trucks  and  the  main  source  for  other  commercial  vehicles,  tractors  and 
diesel  engines  in  Europe.  Germany  is  the  only  source  for  Granadas  and  Capris.  Other 
models  come  from  several  sources  within  the  company’s  European  manufacturing  plants 
For  example,  the  Cortina/Taunus  car  line  can  be  assembled  in  Belgium,  Britain  and  Eire 
The  Escort  can  be  assembled  in  Britain  and  Germany,  and  the  Fiesta  in  Britain,  Germanv  « 
and  Spain.  The  fundamental  objective  is  for  each  to  supply  its  own  market  and  also  to 
export  units  to  other  countries  where  they  are  required  to  satisfy  the  needs  of  the  local 
Ford  sales  companies  and  dealers.  In  addition,  large  volumes  of  major  assemblies  such  as 
engines,  gearboxes  and  axles,  and  parts  such  as  carburettors  and  electrical  components 
are  exported  from  Britain  to  toe  assembled  in  Ford  products  built  in  other  countries.  For 
example,  all  Escorts,  regardless  of  source,  use  British-built  engines. 

Trade  balance  of  Ford  of  Britain 

Over  the  years  Ford  of  Britain  has  been  a substantial  exporter  and  importer  of  motor 
vehicles  and  components.  In  1978,  we  exported  products  worth  £775  million  and  imported  | 
products  worth  £674  million,  contributing  £101  million  to  the  balance  of  trade.  Overthe  1 
years  this  balance  of  trade  advantage  to  Britain  has  been  very  substantial.  In  order  to 
meet  the  demands  of  the  booming  1979  market  in  Britain,  and  recover  from  our  strike  at 
the  end  of  1978,  we  increased  our  imports  to  £1,030  million.  However,  we  also  raised  our 
exports  to  the  record  level  of  £1,010  million.  Thus  we  virtually  balanced  our  company's 
trade  books  for  the  year,  in  spite  of  exceptional  imports. 

Ford's  UK  vehicle  assembly  capacity 

We  could  have  done  better.  Given  that  Granadas  and  Capris  for  Britain  are  purchased 
from  the  continent,  our  installed  assembly  capacity  in  the  UK  is  such  that  if  over  the  last 
18  months  we  had  been  able  to  operate  with  an  adequate  supply  of  labour  and  the  same 
continuity  and  effectiveness  that  we  experience  in  Ford’s  continental  plants,  then  we  could 
have  supplied  all  our  UK  Cortina,  Fiesta  and  Escort  market  requirements,  plus  1 
substantial  number  of  Escorts  for  export  as  well. 

Import  substitution  effect 

Another  important  contribution  made  by  Ford  to  the  UK  economy  is  import  substitu- 
tion. Ford  of  Britain  produced  and  sold  approximately  £1,000  million  worth  of  products 
in  the  UK  in  1979.  Flad  we  not  done  so,  it  is  unlikely  that  all  that  market  requirement 
could  have  been  met  by  other  UK  companies.  We  estimate  that  the  country’s  import  bill 
would  have  been  around  £500  million  higher  if  Ford  were  not  operative  in  Britain. 

Promising  product  programmes  for  export  and  import  substitution 

We  believe  that  our  participation  in  Ford’s  European  organisation  provides  important 
opportunities  to  Ford  of  Britain  and  the  UK  economy.  An  entirely  new  front-wheel-drive 
Escort  will  be  produced  later  this  year  at  Halewood.  We  have  very  high  hopes  for  the 
sales  prospects  of  this  vehicle,  especially  in  export  markets.  Later  we  will  be  producing  an 
entirely  new  heavy  truck  to  replace  the  current  D Series.  This  vehicle,  which  will  be 
manufactured  in  Langley,  also  has  outstanding  export  sales  possibilities.  No  chance  will 
be  lost  to  equip  Ford  of  Britain  with  the  products  it  needs  to  compete  effectively  in  export 
markets. 
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Problems  facing  UK  motor  manufacturers 

Ford  Sales  companies'  attitudes  to  UK  products 
We  are  obliged  to  open  the  topic  of  UK-based  aspects  of  the  automotive  business  by 
mentioning  the  attitudes  of  the  Ford  companies  abroad  through  which  we  sell  our 
products.  Whenever  these  companies  have  been  able  to  influence  the  sourcing  of  an 
identical  product,  they  have  elected  to  be  supplied  by  continental  rather  than  UK  plants. 
The  principal  reason  for  this  is  that  the  continuity  of  supply  from  the  UK  is  seen  by  them 
as  being  very  insecure  compared  with  the  reliability  of  Ford's  continental  plants. 

Delivery  uncertainty  a serious  problem 

Many  industrial  disputes  — in  addition  to  those  within  the  motor  industry  — affect  our 
ability  to  produce  vehicles.  Examples  are  the  dock,  transport,  steel  and  engineering 
strikes.  In  their  unpredictability  as  well  as  duration,  these  disputes  reduce  the  confidence 
which  other  Ford  companies  and  their  dealers  have  in  our  delivery  promises.  This  is  a 
very  serious  problem,  one  which  loses  customers  that  are  difficult  to  win  back.  Such 
disputes  are  common  in  the  UK.  Continental  companies  are  able  to  perform  with  much 
greater  consistency  and  predictability,  to  their  lasting  advantage,  and  expect  a similarly 
high  level  of  performance  from  their  suppliers. 

Supply  of  components  less  unsatisfactory 

British  motor  manufacturers  are  relatively  better  at  producing  mechanical  components , 
such  as  engines,  axles  and  gearboxes  than  sheet  metal  and  vehicle  assemblies.  Stockpiles 
of  mechanical  components  can  buffer  supply  interruptions  — at  a cost.  Car  assembly 
operations,  however,  suffer  significantly  from  their  much  greater  exposure  to  UK  work 
interruption,  because  bodies  cannot  be  stockpiled. 

Adverse  economic  conditions  in  Britain 

Another  serious  disadvantage  for  any  UK-based  vehicle  manufacturer  is  the  high  cost 
level  with  which  he  must  contend.  In  part  this  is  owed  to  sterling’s  increase  in  value  against 
the  currencies  of  the  countries  with  which  we  trade.  In  1978  the  pound  was  worth,  on 
average,  DM  3.83.  The  average  for  1979  was  a little  higher  at  DM  3.89,  despite  the  fact 
that  inflation  in  Germany,  at  3.7  per  cent,  was  much  lower  than  the  UK  rate  of  11.6  per 
cent.  Subsequently  there  has  been  a further  increase  in  the  exchange  rate  to  above  DM 
4. 10  to  the  pound,  while  inflation  in  Germany  at  6.0  per  cent,  was  again  much  lower  than 
the  20.9  per  cent  rate  experienced  in  the  UK,  thus  further  eroding  our  cost-competitive- 
ness. Motor  vehicle  manufacturing  costs  in  Britain  are  now  10  per  cent  higher  than  in 
Germany  and  30  per  cent  higher  than  in  Japan. 

Britain's  productivity  challenge 

Obviously  there  is  a need  to  improve  productivity  in  Britain.  In  doing  so,  we  and  other 
companies  face  two  problems.  Firstly,  we  would  need  to  reduce  costs  as  compared  with 
our  trading  partners,  for  example  Germany,  by  around  25  per  cent  simply  to  recreate  the 
1978  position  and  offset  the  relative  movements  in  sterling  and  inflation.  But  competition 
has  reduced  its  costs  substantially,  in  the  meantime.  So  the  task  is  now  very  considerable. 

Need  to  adopt  new  work  practices 

Secondly,  the  industrial  climate  in  the  UK  reflects  little  readiness  to  adopt  new  work 
practices  fast  enough  for  us  to  regain  competitiveness.  Senior  Ford  manufacturing  exec- 
utives have  recently  visited  Japan  to  study  the  organisation  and  methods  in  use  there.  It 
is  Ford’s  intention  to  introduce  the  best  of  these  into  its  European  operations  as  soon  as 
is  practicable,  but  the  full  benefits  will  only  be  derived  if  there  is  an  acceptance  of  the 
need  for  change  by  all  concerned.  We  will  continue  to  work  hard  to  win  that  acceptance. 

Roles  of  the  UK  Government  and  industry 

Britain's  manufacturing  industry  must  not  allow  itself  to  be  priced  out  of  world  markets. 
The  consequences  for  unemployment  in  the  UK  would  be  unthinkably  severe.  It  is 
therefore  totally  important  that  Government,  for  its  part,  pursues  policies  to  reduce 
inflation  and  the  exchange  rate.  Manufacturing  industry,  for  its  part,  must  improve  its 
productivity,  lower  its  costs,  and  provide  products  with  a competitive  edge. 
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External  Problems 

Risk  of  growing  protectionism 

There  is  no  doubt  that  other  governments  have  adopted  restrictive  policies  that  have 
caused  automotive  exports  from  Britain  to  be  lower  than  would  otherwise  have  been  the 
case.  In  the  present  economic  atmosphere,  the  danger  is  that  such  restrictions  will 
increased  rather  than  relaxed.  In  particular  there  is  a risk  of  protectionism  throughout  the 
world  that  represents  a real  problem  to  Britain,  which  is  so  dependent  for  its  prosperity 
on  free  access  to  world  markets. 


Effects  of  local  content  requirements 

Many  countries  now  insist  upon  local  assembly  or  local  manufacture,  to  increase  the 
benefit  the  motor  industry  provides  to  their  economics.  These  are  typically  backed  bv 
penal  tariff  rates  and  quotas.  This  reduces  our  opportunity  to  import  built-up  units,  or 
even  kits  containing  high  value-added  components,  into  such  countries.  For  example 
Ford  has  recently  been  obliged  to  assist  a local  dealer  to  set  up  an  assembly  operation  in 
India  so  that  we  can  sell  our  heavy  trucks  there.  We  are  about  to  establish  a joint  venture 
in  Nigeria  in  order  to  regain  truck  markets  lost  because  we  could  not  previously  comply  1 
with  local  content  requirements. 

Trading  prospects  offered  by  Spain 

There  has  been  some  criticism  of  Ford’s  policies  with  respect  to  Spain.  For  this  reason, 
we  will  single  out  this  market  for  special  comment.  One  reason  Ford  invested  in  a factory 
in  Spain  was  to  overcome  the  country’s  tariff  barriers  and  quota  restrictions.  An  equally 
important  reason,  however,  was  to  anticipate  Spain's  entry  into  the  European  Community 
— just  as  the  formation  of  Ford  of  Europe  anticipated  Britain’s  entry  into  the  EC  by  six 
years.  Ford’s  manufacturing  activities  in  Spain  have  allowed  the  establishment  of  a dealer 
network  there,  a network  which  is  prepared  and  indeed  eager  to  sell  the  full  range  of  Ford 
products  as  soon  as  this  is  made  possible  by  Spain's  EC  membership.  The  outlook  foi 
Britain’s  trade  relationship  with  Spain  is  thus  quite  unlike  that  with  Japan,  which  offen 
little  prospect  for  reciprocal  trade  conditions. 

Taxation  and  price  controls 

Countries  without  local  motor  industries  have  used  car  taxation  as  a means  of  regulating 
their  payments  balances,  eg  Greece  and  Denmark.  Other  countries,  such  as  Belgium, 
have  established  such  rigorous  price  controls  that  the  low  level  of  profitability  remaining 
makes  aggressive  marketing  to  increase  sales  uneconomic  for  any  manufacturer  (unless, 
like  the  Japanese,  his  costs  are  extremely  low). 

Variations  in  technical  requirements 

In  addition,  nations  place  technical  requirements  on  cars  and  trucks  to  cover  safety  and 
environmental  items.  Often,  these  differ  from  country  to  country.  Many  of  these  differ- 
ences are  for  good  reasons.  For  example,  the  climate  in  Sweden  creates  a legitimate  need 
for  a headlamp  cleaning  device  to  be  mandatory.  In  some  instances,  however,  the  logic 
is  a little  harder  to  follow.  Switzerland  is  planning  to  impose  more  severe  exhaust  emission 
standards  on  vehicles  registered  there.  Of  course,  these  lower  emissions  will  not  apply  to 
vehicles  passing  through  Switzerland,  carrying  cither  tourists  or  freight  across  Europe, 
and  they  cannot  affect  the  air  sweeping  over  Switzerland  from  neighbouring  countnes. 
These  facts  do  not  appear  to  deter  them  from  pressing  ahead  with  regulations  which  will 
increase  the  cost  of  motoring  in  Switzerland  and  reduce  the  range  of  vehicles  offered  for 
sale  there. 


Need  for  harmonisation  of  vehicle  rules. 

Such  differences  provoke  additional  costs  that  are  less  easy  to  absorb  when  a manufac- 
turer has  only  modest  shares  of  the  respective  markets.  They  make  entering  new  markets 
even  more  difficult.  For  these  reasons  we  would  recommend  that  the  harmonisation  of 
vehicle  legislation,  which  is  already  proceeding  in  the  European  Community,  be  accel- 
erated and  expanded  to  include  as  many  countries  as  possible. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


577 


30  July  1980] 


[Continued 


local  type  approval  problems 

Even  when  the  technical  standards  can  be  met,  difficulties  may  also  be  encountered  in 
working  through  the  host  country’s  administration  to  achieve  the  necessary  type  approval. 
Here  Ford  of  Britain  is  fortunate  in  being  represented  by  an  affiliated  company  m each 
country  in  Europe  (excepting  Luxembourg)  staffed  largely  by  nationals  of  that  country. 
This  has  enabled  us  to  develop  and  maintain  good  communications  with  the  local  technical 
standards  people,  so  that  solutions  can  be  found  to  most  of  these  administrative  problems. 

Low  export  costs  of  Japanese  products 

The  largest  and  most  pressing  external  problem  for  the  British  motor  industry  is  one 
with  which  you  will  be  familiar.  It  is  the  threat  posed  by  Japanese  motor  manufacturers 
to  our  domestic  and  export  markets.  The  Japanese  are  rigorous  competitors  on  price.  The 
typical  Japanese  ex-factory  vehicle  cost  is  low.  Part  of  the  reason  for  this  is  superior 
manufacturing  techniques,  as  we  mentioned  before.  We  assure  you  again  that  we  are 
endeavouring  to  adopt  the  best  of  these  as  quickly  as  possible.  In  addition,  the  yen  has 
remained  at  a comparatively  low  level.  Possibly  this  is  caused  by  the  impact  of  Japan's 
huge  oil  import  bill  on  its  balance  of  payments.  Whatever  the  reason  for  the  yen's  low 
valuation,  the  advantage  it  gives  Japan’s  exports  is  undeniable. 

Effects  of  economies  of  scale  and  government  aid 
Another  reason  for  the  Japanese  strength  is  economies  of  scale.  Not  even  the  European 
production  rationalisation  undertaken  by  Ford  achieves  the  kind  of  scale  with  which 
Nissan  or  Toyota  operate  from  their  bases  in  Japan  to  supply  markets  all  over  the  world. 
Yet  another  contributing  factor  is  the  “hidden  aid”  we  believe  that  Japanese  vehicle 
producers  receive  from  their  government.  For  example,  Japanese  industry  leads  the  world 
ui  the  use  of  industrial  robots.  These  have  mainly  been  developed  by  the  Japan  Industrial 
Robot  Association,  which  is  heavily  government  supported. 

Impact  of  Japanese  export  policies 

The  impact  of  Japan’s  strongly  pro-export  policies  has  been  striking.  In  1979  the 
European  Community  had  a baaing  deficit  of  $5,000  million  with  Japan.  Community 
manufacturers  exported  only  38,000  vehicles  to  Japan,  while  the  Japanese  sent  606,000 
vehicles  to  EC  countries.  Unemployment  of  around  4 per  cent  in  Germany,  some  6 per 
cent  in  the  UK  and  France  and  8 per  cent  in  Italy  compares  with  a rate  of  only  2. 1 per  cent 
ia  Japan.  This  is  a state  of  affairs  which  we  belreve  is  not  unrelated  to  respective  policies 
in  support  of  motor  industries. 

Need  for  European  market  access 

We  have  cited  data  referring  to  the  European  Community  as  a whole  because  this 
represents  the  minimum  size  of  a market  for  a modern  car  producer.  Years  ago  it  ceased 
to  be  possible  to  base  the  plans  of  a major  vehicle  manufacturer  on  a smaller  market  size. 
Consequently  there  is  no  point  in  seeking  to  heighten  the  walls  around  these  islands. 
Applying  the  conditions  of  a siege  economy  to  the  United  Kingdom  of  today  would  only 
hamper  the  efforts  of  our  country’s  firms  to  regain  competitiveness. 

EC-wide  agreement  with  Japanese  should  be  sought 
In  the  specific  case  of  the  Japanese  motor  manufacturers,  this  means  that  the  present 
understandings  regarding  import  levels  into  the  UK,  valuable  though  they  have  been  in 
the  short  term,  should  ultimately  give  way  to  an  EC-wide  trading  agreement.  Here  too, 
the  goal  should  not  be  long-term  protection  so  much  as  short-term  support  for  the  efforts 
of  the  UK  motor  industry  to  increase  its  competitiveness  against  the  Japanese. 

Government  support  for  EC  effort 

We  would  therefore  urge  the  Government  to  support  the  initiatives  presently  being 
taken  toward  that  end  by  the  European  Commission  in  Brussels,  and  to  seek  the  agreement 
of  other  European  Community  members  to  the  proposals  for  new  trade  understandings 
with  Japan  which  are  expected  to  be  presented  to  the  Council  of  Ministers  at  the  end  of 
July. 
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Concluding  Remarks 

In  closing,  we  believe  it  would  be  useful  to  recapitulate  the  principal  points  mentioned 
as  well  as  the  actions  which  need  to  be  taken.  These  are  as  follows: 

1.  Ford  of  Britain’s  participation  in  Ford’s  European  organisation  is  founded  on  the 
concept  of  reciprocal  imports  and  exports  of  parts,  assemblies  and  built-up  vehicles  In 
the  intensely  competitive  automotive  markets  of  today  and  tomorrow,  this  provides  the 
marketing  strength,  the  economies  of  scale  in  manufacture,  and  the  product  appeal  and 
integrity  that  are  essential  to  the  company’s  ability  to  continue  to  benefit  its  employees 
its  suppliers,  and  the  economy  within  which  it  operates. 

2.  The  contributions  of  Ford  of  Britain  to  the  UK  economy  are  considerable,  both  in 
terms  of  employment,  supporting  more  then  200,000  jobs  directly  and  indirectly  in  1979,  I 
and  in  terms  of  an  import  substitution  effect  worth  around  £500  million . Consequently  m 
support  Government  policies  that  facilitate  the  participation  of  Ford  and  other  British- 
based  enterprises  in  the  larger  market  of  the  European  Community  that  has  made  this 
performance  possible. 

3.  British  products  are  made  less  competitive  in  export  markets  by  low  levels  of 
productivity,  interruptions  in  supply,  and  the  high  value  of  sterling  accompanied  by  high 
inflation.  To  improve  productivity,  Japanese-style  manufacturing  techniques  will  fc 
required.  We  would  therefore  urge  the  Government  to  continue  to  emphasise  the  need 
for  a readiness  to  accept  such  techniques,  including  new  work  practices,  at  all  levels  within 
industry.  It  should  also  emphasise  the  severe  damage  which  is  done  to  export  prospect 
by  interruptions  in  supply.  Further,  Government  should  do  what  it  can  to  reduce  the  twin 
evils  of  inflation  and  a high  exchange  rate,  which  together  make  competing  in  international 
markets  so  extremely  difficult. 

4.  The  abilities  of  British  vehicle  manufacturers  to  export  are  curtailed  by  differing  1 
vehicle  regulations  in  many  countries.  At  every  opportunity,  the  Government  should  act 
in  support  of  the  harmonisation  of  international  standards  for  motor  vehicles. 

5.  ExistingBritish  understandings  on  product  levels  of  imports  of  Japanese  automobiles  | 
are  being  placed  in  jeopardy  by  a market  share  for  Japanese  marques  which  has  reached 
18  per  cent  in  July,  at  the  time  of  writing,  on  top  of  a cumulative  share  of  10.64  per  cent 
through  the  first  half-year.  On  behalf  of  British  manufacturers,  some  respite  from  the  . 
Japanese  import  pressure  should  be  obtained  by  a European  trade  understanding  nego- 
tiated by  the  European  Community,  rather  than  by  uniquely  British  trade  barriers.  It  is 
our  recommendation  that  the  Government  should  strongly  support  this  initiative. 

30  July  1980 
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FORD  FACTS 

Ford  Motor  Company  Limited  is  a wholly  owned  subsidiary  of  Ford  Motor  Company, 
Dearborn,  Michigan,  USA. 

lls  principal  activities  are  the  manufacture  and  sale  of  motor  vehicles,  including  tractors 
and  components.  In  addition  to  its  five  major  subsidiary  companies  operating  in  the 
United  Kingdom,  Ford  Motor  Company  Limited  has  three  wholly  owned  subsidiaries  in 
the  Republic  of  Ireland  and  a wholly  owned  subsidiary  company  in  Belgium. 

Ford  in  Britain  — 

• is  the  largest  Ford  enterprise  outside  of  the  United  States. 

• is  the  eighth  largest  industrial  company  in  the  United  Kingdom  (Rank  by  turnover 
from  1979-80  Times  1,000). 

• employs  80,000  people  in  the  group,  with  a total  payroll  for  its  76,000  employees  in  the 
UKofJ£497  million. 

• operates  in  23  plants  in  the  UK  stretching  from  Liverpool  to  Southampton  and  Belfast 
to  Basildon. 

• has  a production  capacity  of  3,300  vehicles  a day  and  exports  around  40  per  cent  of  its 
output. 

• produced  in  1979;  400,584  cars,  167,248  commercial  vehicles  and  66,824  tractors, 
making  a total  of  634,656  vehicles. 

• was  the  top  seller  of  cars,  commercial  vehicles  and  tractors  in  the  UK  in  1977, 1978  and 
1979. 

• sold  834,000  vehicles  in  1979  earning  gross  revenue  of  £3,193  million. 

• produces  the  market  leader  in  cars  (the  Cortina)  and  in  commercial  vehicles  (the 


• earned  £1,010  million  gross  revenue  in  export  sales  in  1979 

• recorded  profits  before  taxes  of  £386  million  in  1979. 

• invested  £334  million  on  capital  development  last  year  and  is  over  half  way  through  its 
plan  to  invest  in  the  United  Kingdom  a total  of  £1,058  million  between  1978  and  1981. 
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APPENDIX; 


FORD  LOCATIONS  IN  UK 


17.  Southampton 

18.  Swansea 

19.  Treforest 

20.  Bridgend 


Enfield 
Harold  HID 
W alley 
Dunton 
10, 11  & 12 
Basildon 

13.  Aveley  & 
Thurrock 

14.  Dagenham 

15.  Woolwich 

16.  Croydon 


Average 
Employment 
( incl . Staff) 
for  1979 


Floor  Space 


ProductslActivitia 


1.  Belfast 

1,450 

2.  Halewood 

14,200 

3.  Leamington 

1,400 

4.  Davcntry 

1,750 

5.  Langley 

6.  Enfield 

3,100 

1,700 

7.  Harold  HiU 

8.  Warley,  Brentwood  & 

650 

Regional  Offices 

2,900 

9.  Dunton 

3,400 

10.  Basildon  Tractor 

4,500 

11.  Basildon  Radiator 

950 

12.  Basildon  Trafford  House 

1,750 

13.  Aveley  (&  Thurrock) 

1,350 

14.  Dagenham 

27,700 

15.  Woolwich 

650 

16.  Croydon 

350 

17.  Southampton 

4,800 

18.  Swansea 

2,550 

19.  Treforest 

400 

20.  Bridgend 

450 

Total  UK 

76,000 

21.  Overseas  subsidiaries 

4,000 

Total  group  employment 

80,000 

('000  sq  ft) 

350  Carburettors,  distributors 

4,856  Escort  cars  & vans,  transmission 

613  Car,  truck  & tractor  castings 

1,966  Parts  HO  & service  training 

1,100  Medium  & heavy  trucks 

350  Electrical  components,  spark  plugs 

68  Apprentice  training 

441  Administrative  HQ 

912  Research  and  Engineering 

1,360  Tractors 

330  Radiators 

225  European  truck  headquarters 

1,011  Industrial  Products 

9,695  Cortinas  & Fiestas,  Engine 

manufacture 

203  Parts  machining 

103  Small  stampings 

1,750  Transit  pressings  & assembly 

1 , 106  Rear  axles  &.  heavy  gearboxes 

65  Spark  plug  ceramics 

1,100  European  car  engine  manufacture 
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FORD  EMPLOYMENT  TRENDS  IN  THE  UK 
(Thousands  of  employees) 


Hourly  Paid 

Staff 

Total 

1956  . . . . 

■ . . 38 

7 

45 

1957  . . • . 

. . . 35 

6 

41 

1958  . . . . 

. ..  39 

7 

46 

1959  . . . . 

. ..  39 

7 

1960  . . . . 

. . . 47 

8 

55 

1961  . . . . 

...  46 

9 

55 

1962  . . . . 

. ..  47 

11 

58 

1963  . . . . 

. ..  48 

12 

60 

1964  . . . . 

. ..  47 

14 

61 

1965  . . . . 

...  45 

15 

60 

1966  . . . . 

. ..  43 

16 

59 

1967  . . . . 

. ..  40 

15 

55 

1968  . . . . 

. ..  46 

15 

61 

1969  . . . . 

. ..  49 

16 

65 

1970  . . . . 

. ..  52 

16 

68 

1971  . . . . 

...  52 

17 

69 

1972  . . . . 

. ..  52 

17 

69 

1973  . . . . 

. ..  53 

17 

70 

1974  . . . . 

...  53 

16 

69 

1975  . . . . 

...  52 

14 

66 

1976  . . . . 

. ..  53 

15 

68 

1977  . . . . 

...  58 

15 

73 

1978  . . . . 

. ..  57 

17 

74 

1979  . . . . 

. ..  59 

17 

76 
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Examination  of  witnesses 

Sir  Terence  Beckett,  Chairman,  Mr  R .1  Ramsey,  Director,  Industrial  Relations’  mh 
Mr  S Thomson,  Director,  Finance,  of  the  Ford  Motor  Company  Limited:  called  in  3 
examined. 


Chairman 

2114.  May  1 welcome  you.  Sir  Terence 
Beckett,  Chairman  of  Ford  Motor  Com- 
pany Limited,  Mr  R J Ramsey,  Director. 
Industrial  Relations  and  Mr  Thomson,  a 
director  dealing  with  finance. 

(Sir  Terence  Beckett .)  Yes,  Chairman. 
Mr  Thomson  is  Director  of  Finance  and  Mr 
Ramsey  is  Director  of  Industrial  Relations 
and  both  are  members  of  the  board  of  Ford 
Motor  Company  Limited  as  well. 

2115.  I think,  Sir  Terence,  that  you 
know  we  have  been  doing  a quite  wide- 
ranging  search  into  the  nature  of  the 
imports  and  exports  into  this  country  seek- 
ing to  find  out  why  we  do  not  sell  more  and 
why  we  appear  to  import  so  much.  Our 
inauiry  is  not  confined  solely  to  the  motor 
industry  but  that  industry  is  a very  import- 
ant one  and  to  us  illustrates  a number  of 
contemporary  trading  problems,  some- 
times in  a very  pointed  way.  So,  as  a UK 
employer  and  as  part  of  a multi-national 
company,  the  Fora  Motor  Company  Lim- 
ited is  particularly  interesting  for  our  par- 
ticular inquiry.  1 have  no  doubt.  Sir  Ter- 
ence, that  you  have  probably  had  an 
opportunity  to  read,  if  not  to  study  in  close 
detail,  the  evidence  which  was  submitted  to 
us  by  the  Society  of  Motor  Traders  and 
Manufacturers  and  also  from  British  Ley- 
land — and  you  have  heard  of  that  company 
in  your  own  activities.  Is  there  anything  at 
this  point  in  time  on  that  evidence  on  which 
you  would  like  to  make  any  comment? 

(Sir  Terence  Beckett.)  No,  Mr  Chairman, 

I do  not  think  so.  We  were  associated,  of 
course,  with  the  evidence  that  was  provided 
to  this  Committee  by  the  SMMT  and  any 
contribution  that  we  can  make  this  morning 
to  the  Committee  will  be  more  particularly 
related,  of  course,  to  Ford  Motor  Company 
and  its  part  in  the  industry. 

2116.  Wouldyou  explain  to  us  the  exact 
relationship  of  Ford  United  Kingdom  to 
Ford  of  Europe  and  to  the  parent  company 
in  the  United  States  of  America? 

(Sir  Terence  Beckett.)  Ford  Motor  Com- 
pany Limited  is  a wholly-owned  subsidiary 
of  Ford  Motor  Company  Incorporated, 
which  is  the  American  company.  Ford  of 
Europe  has  no  ownership  in  Ford  Motor 


Company  Limited.  It  is  itself  a subsidise 
oi  l ord  Motor  Company  Incorporated  i 
America.  It  is  charged  with  the  responsi- 
bility  of  co-ordinating  the  activities  of  the 
Ford  companies  in  Europe. 


21 17.  Does  that  mean  all  activiiies  — 
which  embraces  manufacturing,  selling  and 
the  delicate  question  of  making  a proip 

(Sir  Terence  Beckett.)  Indeed. 

2118.  I heard  on  my  pocket  radio  in  to 
early  hours  of  this  morning  a news  Hash 
from  somewhere  that,  globally,  the  Ford 
Motor  Company,  world-wide,  had  ™ 
issued  some  figures  for  the  last  quartet 
showing  a very  substantial  loss  compared 
with  the  very  substantial  profit  which  ta 
had  made  but  a year  ago.  How  do  yon 
become  involved  in  the  United  Kingdom  in 
relation  to  that  loss? 

(Sir  Terence  Beckett.)  The  figures  were 
£200  million  and  related  to  the  second 
quarter  of  this  year,  which  is  the  quaitc 
ending  20  June;  and  those  figures  were  ii 
respect  of  the  total  results  for  Ford  world- 
wide. Let  me  say  about  the  American  com- 
pany's situation  at  the  moment,  because  I 
think  it  is  important  that  it  is  understood. 
It  is  a serious  position  that  the  company  is 
in.  It  is  primarily  due  to  two  factors,  oned 
which  is  that  the  American  market  is  don, 
it  is  lower  this  year  that  it  was  last;  and, 
secondly.  Ford's  share  in  North  Americas 
also  down  in  that  lower  market.  Themis, 
cipal  cause  of  that  problem  is,  as  you  hare 
probably  gathered  from  other  reports,  that 
the  Ford  Motor  Company  in  Norlli  Ami- 
iea  is  not  at  the  moment  adequately  repre- 
sented in  small  ears  at  the  bottom  of  the 
market.  This  will  lie  partially  addressed aad 
partially  solved  lids  autumn  when  lira 
Introduce  their  small  ear.  This  is  in  to 
public  domain  so  that  I can  talk  about  it.  It 
is  a car  that  will  be  culled  the  Escort  audit 
is  similar  in  many  respects  to  the  Escort 
that  we  are  introducing  hut  it  will  be  mar 
ufuctured  in  North  America.  The  addition 
of  that  small  car  will  help  them  in  then 
position.  In  terms  of  Ford  US's  total  posi- 
tion. I think  these  points  have  to  be  midi 
because  obviously  it  does  have  an  effector 
Ford’s  subsidiaries  round  the  world.  One, 
Ford  has  a strong  balance  sheet;  secondly 
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Ford  Motor  Company  is  very  well  repre- 
sented in  its  overseas  profitability,  much 
more  so,  in  fact,  than  its  two  principal  com- 
petitors. It  has  much  larger  representation 

it  is  much  more  profitable  in  its  overseas 
operations.  Thirdly,  it  has  leadership  in 
commercial  vehicles,  trucks,  in  North 
America.  For  all  of  these  reasons,  the  sit- 
uation is  that  their  longer-term  viability  is 
secure  but,  nevertheless,  they  arc  going 
through  a difficult  period  at  the  present 
time.  I think  that  what  is  relevant  to  your 
considerations,  if  I may  suggest  it,  is  that 
they  set  store  by  the  overseas  profitability 
of  their  subsidiaries  and  it  is  fully  appreci- 
ated and,  again,  has  been  publicly  stated, 
that  it  is  most  important  that  that  profita- 
bility continues.  In  that  £1,058  million 
investment  programme  that  I announced 
on  behalf  of  my  company,  namely.  Ford 
Motor  Company  Limited,  three  years  ago 
— and  we  are  now  three-quarters  of  tne 
way  through  that  programme  of  spending 
£1,058  million  in  the  United  Kingdom  in 
those  four  years  — there  is  no  intention 
whatsoever  to  reduce  our  expenditure  plans 
in  future  products  or  in  future  facilities. 
Further  to  that,  the  accompanying  plans 
dial  are  also  being  made  for  investment  by 
other  Ford  companies  in  Europe,  there  is 
no  intention  to  reduce  these  plans  either. 
This  is  seen  as  essential  to  safeguard  the 
fiiture. 

Mr  Thompson 

2119.  Always  providing  that  they  are 
profitable  in  the  future? 

(Sir  Terence  Beckelt.)  Always  provided 
that  they  are  profitable  in  future  — abso- 
lutely. My  whole  investment  programme, 
anybody's  investment  programme,  depends 
on  continued  profitability.  We  have  to  fund 
investment  primarily  out  of  our  profits. 

Mr  Crowther 

2120.  Is  there  any  truth  in  the  recent 
report  that  because  of  your  declining  mar- 
ket in  the  United  Slates,  you  are  offering 
your  surplus  American  steel  for  sale  in  Brit- 
ain at  prices  considerably  undercutting 
those  of  the  British  Steel  Corporation? 

(Sir  Terence  Beckett.)  No,  there  is  no 
truth  in  that.  You  may  like  to  investigate 
further  the  steel  situation  with  me;  but  there 
is  no  truth  in  that. 

(Chairman.)  Sir  Terence,  I have  rather 
burdened  you  with  having  to  give  a very 
long  answer  and  I thank  you  for  all  the 
detail  you  have  given  us.  We  shall  be  draw- 
ing attention  to  various  individual  points  in 


the  ouestions  we  shall  go  through  this  morn- 
ing, but  you  have  given  us  the  background. 
One  question  that  I should  like  to  put  as  a 
supplementary  is  this.  How  do  those  losses 
world-wide  arFect  any  possible  profits  you 
are  going  to  make  in  this  country?  Will  your 
profits  here  be  swallowed  up  in  the  world- 
wide undertaking? 

Mr  Emery 

2121.  As  a subsidiary  to  that  question, 
Mr  Chairman,  in  the  consolidated  balance 
sheet  of  Ford  Incorporated,  your  figures 
are  obviously  part.  Is  there,  in  addition  to 
that,  a major  management  charge  or  levy 
from  Ford  US  on  Ford  United  Kingdom 
before  you  prepare  your  own  accounts? 

(Sir  Terence  Beckett.)  What  we  have  is  a 
series  of  licensing  arrangements  for  services 

grovided  by  one  Ford  company  to  another. 

y the  way,  this  works  both  ways.  For 
example,  in  this  new  Escort  for  America 
that  I have  already  mentioned,  the  principal 
part  of  the  design  work  on  the  engine  for 
that  car  was  earned  out  here  in  Britain;  and 
that  was  charged  to  the  American  company. 
These  fees  are  charged  very  strictly  on  the 
basis  of  services  rendered  between  the  var- 
ious companies  in  the  Ford  world  — and, 
yes,  they  are  charged  as  they  fall.  But,  I 
repeat,  it  operates  both  ways. 

(Chairman.)  May  we  now  turn  our  atten- 
tion to  one  or  two  specific  points?  May  we 
first  look  at  the  effects  of  joining  the  Euro- 
pean Community  on  Ford.  Mr  Maxwell- 
Hyslop  has  a question  or  so  on  that. 

Mr  Maxwell-Hyslop 

2122.  In  your  written  evidence  to  us 
you  identified  three  beneficial  effects  on 
Ford  UK  of  your  European  operation.  To 
what  extent  are  these  independent  of  Brit- 
ish membership  of  EEC? 

(Sir  Terence  Beckett.)  This  is  a difficult 
question  to  answer.  I can  guess  at  the 
implications  that  lie  behind  your  point.  But 
it  was  in  the  expectation  that  we  were  going 
to  join  the  Common  Market  that  this  Ford 
of  Europe  structure  and  the  co-operation 
between  Ford  of  Britain  and  the  other  four 
companies  was  initially  embarked  upon.  If 
you  — being  hypothetical  for  a moment 
— were  to  say  that  Britain  left  the  Common 
Market  and  what  would  be  the  effect  on 
Ford?  — and  I can  just  test  the  proposition 
by  that  — I think  that  what  we  have  to  say 
is,  “Yes,  but  under  what  conditions  and 
what  trading  circumstances  would  there  be 
between  Britain  then  and  Europe?”  But  if 
we  suppose,  for  example,  that  we  were  part 
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of  a free  trade  area  and  that  there  was  no 
barrier  between  us  in  any  way  then  I would 
think  in  terms  of  immediate  consequence 
there  would  be  very  little  effect.  To  the 
extent  that  Europe  can,  for  example,  com- 
bine as  a Community  to  exert  influence  in 
a particular  situation  that  is  of  concern  to 
this  Committee,  getting  some  sort  of  reci- 
procity versus  the  Japanese  on  trade,  then 
the  fact  that  we  were  not  part  of  that  Com- 
munity and  not  able  to  influence  its  delib- 
erations, that  would  be  a disability.  But, 
essentially,  it  is  whether  Britain  is  econom- 
ically part  of  this  larger  community  that 
matters  in  terms  of  our  having  a market 
that  is  six  times  the  size  of  Britain  and  has 
a population  six  times  that  of  Britain  — and 
that  is  the  only  economic  base,  in  my  sub- 
mission, as  representing  a motor  manufac- 
turer, on  which  you  can  get  adequate  econ- 
omies of  scale  to  enable  the  technologies  to 
be  used  which  will  enable  us  to  produce 
cars  that  are  world  competitive. 

2123.  You  make  this  point  in  your  evi- 
dence, but  what  is  not  quite  clear  to  me  is 
to  what  extent  these  facts  are  capable  of 
extrapolation  into  your  world  context.  In 
other  words,  is  the  position  of  Ford  UK 
(which  you  have  described  in  the  European 
context)  a more  or  less  complete  descrip- 
tion; or  what,  to  you,  are  the  additional 
benefits  of  being  part  of  an  international 
company  based  on  the  United  States  as 
opposed  to  the  advantages  which  you  have 
described  to  us  of  being  part  of  Ford  of 
Europe? 

(Sir  Terence  Beckett.)  I must  apologise. 
Could  you  really  give  me  in  one  sentence 
exactly  what  the  question  is?  I am  not  clear. 

2124.  You  have  described  the  benefits 
of  being  part  of  Ford  of  Europe;  you  have 
given  us  one  example,  namely,  the  forth- 
coming Escort  for  which  you  will  be  paid 
royalties,  in  effect,  by  Ford  of  America. 
How  important  is  it  to  your  business  oper- 
ations as  Ford  UK  being  a subsidiary  of 
Ford  of  America  outside  the  advantages 
which  you  have  described  to  us  here  of 
being  part  of  Ford  of  Europe? 

(Sir  Terence  Beckett.)  I see,  outside  of 
that.  I follow  you.  there  are  many  advan- 
tages. There  is  exchange  of  technological 
information;  there  are  all  kinds  of  cross- 
fertilisation of  people  of  many  different 
backgrounds  and  experiences  — and,  by 
the  way,  that,  again,  these  days  is  very 
much  a two-way  process.  It  is  a very  stim- 
ulating business,  I can  tell  you  from  30 


years’  experience  in  it,  to  be  part  of  such  a 
total  world  wide  operation.  In  some  wavs 
I think  — and  it  may  be  of  use  to  youi 
deliberations  here  — we  are  enabled  by  this 
to  take,  if  I may  say  so,  perhaps  an  inter- 
national view  of  things  and  not  just  a British 
point  of  view  — which,  again,  can  be  val- 
uable. There  arc  many,  many  advantages 
from  this  type  of  interchange,  I believe.6 

2125.  Docs  your  status  as  a UK  manu- 
facturer give  you  adequate  economies  of 
scale  to  remain  internationally 
competitive? 

(Sir  Terence  Beckett.)  Let  us  suppose  — 
and  this  is  not  an  entirely  hypothetical  pos- 
sibility — that  we  went  into  a siege  economy 
and  we  chopped  off  Britain  from  the  rest  of 
the  world.  There  would  not  be  any  way,  in 
those  circumstances,  for  Ford  of  Britain, 
even  within  the  space  of  a very  few  years, 
to  remain  competitive  in  its  production  of 
vehicles  on  a world-competitive  basis  and 
to  provide  vehicles  that  gave  us  a value  for 
money  in  this  country  that  would  be  com- 
parable with  the  value  for  money  that  peo- 
ple were  offering  outside  the  United 
Kingdom. 


Mr  Emery 

2126.  Why? 

(Sir  Terence  Beckett.)  Because  we  do  not 
have  the  volume,  the  economies  of  scale, 
to  be  able  to  do  this.  This  sometimes  is  not 
always  clear  to  everyone.  We  have  a capac- 
ity in  this  country,  an  installed  capacity,  of 
500,000  vehicles  a year  and  the  British 
industry  produced  about.  . . cars  in  1979. 
Japan  is  just  about  to  produce  as  an  industry 
7 million  cars.  With  those  volumes  they  are 
able  to  install  technologies:  including 
“robotisation”,  that  no  amount  of  diligence 
on  the  shopfloor,  no  amount  of  skill  from 
your  engineers,  no  other  ways  in  which 
people,  simply  by  dedication,  can  bridge 
the  cost  difference  if  you  were  operating  at 
lower  pressures. 

Mr  Maxwell-Hyslop 

2127.  How  large  is  the  largest  capacity 
of  your  largest  competitor  in  Japan  — 
because  you  did  not  compare  United  King- 
dom capacity  with  Japanese  capacity.  I 
understood  you  to  compare  Ford  UK 
capacity  not  with  the  capacity  of  one  firm 
in  Japan  of  7 million,  but  of  all  the  firms  in 
Japan. 

(Sir  Terence  Beckett.)  If  you  take  individ- 
ual companies  in  Japan,  individual  compa- 
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nies  now  arc  approaching  the  2 million 

mark  in  terms  of  their  total  capacity. 

2128.  That  is  the  real  comparison  — it 

is  your  half-million  with  2 million? 

[Sir  Terence  Beckett.)  Yes,  or  within  a 
Ford  of  Europe  context,  what  we  arc  able 
to  say  is  that  by  combining  all  of  our  Ford 
companies  in  Europe,  we  (in  fact,  this  last 
year)  have  produced  — and  this  is  not  just 
capacity;  we  actually  produced  — 1.5  mil- 
lion. When  you  are  in  that  league,  you  are 
then  able  to  compete  with  individual  Japa- 
nese companies  ill  this  way;  and,  gentle- 
men, I understand  that  you  are  thinking  of 
the  possibility  of  going  to  Japan  to  look  at 
this.  I do  hope,  among  other  things  that  you 
will  be  looking  at  in  Japan,  you  will  have  a 
look  at  the  motor  industry  and  you  will  see 
the  level  of  expenditure  and  the  type  of 
equipment  that  they  have;  because  more 
than  half  of  the  productivity  difference 
between  our  productivity  in  Britain  and  the 
productivity  in  Japan  — which  is  very  con- 
siderable — more  than  60  per  cent  of  it  is 
attributable  to  the  level  of  equipment  that 
they  have  in  Japan.  But  it  is  the  type  of 
equipment  that  you  could  not  possibly  use 
unless  you  have  a volume  base  on  which  to 
erect  the  justification  for  using  that  very 
expensive  investment. 

Mr  Emery 

2129.  The  Japanese  started  breaking 
into  our  markets  much  after  we  had 
achieved  them.  We  had  all  the  advantages. 
They  had  all  the  disadvantages.  They  have 
overcome  those  and  built  up  their  volume. 
Why  have  we  not? 

(Sir  Terence  Beckett.)  This  is  a very  long 
story.  Do  not  think  that  I disagree  with 
you;  I agree  with  you  completely.  That  is 
an  accurate  statement  of  the  position. 

Chairman 

2130.  We  shall  be  coming  round  to 
detailed  questioning  on  Japan  very  shortly. 

(Sir  Terence  Beckett.)  I should  very  much 
like  that.  I think  it  would  lie  helpful  to  the 
Committee  if  we  analysed  that  with  you. 

Mr  Maxwcll-Hyslop 

2131.  How  competitive  is  the  UK  in 
attracting  international  investment  in  your 
context?  And  I should  like  to  refine  that 
question  a little.  How  competitive  is  the 
UK  (a)  in  assisted  areas  and  (b)  outside 
assisted  areas? 

(Sir  Terence  Beckett.)  Let  me  say  on  that 
that  I think  you  have  to  examine  our  track 


record  so  that  you  can  see  that  I am  not 
simply  making  claims  that  cannot  be  sub- 
stantiated. Number  one,  the  United  King- 
dom has  more  of  Ford’s  total  investments 
in  any  one  country  than  anywhere  outside 
North  America.  That  is  the  first  point  I 
would  make  to  you.  Britain  has  been  more 
successful  than  any  other  country  in  the 
Ford  world  in  attracting  investment  to  it 
over  the  years.  The  second  point  is,  as  I 
have  already  mentioned,  we  have  an  invest- 
ment programme  of  £1,058  million  for  the 
years  1978  through  1981,  which  is  an  indi- 
cation of  Ford’s  confidence  in  Britain.  Mr 
Thomson  can  give  you  the  amount  of  State 
assistance  that  we  received  in  that,  but  it  is 
only  a small  part  of  that  total. 

2132.  How  important  to  you  today  is  it 
that  any  investment  you  make  in  Britain 
should  be  in  an  assisted  area,  as  opposed, 
for  instance,  to  Dagenham,  which  is  not  an 
assisted  area? 

(Sir  Terence  Beckett.)  It  varies.  I cannot 
answer  that  in  one  simple  proposition. 
There  is  some  investment  that  we  need, 
obviously,  to  supplement  our  existing  facil- 
ities and  our  existing  locations;  so  that  it  is 
very  necessary  that  we  make  that  kind  of 
investment.  When  we  are  talking  about  the 
assisted  areas,  we  are  then  concerned  (if  I 
can  put  it  this  way)  on  intemationally- 
mobile  propositions.  There  were  criticisms 
made,  by  the  way,  of  the  previous  Govern- 
ment in  the  Press  — I do  not  think  they 
were  substantial;  nevertheless,  people  will 
always  look  at  these  things  and  find  negative 
aspects  to  bring  up  — when  statements 
were  made  to  the  effect:  “Oh,  yes.  The 
only  reason  that  Ford  came  to  South  Wales 
in  building  this  new  Bridgend  plant  was 
because  of  the  size  of  the  Government 
grants".  Let  ine  state  unequivocally  to  you 
that  there  were  at  least  four  other  countries 
in  Europe  that  would  have  provided  quite 
as  much  as  that  grant  that  was  given  by  the 
Government  to  enable  us  to  build  in  Bridg- 
end — quite  four;  and  some  of  them,  in 
some  ways,  let  me  tell  you,  were,  in  them- 
selves, even  more  attractively  packaged,  if 
I can  put  it  that  way,  than  the  British  Gov- 
ernment felt  able  to  do.  Nevertheless,  it 
was  because  of  our  profitability  in  this  coun- 
try and,  without  being  too  pretentious 
about  it,  our  achievement  in  this  country 
that  in  the  end  we  secured  that  investment 
for  Britain. 

2133.  Just  tying  the  ends  on  that,  the 
inducement  that  the  Republic  of  Eire 
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offered,  from  the  point  of  view  of  profits 
tax  concessions,  clearly  is  not  one  that  is  of 
irresistible  appeal  to  you.  Is  this  because 
there  are  not  the  engineering  skills  to  go 
with  it?  What  was  it  that  made  you  decide 
to  go  to  Bridgend  for  the  engineering  plant 
rather  than,  for  instance,  with  (to  the  lav- 
man)  the  almost-irresistibly  attractive  pack- 
ages, including  no  profits  tax  for  a consid- 
erable number  of  years,  that  the  Irish 
Government  offered? 

(Sir  Terence  Beckett.)  I am  not  sure  that 
I ought  to  pursue  this  to  the  ultimate,  if  I 
may  say  so.  There  are  many  factors 
involvea  in  this.  But  principally,  the  reason 
was  that  in  South  Wales  we,  first  of  all,  had 
a plant  at  Swansea  which  could  act  (if  you 
like)  as  the  mother  plant  to  an  adjoining 
plant.  In  Ireland,  we  have  only  an  assembly 
plant.  The  second,  in  terms  of  communi- 
cations, was  that  we  have  a rail  service,  for 
example,  not  merely  between  London  and 
South  Wales  but  also  between  South  Wales 
and  the  Midlands  which  is  where  our  prin- 
cipal suppliers  are,  that  really  is  very 
impressive.  The  third  point  is  the  motorway 
system.  Fourthly,  from  Cardiff,  we  intend 
to  export  two-thirds  of  the  engines  from  the 
Bridgend  plant  and  we  have  ease  of  ship- 
ment to  all  of  our  plants  in  Europe.  By  the 
way,  I am  grossly  over-simplifying  the 
whole  issue  because  there  were  54  elements 
in  the  total  equation  that  were  looked  at 
differentially  to  determine  why  we  went  to 
South  Wales,  or  why  we  went  to  Britain,  as 
opposed  to  Germany,  Ireland  and  several 
other  European  countries;  and  many  of 
them  were  very  disappointed  that  they  did 
not  get  the  business. 

2134.  Are  there,  in  any  other  EEC 
countries,  any  State  aids  which  you  regard 
as  unfair  which  help  your  competitors  — 
hinder  you? 

(Sir  Terence  Beckett.)  No,  I do  not  think 
so.  Particularly  in  the  sort  of  aid  we  have 
been  talking  about  just  now  — and  there 
are  many  different  sorts  of  aid  — the  British 
Government  and  the  other  members  of  the 
EEC  are  bound  by  Commission  rules;  and 
you  are  not  allowed  to  transgress  them;  so 
that  needless  to  say  each  of  them  pushed 
them  to  the  limit  but  there  was  no  sugges- 
tion that  they  would  have  been  exceeded. 
The  way  you  package  it,  of  course,  is  some- 
thing that  can  make  the  thing  marginally 
more  or  less  attractive. 

2135.  Can  you  expand  just  a little?  At 
the  end  of  your  seventh  paragraph  on  page 


573,  you  say:".. .we  will  announce  a maim 
new  product  action  on  average  everv  M 
days  during  the  next  1,000  days"  Whatk 
the  effect  on  your  UK  business  Likely  to  he 
of  this?  1 cannot  quite  envisage  what  can 
happen  every  50  days.  ^ 

(Sir  Terence  Beckett.)  Perhaps  I ought  m 
explain  in  a little  more  detail  what  we  mean 
by  that.  I am  not  talking  about  the  son  o 
minor  derivatives  of  cars  at  all;  1 am  talkim 
about  major  product  actions,  for  example 
in  commercial  vehicles,  or  in  cars,  or  major 
developments  such  as  engines.  The  effect 
on  our  UK  business  is  one  to  nourish  it— 
and  I mean  that  — to  keep  it  alive,  to 
enable  it  to  grow:  and  with  important  devel- 
opments and  innovations,  too. 


Chairman 

2136.  Would  it  be  better  to  delay  a 
thousand  days  buying  one  of  your  can? 

(Sir  Terence  Beckett.)  I was'  using  a quo- 
tation. We  used  it  with  the  Press  this  last 
week.  All  that  1 was  trying  to  indicate  to 
them  was  that  in  an  era  of  general  gloom 
that  pervades  everything,  as  far  as  wc  were 
concerned,  in  Ford,  we  had  in  a very  vig- 
orous and  robust  product  programme 
something  that  would  look  after  the  future 
for  our  employees  and  also  for  our  dealers 
and  our  customers.  That  is  all.  It  was  rather 
a dramatic  way  to  put  it.  That  is  the  sum 
total  of  it. 

(Chairman.)  Let  us  turn  to  trade  balance. 
Mr  McNally? 


Mr  McNally 

2137.  You  rightly  commented,  in 
answering  Mr  Maxwell-Hyslop’s  question 
about  the  importance  of  the  200  million 
market  in  Europe.  Putting  it  frankly,  the 
reaction  of  British  industry  to  that  200  mil- 
lion market  has  been  somewhat  patchy  and 
it  was  the  hope  of  many.  I think,  that  Ford 
of  Britain  would  exploit  it  to  the  full,  to  the 
benefit  of  our  balance  of  payments.  You 
say  In  your  evidence:  "the  fundamental 
objective  is  for  each  (European  Ford  com- 
pany) to  supply  its  own  market  and  also  to 
export  units  to  other  eountrics  where  they 
arc  required  to  satisfy  the  needs  of  the  local 
Ford  sales  companies  and  dealers".  Does 
that  policy  operate  impartially?  — because 
there  is  a little  bit  of  doubt  creeping  in  that 
the  West  German  Fords  are  more  equal 
than  the  rest  in  terms  of  exploiting  the 
Community  market. 

(Sir  Terence  Beckett.)  Let  me  say  that  in 
a similar  deliberative  body  such  as  this  in 
Germany  they  claim  that  it  is  just  the  other 
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round.  Bui,  no.  The  principal  advan- 
taee  that  we  have  been  able  to  derive  from 
noientially  belonging  to  it  first  of  all  and 
Ln  actually  belonging  to  it  is  this  argument 
an  economies  of  scale  and  the  technology 
that  we  are  able  to  use ; and  the  fact  that  we 
now  are  a successful  company  that,  for 
example,  this  last  year  made  £347  million 
profit  after  tax.  Ford  of  Britain,  I can  assure 
you,  would  have  been  in  a very  debilitated 
state  indeed  if  it  had  not  been  able  to  com- 
bine its  resources  with  those  other  countries 
in  Europe.  Coming  to  the  second  part  of 
the  answer,  I have  to  tell  you  that  our  ability 
to  exploit  the  advantages  of  the  Common 
Market  — and  I think  it  applies  generally 
to  British  industry  and  not  just  to  the  Ford 
Motor  Company  — is  disappointing 
because  we  have  not  got  the  productivity 
and  we  have  not  got  the  production  that  we 
have  the  capacity  here  to  produce . We  have 
ampacity  in  this  country  in  terms  of  built- 
up  cars  of  500.000  a year.  And,  in  fact,  last 
year,  with  an  all-out  effort  and  trying  to 
hire  all  the  labour  we  could  we  produced 
only  302,000;  built  up  cars  in  other  words, 
we  produced  60  per  cent  of  capacity.  I can 
assure  you  that  if  we  had  been  able  to  get 
anything  approaching  our  capacity  in  Brit- 
ain last  year  then  what  I would  have  been 
able  to  say  to  this  Committee  this  morning 
is  that  we  had  reduced  our  imports  and 
increased  our  exports.  So  it  is  a disappoint- 
ment in  terms  of  productivity  and  total 
production. 

Mr  Kerr 

2138.  To  what  do  you  attribute  this  fail- 
ure of  productivity?  — bad  management  or 
lack  of  effort  on  the  part  of  the  workers;  or 
anything  else. 

(Sir  Terence  Beckett.)  If  I may  say  so, 
neither  — in  just  that  simple  way.  Can  I 
— just  to  change  the  voice  — ask  Mr  Ram- 
sey to  address  himself  to  that?  I am  sure  he 
would  like  a chance  to  speak. 

(Mr  Ramsey.)  It  is  certainly  true  that  the 
principal  feature  of  those  losses  are  those 
which  arise  through  inadequate  industrial 
relations.  There  are  four  separate  reasons, 
which  are  worth  mentioning,  which  load  to 
losses.  First,  strikes  themselves  — our 
strikes,  everybody  else’s  strikes,  the  strikes 
among  our  component  suppliers,  strikes  of 
steel,  of  distribution  and  so  on.  On  that 
score,  by  the  way,  I am  glad  to  say  that  we 
ourselves  have  definitely  got  an  improving 
trend.  The  second  reason  I think  I can 
bracket  under  demarcation,  and  job  demar- 
cation is  really  a feature  of  Britain  and  is 


totally  absent,  for  example,  in  Japan.  It  just 
does  not  exist  there.  Job  demarcations  have 
a number  of  serious  consequences.  First  of 
all,  if  you  have  a breakdown  and  you  have 
to  have  six  people  getting  involved  in  that 
breakdown,  one  after  the  other,  then  your 
plant  is  stopped  for  many  more  hours  than 
it  would  be  if  you  just  got  a gang  that  would 
just  go  in  and  do  everything  and  then  get 
out  quickly.  We  found  that  to  be  a very 
significant  feature,  indeed,  compared  with 
the  Japanese  experience  and  the  Continen- 
tal experience.  I think  the  third  element  I 
would  call  resistance  to  change.  We  are  all 
used  to  it.  It  is  something  we  live  with, 
something  we  try  to  overcome.  It  is  more 
marked  in  Britain  than  in  most  other  coun- 
tries. Thai  resistance  to  change  means,  for 
example,  that  it  is  difficult  to  introduce 
preventive  maintenance  with  the  ease  that 
it  is  introduced  elsewhere;  and  preventive 
maintenance  prevents  the  breakdowns  in 
the  first  place.  And  we  also  lose  quite  a lot 
of  vehicles  thruugh  the  simple  phenomenon 
of  absenteeism.  You  do  not  have  to  lose 
any  vehicles  through  absenteeism.  On  the 
Continent,  they  have  far  higher  levels  of 
absenteeism  but  never  lose  a single  vehicle 
through  it.  That  is  because  there  are 
extremely  sophisticated  arrangements  and 
a lack  of  demarcation  which  means  that 
people  can  be  switched  on  to  the  line  and, 
in  extremis,  a skilled  man  would  step  in  for 
a short  period  of  time  until  some  re- 
arrangement was  made. 

2139.  And  this  is  not  allowed  in  our 
local  industrial  scene? 

(Mr  Ramsey.)  That  is  right.  It  is  a com- 
bination of  factors  like  that:  our  people’s 
strikes,  other  people’s  strikes,  resistance  to 
change,  demarcation.  Together  they  make 
up  a very  large  part  of  that  shortfall  in 
capacity  utilisation.  Clearly,  our  objectives 
are  simple  in  industrial  relations  terms:  we 
have  not  just  to  reduce  that  loss  but  to 
eliminate  it  because  it  is  only  by  eliminating 
it  that  we  are  going  to  compete;  and,  when 
we  have  done  that,  we  turn  to  the  second 
problem  which  is  the  efficiency  of  manning 
when  we  are  making  the  vehicles.  I could, 
at  a later  stage,  if  you  wish,  go  into  some  of 
the  things  that  we  are  doing;  because  we 
have  had  a very  active  programme  for  a 
number  of  years  to  overcome  the  problems. 
We  have  had  some  success  because  strikes 
have  reduced.  I think  we  have  a good  rela- 
tionship of  trust  with  both  our  employees 
and  the  trade  unions.  1 think  we  nave  an 
awareness  of  the  problems,  pretty  well  a 
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full  awareness  now.  The  difficult  bit  is  get- 
ting the  individual  or  the  group  actually  to 
change  the  habits  of  years.  We  have  had 
some  encouragement  in  some  of  our  plants 
and  less  encouragement  in  others. 

Mr  McNally 

2140.  I understand,  Chairman,  that  we 
will  be  returning  to  the  topic  of  productivity 
and  I think  Mr  Ramsey  will  have  an  oppor- 
tunity to  develop  it.  Before  we  leave  this 
question  of  (shall  I say?)  Ford’s  “Trojan 
horse”  role  in  the  British  car  market,  I 
wonder  if  Sir  Terence  could  give  us  a couple 
of  figures  which  might  put  it  clearer.  How 
much  of  Ford  UK’s  profit  of  £350  million 
was  due  to  the  sale  of  tied  imports  which 
had  been  purchased  in  sterling1/ 

(Sir  Terence  Beckett.)  May  1 say  — and 
I mean  it  — that  I strongly  resent  the 
phrase,  “Trojan  horse”.  When  I look  at  the 
contributions  that  Ford  has  made  to  Brit- 
ain, I very  strongly,  Mr  McNally,  resent 
that  phrase. 

2141.  I will  eo  back  to  some  of  the 
comments  made  oy  your  competitors  that 
the  tied  imports  factor  in  terms  of  Ford 
sales  is  now  producing  elements  in  the  pat- 
tern of  British  car  sales  quite  as  threatening 
as  Japanese  imports.  And  the  pattern  of 
Ford  sales  Europe,  as  it  affects  the  UK  car 
industry,  have  not  produced  the  results  that 
perhaps  were  hoped  for  when  we  went  into 
the  Common  Market.  I think  those  have  to 
be  answered.  You  have  very  forcefully 
rejected  the  idea  that  Ford  West  Germany 
was  in  a privileged  position  in  Ford’s  think- 
ing; and,  of  course,  we  accept  that.  But  we 
have  also  to  accept  the  fact  tnat  you  are  not 
the  great  benefit  to  our  balance  of  payments 
that  perhaps  would  have  been  hoped  for 
when  we  went  into  the  Community.  1 will 
withdraw  the  phrase  “Trojan  horse”;  but  I 
cannot  withdraw  the  facts. 

(Sir  Terence  Beckett.)  The  facts  need 
some  understanding  as  well.  I do  not  regard 
— let  me  make  the  points  again  — invest- 
ment of  £1,058  million  in  this  country,  over 
four  years;  the  fact  that  we  employ  the 
people  we  do,  both  directly  and  indirectly 
through  our  suppliers;  the  fact  that  we  have 
a very  good  product  programme  for  the 
future  which  will  provide  employment  and 
also  exports  to  this  country,  is  anything 
other  than  very  creditable,  if  I may  say  so, 
to  Ford  Motor  Company  and  its  role  in 
Britain.  And  I would  defend  that,  I tell 
you,  to  the  extreme.  But  if  you  look  not 
just  at  last  year,  but  our  record  over  the 


years  and  the  contribution  that  Ford  has 
traditionally  made  to  Britain’s  balance  of 
payments,  is  in  fact  very  considerable  Iti! 
the  particular  circumstances  that  we  had 
last  year  that  contributed  to  1979  beine  a 
very  disappointing  year.  There  was  first  of 
all  a nine-weeks  strike  at  the  end  of  1970 
which  was  no  part  of  our  seeking,  which 
meant  that  we  had  to  stock  up  with  cars  at 
the  beginning  of  1979  and,  then,  secondly 
the  market  went  to  unprecedented  heights 
of  1.7  million  cars.  Yes,  we  did  import  cars' 
but  if  you  look  as  well  at  our  record  on 
commercial  vehicles  where  we  are  the  only 
source  of  commercial  vehicles  outside 
North  America  for  the  whole  of  the  Ford 
world;  and  if  you  look  at  our  record  on 
tractors,  where  70  per  cent  of  our  tractors 
are  exported;  if  you  look  at  what  we  are 
doing  in  Bridgend  with  this  new  engine 
lant  for  exports  in  the  future;  then  I would 
ave  thought  that  the  total  balance  was  very 
much  to  the  credit  of  Ford. 

2142.  But  are  you  able  to  give  us  that 
breakdown  as  to  the  £350  million? 

(Sir  Terence  Beckett.)  Yes,  it  depends 
very  much  on  how  you  look  at  it.  ft  is  a 
matter  of  judgment  as  to  how  you  see  it. 
Mr  Thomson  will  answer  that  one. 

(Mr  Thomson.)  I am  often,  Chairman, 
asked  questions  which  people  think  are  easy 
to  answer  but  wc  only  provide  information 
that  we  need  in  running  the  business;  and 
we  do  not  really  need  that  in  running  the 
business.  But  the  best  estimate  that  I could 
make  is  that  about  one-quarter  before-tax 
profits  would  probably  come  from  the 
importation  of  vehicles.  But  you  have  got 
to  understand  that  our  business  is  much 
more  than  just  importing  vehicles.  We  run 
a big  components  business  which  we  sell  to 
the  Continent  and  we  also  have  a parts 
business.  So  that  it  is  very  difficult  to  talk 
about  cars  only.  But  I think  you  might  say 
that  it  is  about  a quarter. 

2143.  Could  I ask  what  proportion  of 
the  imported  parts  make  to  ex-works  costs 
of  your  British-made  vehicles?  Again,  I 
know  that  that  may  not  be  part  of  your 
business,  but  it  is  part  of  running  "UK 
Limited”  to  know  what  proportion  of  the 
costs  go  on  our  balance  of  payments. 

(Mr  Thomson.)  I do  not  understand  the 
question. 

2144.  How  much  do  you  import,  what 
is  the  balance-of-payments  costs  of  com- 
ponents into  British-made  vehicles? 
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tMr  Thomson.)  In  the  wide  sense,  you 
mean?  — a*1  sorts  of  vehicles- 

2145.  Cars? 

{Mr  Thomson.)  The  net  difference 
between  what  we  sell  and  what  we  buy  is 
favourable,  probably  by  about  £100  million 
or  £120  million. 

2146.  I mean  that  if  a car  leaves  Dag- 
enham and  has  a third  of  its  — 

{Sir  Terence  Beckett.)  May  I just  point 
out  that,  thanks  to  having  a Ford  Motor 
Company  here  and  a purchasing  operation 
here,  we  buy  a great  many  parts  in  Britain 
which  are  fitted  into  Continental  cars,  as 
well.  What  Mr  Thomson  is  saying  is  that 
the  balance  of  that  is  very  much  in  favour 
of  Britain. 

2147.  I can  accept  that.  What  1 won- 
dered about  is  whether  a Ford  car  leaving 
Dagenham  has  already  got  in  it,  say,  one- 
third  of  foreign  components  that  have  come 
across  the  exchanges  — 

{Sir  Terence  Beckett.)  It  is  nothing  like 
that  at  all.  I think  it  would  need  complete 
analysis,  the  bill  of  material.  But  if  I had  to 

g'vc  you  my  best  judgment  on  it,  on  the 
ritish-built  cars,  the  cost  of  imported  parts 
in  those  — and  we  are  talking  about 
directly-imported,  are  we  not?  You  realise 
that  there  is  an  infinite  regress  on  this. 
Where  do  you  get  your  steel  from?  Even 
the  steel  from  British  Steel,  you  have  got 
ore  that  comes  in  from  North  Africa  or 
somewhere;  but  if  we  are  talking  about 
direct  parts,  by  value  it  does  not  exceed  5 
per  cent. 

2148.  Finally,  just  to  get  the  balance- 
of-payments  figure  right,  you,  in  your  sub- 
mission, give  us  figures  that  show  a trade 
deficit  of  about  £20  million. 

(Sir  Terence  Beckett.)  This  last  year. 

2149.  But  also  added  to  that  has  got  to 
be  the  payments  of  dividends  to  your  parent 
company  of  £135  million  and,  I understand, 
a loan  to  Ford  USA  of  £230  million . So  that 
the  deficit  is  quite  considerable. 

(Sir  Terence  Beckett.)  Let  me  say  some- 
thing on  that  one.  We  do  have,  Chairman, 
with  your  permission,  a sheet  of  paper  on 
this.  May  1 circulate  it  now  to  the  Commit- 
tee because  I think  we  ought  to  take  you 
through  it.1 

Mr  Kerr 

2150.  You  made  reference  to  long  and 
See  p.  604. 


expensive  strikes  that  affected  the  results. 
There  has  been  a fairly  unending  series  of 
troubles  of  one  sort  and  another,  big  and 
small,  at  Dagenham.  One  question  has 
always  intrigued  me  as  a layman,  if  I may 
say  so;  namely,  there  are  two  major  Amer- 
ican automobile  manufacturers  operating 
in  or  near  London  — Dagenham  ana 
Luton,  the  General  Motors  plant  at  Luton. 
There  would  appear  to  me  to  be  a very 
different  track  record  in  regard  to  industrial 
relations  as  between  the  two.  Yet  they  are 
both  big  plants;  both  American-owned. 
Why  should  it  be  that  the  Luton  plant  has 
been  relatively  trouble-free  over  a 20-year 
stretch  and  you  have  not  been  so. 

(Mr  Ramsey.)  I think  that,  in  all  fairness, 
that  is  not  a correct  interpretation  of  the 
facts.  I think  that  in  both  Vauxhall  and 
Ford  — and  I think  it  would  be  correct  for 
other  car  companies  — the  industrial  rela- 
tions vary  very  much  from  plant  to  plant.  It 
is  wrong,  therefore,  to  talk  of  Dagenham 
on  the  one  hand  or  Luton  on  the  other 
hand.  We  have  four  major  plants  in  Dag- 
enham. I think  it  is  fair  to  say  that  most  of 
the  trouble  that  you  may  have  heard  of  or 
read  about  comes  from  one  of  those  four 
plants.  I do  not  want  to  identify  it,  but  it  is 
one  of  the  four.  I think  it  would  be  unfair 
to  the  other  three  not  to  say  that  they  have 
a very  good  record  indeed.  Excellent  rela- 
tionship, excellent  trade  union  movement, 
good  management  and  a great  deal  of  reli- 
ability. It  is  some  of  that  reliability,  partic- 
ularly, for  example,  in  our  engine  plant, 
which  was  helpful  among  many  other  fac- 
tors in  getting  the  Bridgend  development. 
So  that  you  arc  really  talking  about  one 
plant.  And  I think  that  whether  you  are 
talking  industrial  relations  or  efficiency, 
you  really  cannot  generalise.  We  have  the 
whole  gamut  in  our  company  and  we  know 
that  they  have  it  in  other  companies.  Vaux- 
hall's  problems  are  elsewhere  than  Luton. 

(Sir  Terence  Beckett.)  May  we  return  to 
answer  this  question  on  the  balance  of 
payments. 

(Chairman.)  I think  it  arises  out  of  the 
next  question  which  is  about  to  come. 

Mr  Carlisle 

2151.  As  both  a large  exporter  and  an 
importer,  can  you  tell  us  about  the  effect  of 
the  high  value  of  sterling  now  on  your 
business? 

(Sir  Terence  Beckett.)  Mr  Chairman,  with 
all  respect,  I think  we  ought  to  deal  with 
this  previous  question  before  we  answer  Mr 
Carlisle’s  — with  your  permission. 
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Chairman 

2152.  Yes.  Go  oil. 

(Mr  Thomson.)  What  this  really  shows  is 
the  contribution  wc  have  made  on  trade  for 
the  three  years  1976  to  1978  and  also  for 
1979  and  shows  the  other  transactions  that 
Mr  McNally  has  referred  to  and,  as  he  quite 
rightly,  says,  we  did  pay  a dividend  in  1979 
of  £135  million  and  we  did  make  a loan  to 
Ford  US  of  £229  million.  But  it  is  a short- 
term loan  and  it  is  due  to  he  repaid  in 
November.  It  is  at  a commercial  rate  of 
interest  and  it  really  was  quite  a good  deal 
because  we  had  the  cash  and  could  have 
invested  it  anywhere.  And,  of  course,  it  will 
be  repaid  — 


Chairman 

2153.  I wonder  if  I could  persuade  Mr 
Thomson  to  raise  his  voice  about  ten  deci- 
bels; because  I can  assure  him  that  I have 
not  heard  a word  of  the  answer. 

(Mr  Thomson.)  I will  start  again.  This 
paper  sets  out  in  a little  more  detail  what 
our  balance-of-payments  contribution  is  for 
the  years  1976  to  1978  and  also  for  1979.  ll 
shows  what  we  showed  in  our  presentation. 
As  Mr  McNally  rightly  said,  we  paid  a 
dividend  of  £135  million  in  1979  and  we  lent 
our  parent  company  £229  million.  It  was  a 
short-term  loan  at  a commercial  rate  of 
interest  and  is  due  to  be  repaid  in 
November. 

Mr  McNally 

2154.  So,  can  we  say  tiiat  both  the  loan 
is  short  term  and  the  tied  import  situation 
is  a one-off  or  passing  phenomenon  and 
that  we  could  see  Ford  UK  as  a plus  on  the 
balance  of  payments? 

(Sir  Terence  Beckett.)  I cannot  in  any  way 
give  you  unqualified  statements  about  the 
future.  It  very  much  depends  upon  a whole 
set  of  factors  — world  markets,  British 
markets,  the  British  labour  situation  and 
many  other  things.  If  you  want  a declaration 
of  intent  from  us,  I can  assure  you  that  we 
intend  to  make  it  a great  success  and  a great 
success  for  Britain.  I would  ask  you  to  look 
at  what  we  contributed  to  Britain,  not,  in 
the  three  years  1976  to  1978  over  and  above 
all  of  the  things  that  I have  mentioned 
earlier.  Wc  contributed  no  less  than  a bil- 
lion pounds  to  this  country,  positive,  over 
those  years. 


Mr  Carlisle 

2155.  Can  you  then  now  say  what  effect 
the  high  rate  of  sterling  is  likely  to  have  on 
this  picture  or  is  having  on  you  now? 


(Sir  Terence  Beckett.)  The  high  rated 

h»rlinn  i«;  iiruionhf <vlK/  a . 


sterling  is  undoubtedly  a very  serous  pros! 
lorn  to  us.  as  it  is  to  every  exporter  in  £ 


country.  It  has  to  be  coupled,  as  youven 
well  know,  with  a high  domestic  rate  ol 
inflation  and  also  the  fact  that  we  are  no 
making  adequate  progress  in  terms  of  our 
productivity.  But,  putting  those  three 
Hungs  together,  you  probably  read  an  arti- 
cle in  the  Financial  Times  of  about  tnm 


, , . , , .of  about  two 

weeks  ago  that  said  that  Britain's  competi- 
tiveness  in  world  markets  — and  it  was 
talking  of  industry  as  a whole  — had 
declined  by  some  30  per  cent.  All  that  lean 
say  is  that  as  far  as  our  business  is  concerned 
here  in  Britain,  selling  to  overseas  Ford 
companies  and  to  overseas  dealers  - 
because  some  of  it  is  directly  to  dealers  in 
other  territories  — whereas  some  three 
years  ago  we  had  really  a substantial  cost 
advantage  to  offset  some  of  the  other  dis- 
abilities that  we  suffered  from  (and  those 
disabilities  include,  of  course,  unreliability, 
discontinuity  of  supply)  wc  had  something 
like  1 5 per  cent  advantage  and  the  whole  ol 
that  advantage  has  now  disappeared.  And, 
in  fact,  we  can  buy  cars  from  Germany 
have  them  delivered  here,  at  the  same  cost 
as  wc  can  produce  them  in  Britain.  The 
high  value  of  the  pound  is  a problem.  But 
I want  to  make  it  clear  as  far  as  I an 
concerned  and  as  far  as  my  company  is 
concerned,  that  we  are  not  griping,  moan- 
ing or  wingeing.  It  is  not  our  style.  We 
accept  life  as  it  is  and  we  work  at  it.  I 
believe  that  there  are  several  things  that  we 
can  do  in  our  business  greatly  to  improve 
the  position,  even  accepting  the  situation  as 
it  is. 


2156.  You  suy  in  your  paper  that  you 
would  like  both  sterling  to  fall  and  inflation 
to  come  down.  If  inllation  is  controlled, «s 
it  seems  it  might  be,  il  is  likely  that  sterling 
will  remain  higher.  Therefore,  if  you  ate 
saying  you  prefer  no  inllation  or  low  ster- 
ling;, which  would  be  belter  for  you? 

(Sir  Terence  Beckett.)  There  is  absolutely 
no  doubt  in  my  mind  whatsoever.  We 
believe  the  control  of  inllation  is  absolutely 
imperatively  the  first  objective.  This  is  for 
a whole  variety  of  reasons  and  they  are  not 
theoretical,  either;  they  are  in  actually  run- 
ning a business.  Inflation  in  this  courtly  in 
the  last  31)  years  has  been  the  father  of  (ar 
too  many  illusions.  It  causes  a gross  distor- 
tion of  the  allocation  of  resources  and  the 
allocation  of  rewards  and  I think  it  is  abso- 
lutely essential  that  we  do  get  on  top  os 
inllation. 
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2157.  If  we  do  get  on  top  of  inflation 
and,  as  a result,  sterling  remains  higher 
than  perhaps  wc  would  like  it,  do  you  see 
that  you  will  have  a chance  to  close  this 
competitive  gap  which,  if  your  business  is 
to  expand,  is  probably  the  ultimate  that  you 
must  aim  at? 

(Sir  Terence  Beckett.)  I have  got  to  say 
from  a practical  point  of  view,  that  we  are 
working  at  it:  but  it  does  depend  on  the  co- 
operation of  not  merely  the  workforce  but 
also  of  the  total  climate  of  opinion  in  this 
country.  If  I can  expand  on  that.  Chairman, 

1 can  do  so  at  some  length. 

Chairman 

2158.  If  you  can  expand  on  that,  not  at 
some  length  but  in,  say,  three  short  para- 
graphs. . .? 

(Sir  Terence  Beckett.)  Mr  Chairman,  I 
was  brought  up,  as  I think  were  some  of  the 
Members  of  this  Committee  — because  this 
is  where  we  received  our  early  management 
training  — that  there  were  no  bad  men, 
only  bad  officers.  I have  always  taken  as  a 
tenet  of  faith,  as  a professional  manager, 
that  it  was  management’s  job  to  get  this 
right.  1 must  tell  you  that  in  the  last  few 
years  I have  modified  my  view.  And  I have 
modified  it  to  this  extent.  That  when  we  in 
the  company  can  talk  to  our  people  — and 
Mr  Ramsey  has  quite  rightly  indicated  that 
we  have  got  a much  greater  degree  of  trust 
now;  I talk  to  them  twice  a year  in  our 
national  joint  negotiating  committee  — 
they  do  not  any  longer  question  my 
motives.  They  used  to  do  so  five  years  ago. 
They  sometimes  question  some  of  the  facts 
— and,  Goodness  knows!  we  can  all  ques- 
tion those  — but  we  are  getting  a greater 
measure  of  trust  and  a greater  measure  of 
understanding.  But  when  we  work  at  it 
from  eight  in  the  morning  to  six  o’clock  at 
night,  what  happens  when  people  go  home? 
They  switch  on  the  box  and  they  listen  to 
the  radio  and  they  are  then  subjected  — 
and  very  understandably  in  a pluralistic 
society  and  it  is  part  of  our  tradition  to 
freedom  — to  a whole  set  of  other  opinions. 

I have  no  objection  to  that  whatsoever.  But 
if  we  are  going  to  do  the  sorts  of  things  we 
need  to  do  in  industry,  we  need  the  broad 
reinforcement  of  the  opinion  formers  — 
and,  if  I may  say  so,  with  all  respect  to  this 
company  — to  our  political  body;  because 
you  are  the  leaders  (or  should  be)  in  this 
innovation,  this  new  way  of  thinking  that 
we  need.  And  when  I look  at  the  degree  of 
common  ground  between  the  different  par- 
ties, for  example,  in  Germany;  when  I look 


at  the  absolute  adherence  in  Japan  to  the 
success  of  Japan  and  the  need  not  only  for 
dedication  but  for  achievement  in  industry, 
what  I see  here  is  the  ultimate  in  terms  of 
fragmentation  of  opinion.  And  what  we  get 
by  the  excessive  use  — and  1 am  speaking 
as  an  industrialist  and  I thoroughly  under- 
stand your  position  — of  the  adversary 
system,  which,  in  fact,  allows  very  little 
common  ground  at  all  as  far  as  industry  is 
concerned,  you  have  got  to  understand  how 
destructive  that  is.  In  an  army  you  have  got 
a closed  system  and  you  have  got  discipline 
and  therefore  it  is  fair  to  say  that  there  are 
no  bad  men,  there  are  only  bad  officers. 
But  if  your  are  talking  about  industry  then 
the  officers  (if  you  like)  or  the  leaders,  the 
people  who  are  going  to  help  people  form 
opinions,  guide  them  in  the  way  we  should 
be  going  to  make  us  successful  as  a country, 
then  we  do  need  this  broad  consensus  in 
the  country  as  to  what  industry  should  do; 
and  therefore  I would  still  say  that  there 
are  no  bad  men,  only  bad  officers.  But  this 
officer  cadre  (if  you  like)  is  broader  than 
just  the  management  in  industry. 

Mr  Maxwell-Hyslop 

2159.  Turning  to  exchange  rates  just  for 
a moment,  the  figure  for  1979  imports, 
£1,030  million:  had  the  exchange  rate  of 
sterling  been  lower,  had  it  been  softer, 
would  you  expect  that  figure  to  have  been 
significantly  less  because  you  would  have 
imported  less  or  significantly  higher 
because  you  would  have  had  to  pay  more 
for  your  imports?  In  other  words,  what  is 
the  effect  of  the  high  exchange  rate  of  ster- 
ling on  your  level  of  imports?  We  have 
tended  to  concentrate  on  your  competitive 
position  in  exports;  hut  what  is  the  effect  of 
it  on  your  total  value  and  volume  of 
imports? 

(Sir  Terence  Beckett.)  It  is  a very  compli- 
cated question,  if  I may  say  so,  to  try  to 
answer.  The  immediate  effects  — and  let 
me  tell  you  that  we  needed  these  vehicles 
in  Britain  to  supply  our  dealers  — the  first 
answer  I would  give  you,  my  proximate 
answer,  would  be  simply  that  you  could 
change  this  bill  exactly  by  the  exchange  rate 
difference  you  have  suggested.  However, 
as  you  know,  it  does  not  rest  there.  There 
is  a whole  set  of  other  considerations; 
because  a change  in  the  exchange  rate  in 
the  way  you  are  suggesting  changes  the 
cost,  as  well,  of  our  raw  materials  and  the 
effect  on  inflation  and  all  the  rest  of  it.  The 
prime  reason  for  our  imports  last  year  was 
that  we  started  the  year  with  no  vehicles  in 
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stock  because  of  our  strike  and  we  had  a 
very  high  market  and  we  simply  had  to 
bring  those  cars  in. 

2160.  So  where  you  are  in  a position 
where  you  have  got  to  bring  them  in  any- 
way, the  effect  of  a high  rate  of  exchange 
for  sterling  is,  in  fact,  to  diminish  the  import 
bill  rather  than  to  exaggerate  it? 

(Sir  Terence  Beckett, J That  is  true. 

Mr  Mikardo 

2161.  What  is  the  effect  so  far  as  the 
competitiveness  of  imported  cars  — Japa- 
nese or  West  German — in  the  UK  market? 
Do  you  find  any  limitation  upon  your  capac- 
ity to  sell  in  the  UK  market  imposed  by  the 
fact  that  the  exchange  rate  gives  a compet- 
itive advantage  to  people  importing  from 
overseas? 

(Sir  Terence  Beckett.)  Yes.  It  is  a very 
good  point.  There  are,  again,  several  dif- 
ferent things  involved  in  giving  you  an 
answer;  but  I think  the  most  important  one 
in  answering  that  is  that  with  this  exchange 
rate  it  does  make  it  more  profitable  for 
importers.  The  British  market  at  this  rate 
of  exchange  is  a more  profitable  market  for 
those  countries  to  be  exporting  to  us.  It 
explains  some  of  the  tremendous  amount 
of  advertising  that  importers  are  doing 
because,  at  this  rate  of  exchange,  the  British 
market  really  is  a very  profitable  market  for 
those  other  importers. 

Mr  Cockeram 

2162.  It  is  equally  profitable  for  you  to 
import  on  that  basis? 

(Sir  Terence  Beckett.)  Indeed. 

2163.  Is  it  not  a fact  that  your  imports 
last  month  were  about  19,000  vehicles, 
which  is  almost  16  per  cent  of  the  market? 

(Sir  Terence  Beckett.)  Absolutely.  But  let 
me  tell  you  as  well,  so  that  you  understand 
the  sincerity  of  our  position  on  this.  Let  us 
compare  the  second  half  of  last  year  with 
the  second  half  of  this  — because  there 
were  aberrations  — 

2164.  We  have  not  come  to  the  second 
half  of  this  year  yet? 

(Sir  Terence  Beckett.)  No,  but  our  plans 
are  all  laid.  We  have  to  plan  it  all  six  months 
ahead.  From  something  like  113,000 
imports  that  we  made  between  July  and 
December  last  year,  it  will  be  reduced  to 
50,000  this  year.  We  arc  more  than  halving 
our  imports.  And  that  is  the  intention. 


2165.  A de-stocking  process  is  going  on 
throughout  industry,  is  it  not? 

(Sir  Terence  Beckett.)  Yes,  partly 
because  the  market  is  coming  down,  Icon 
fess;  but  what  that  means  is  that  we  are  able 
to  provide  more  from  our  domestic 
production. 

Mr  Emery 

2166.  Can  I ask  one  or  two  questions 
on  import  substitution?  Will  the  UK  make 
all  the  versions  of  the  new  Escort  or  will  the 
more  popular  versions  be  sourced  on  the 
Continent? 

(Sir  Terence  Beckett.)  There  are  two  ver- 
sions of  the  new  Escort  that  will  be  pro- 
duced  solely  in  Europe  and,  by  the  way,  i 
there  will  be  two  versions  of  the  new  Escort 
for  Europe  that  will  be  produced  solely  in 
Britain.  The  reason  for  this  is  — and  you 
may  not  perhaps  know  this;  let  me  try  to 
explain  it  — that  when  you  are  loading  a 
line  you  try  to  get  approximately  similar 
kinds  of  work  content  in  the  different  vehi- 
cles you  produce  because  otherwise  you 
need  clusters  of  men  on  one  vehicle  and 
you  need  fewer  on  another.  So  what  wc  try 
to  do  by  this  type  of  specialisation  to 
improve  our  cost  effectiveness  here  in  Brit- 
ain and  on  the  Continent.  In  fact,  the  vehi- 
cles that  we  will  be  importing,  that  will  be 
produced  on  the  Continent,  are  the  Ghia 
version  (which  is  a small-volume  version  at 
the  top  end  of  the  line)  and  a car  that  we 
are  going  to  call  the  XR3  which  is  a sports  • 
version.  But,  Britain  will  be  the  onlv  source 
for  all  estate  cars  on  the  Escort  which,  by 
the  way,  represents  20  per  cent  of  the  total 
model  mix  and  Britain  will  be  responsible 
as  well  for  all  the  vans  derived  from  the 
Escort,  which  is  a very  large  number 
indeed.  So,  out  of  this  specialisation  we 
gain  in  terms  of  cost  effectiveness  but  in 
this  specialisation  the  balance  is  very  much 
in  Britain’s  favour. 

2167.  Thank  you.  Can  you  turn  to 
Bridgend  ? May  I ask  a general  question? 
You  talked  about  the  advantages  of  going 
to  Bridgend.  Would  you,  given  the  same 
amount  of  Government  aid,  have  chosen  to  • 
go  on  to  Bridgend  rather  than  any  other 
site  in  the  United  Kingdom?  I pose  that 
question  because  often  it  is  suggested  that 
by  these  incentives  Government  makes 
industry  make  decisions  that  they  would 
not  have  made  if  there  was  not  that  partic- 
ular financial  incentive. 

(Sir  Terence  Beckett.)  First  of  all,  we  did 
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need  to  quality  for  the  special  assistance, 
obviously,  and  there  are  only  certain  areas 
in  the  country  — 


2168.  If  you  could  have  chosen,  with 
the  same  amount  of  money,  where  would 
you  have  put  your  plant? 

(Sir  Terence  Beckett.)  Exactly  where  we 
nut  it.  Let  me  assure  you  that  as  far  as  the 
Department  of  Industry  was  concerned, 
several  different  sites  were  looked  at.  But, 
no.  We  chose  Bridgend. 


2169.  With  the  Ford  new  engine  plant 
at  Bridgend,  will  some  versions  of  the  new 
Escort  made  in  the  United  Kingdom  be 
serviced  by  Spanish  engines  or  not? 

(Sir  Terence  Beckett.)  Yes,  they  will. 


2170.  Is  there  an  approximate  figure 
that  you  can  give? 

(Sir  Terence  Beckett .)  The  new  car  will 
have  1.1,  a 1.3  and  a 1.6  litre  displacement 
engines.  The  intention  is  that  the  1.1  ver- 
sion of  the  car  will,  in  fact,  be  sourced  from 
Spain.  The  two  other  versions  will  be 
sourced  from  Bridgend.  The  reason  for 
that,  quite  simply,  is  that  the  1.1  litre  ver- 
sion is  a very  efficient  engine,  anyhow,  but 
we  do  need  to  balance,  looking  at  the  total 
requirements  for  those  engines  for  our  cars 
in  the  next  few  years,  not  what  we  are  doing 
initially  (because  we  are  in  the  middle  of  a 
world  recession)  but  as  we  go  on  through 
the  product  cycle  and  we  shall  need  the 
resources  of  both  engine  plants  to  provide 
the  total  requirements  for  Escort  world- 
wide. On  this  basis,  we  have  decided  that 
that  is  where  the  split  should  come  and  that 
is  the  way  we  are  proposing  to  handle  it. 


Mr  Maxwell-Hyslop 

2171.  What  proportion  will  be  auto- 
matic transmission,  do  you  reckon? 

(Sir  Terence  Beckett.)  We  shall  not  have 
an  automatic  transmission  for  the  first  year 
of  life  for  this  new  car.  On  the  basis  of 
present  performance  in  that  class  of  car, 
automatic  transmission  installation  is 
unlikely  to  exceed  7J  per  cent  of  total  car 
line  volume.  We  have  ambitions  always  to 
make  it  greater  but  my  assessment  is  that  it 
will  probably  remain  at  about  that  level. 

2172.  So  that  you  can  say  that  probably 
all  the  automatics  would  use  the  Bridgend 
produced  engines  rather  than  the  imported 
one  for  the  1.1  litre? 

(Sir  Terence  Beckett.)  With  automatic 


transmission  you  do  need  the  larger  dis- 
placement engines. 

Mr  Emery 

2173.  May  1 ask  what  is  really  a rather 
difficult  in-principle  question?  1 do  so  with 
a degree  of  understanding  having  myself 
been  a director  of  an  American  company 
operating  in  Britain.  We  are  concerned 
about  maximising  British  production  and 
British  industry.  Therefore,  we  must  be 
interested  in  the  greater  maximisation  of 
your  development  in  Britain  rather  than 
elsewhere.  Could  you  tell  the  Committee 
what  efforts  your  company  go  to  particu- 
larly to  maximise  the  British  position  and 
the  problems  that  you  have,  or  do  not  have, 
in  overcoming  the  main  board’s  policy  of 
maximising  profitability  and  production, 
irrespective  of  whether  it  is  in  Germany, 
France  or  Spain?  These  two  are  not  exactly 
similar.  Nobody  can  expect  them  to  be  so. 
Therefore,  what  positive  action  can  you  and 
your  company,  Ford  UK,  take  to  maximise 
British  production  and  to  minimise  the 
amount  of  import  or  to  maximise  import 
substitution? 

(Sir  Terence  Beckett.)  I think  that  what 
I have  to  say,  because  we  can  only  put  this 
in  brief  compass,  is  that  our  advocacy 
depends  for  its  effectiveness  on  perfor- 
mance; and  when  you  look  at  the  profita- 
bility of  Ford  Motor  Company  Limited,  we 
are  able  to  speak  there  with  a track  record. 
This  means  we  have  a company  in  which 
the  total  Corporation  can  have  confidence 
and  we  are  able  to  project  plans  that  are 
based  on  actual  experience.  For  example, 
in  advertising,  I am  a great  critic  of  mere 
image.  I believe  that  image  has  accurately 
to  reflect  what  is  really  there.  And  in  just 
the  same  way,  advocacy:  how  resources  are 
going  to  be  used.  I think  that  you  have  to 
appeal  all  the  time  to  actual  experience  and 
actual  achievement.  It  is  on  this  basis  that 
in  the  short  run  occasionally  you  can  get 
differences,  as  you  have  described,  I believe 
that  in  the  longer  run  there  is  a congruence 
between  them. 

2174.  Would  you  say  that  basically  in 
running  your  company  you  do  not  feel  that 
you  are  unfairly  set  upon  by  the  American 
parent  in  the  decisions  that  you  make? 

( Sir  Terence  Beckett.)  No.  You  are  pre- 
senting me  with  a dichotomy  that,  frankly, 
does  not  exist.  There  is  a continuous  inter- 
action between  us,  Ford  of  Europe  and 
Ford  of  America.  It  is  not  just  between 
separate  operations  in  this  way.  What  we 
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claim  is  that  by  our  advocacy,  combined 
with  our  performance,  we  are  able  — .and, 
again.  I say,  “Look  at  the  track  record” 
— to  have  done  both  a very  good  job  for 
Ford  Motor  Company  world-wide  and  a 
very  good  job  for  Britain.  Individually,  in 
any  tactical  situation,  some  people  can  feel 
dissatisfied  about  this  at  a particular  point 
in  time  but,  in  the  longer  run,  L personally, 
have  never  felt  dissatisfied  with  it. 

2175.  Very  lastly,  I have  had  two  com- 
plaints from  your  dealers  that  they  cannot 
get  enough  of  your  cars  to  sell  here  in 
Britain  and  they  are  worried  because  in 
their  turnover  they  feel  that  they  must  now 
take  on  another  company,  perhaps  a Japa- 
nese company,  in  order  to  meet  the  demand 
of  the  consumers  on  them.  How  do  you 
cope  with  that? 

(Sir  Terence  Beckett.)  Can  1 just  say  to 
you  that  l had  all  my  dealers  together  last 
week.  We  were  announcing  this  new  car.  I 
made  a statement  there.  We  were  looking 
at  the  August  market  and  I said.  “If  any  or 
you  are  snort  of  cars,  will  you  kindly”  — 
and  this  was  to  400  men  — “put  your  hands 
up  because  I have  50  Ford  men  who  will 
spring  instantly  to  your  assistance.  There  is 
no  shortage  of  cars.” 

2176.  Then  may  I pass  you  a letter  — 

(Sir  Terence  Beckett .)  By  all  means. 

2177.  And  we  will  have  it  dealt  with 
tomorrow? 

(Sir  Terence  Beckett.)  I will  take  the 
greatest  possible  satisfaction  in  dealing  with 
it. 

(Chairman.)  If  that  was  finally  Mr 
Emery’s  final,  lastly  last  question,  can  we 
now  go  on  to  Mr  Russell  Kerr  to  deal  with 
one  or  two  other  points? 

Mr  Kerr 

2178.  You  say  in  paragraph  1 of  page 
575  of  your  submission  that  overseas  Ford 
companies  prefer  to  be  sourced  from  Con- 
tinental rather  than  UK  plants  because  of 
improved  continuity  of  supply.  Is  it  true 
that  the  quality  of  UK-sourced  cars  is  in 
any  way  inferior? 

(Sir  Terence  Beckett.)  Yes,  in  some 
respects  the  quality  is  inferior. 

2179.  Can  you  be  a little  more  specific? 
Without  giving  away  trade  secrets. 

(Sir  Terence  Beckett.)  I think  that  what 
we  have  to  say  is  that  there  has  been  great 
progress  made  in  this  in  recent  years.  We 


are  m no  way  inferior  on  the  basic  parts  of 
the  car,  the  engine,  gearbox  and  back  axle 
There  have  been  minor  things  in  terms  of 
trim  and  so  on,  and  body  paint.  But,  in  fact 
we  have  now  installed  equipment  in  our 
plants  which  takes  care  ot  a great  deal  of 
those  problems.  Nevertheless  there  is  a tra- 
dition of  quality  in  Britain  in  the  past  that 
continues  to  dog  us  and  damage  us.  And  it 
is  as  well,  if  I may  say  so,  coupled  with  all 
of  the  problems  of  strikes  and  discontinuity 
because  people  do  not  believe  that  out  of 
an  unhappy  ship  can  you  get  good  quality 
I think,  incidentally,  it  would  dc  very  dai 
aging  to  pursue  this  subject  indefinitely 
because  it  would  be  precisely  inimical  to 
the  improvement  in  trade  this  Committee 
is  trying  to  achieve.  What  I am  saying  is 
that  we  believe  in  the  integrity  and  the 
quality  of  the  product  as  being  of  funda- 
mental importance.  The  other  thing  I must 
add  to  that  is  this.  One  great  advantage  that 
we  have  over  our  importer  competitors  is 
that  we  have  a dealer  body  and  a price  for 
spares  and  an  adequacy  for  service  that 
more  than  makes  up  for  all  of  the  problems 
I have  described,  in  terms  of  a total  selling 
proposition.  If  you  look  at  why,  forexam- 
le,  we  get  55  per  cent  of  all  the  fleet 
usiness  in  this  country  it  is  because  we  are 
able  to  provide  that  total  back  up  to  the 
customer.  It  results  in  a higher  retained 
value  for  the  motorcar  and  it  is  that  in  the 
end  which  determines  why  people  will  buy 
our  cars  rather  than  those  of  other  makes. 

2180.  You  were  saying  earlier  thai 
industrial  relations  by  and  large  were  on 
the  up  and  up  as  far  as  your  company  is 
concerned  and  that  they  are  improving. 
Would  it  not  be  worthwhile  in  view  of  this 
being  at  least  a minor  albeit  significant  fac- 
tor in  your  sales  record,  that  you  were  to 
tell  the  glad  news  a little  more  widely  among 
your  customers  and  dealers  for  advertising? 

(Mr  Ramsey.)  I have  to  say  that  I cannot 
consider  them  so  good  that  I can  go  out  and 
shout  about  it.  We  have  put  in  a lot  of  hard 
work,  without  going  into  it  in  detail,  in 
improving  all  the  institutions  through  which 
we  talk  to  employees  and  their  represen- 
tatives; we  are  trying  to  give  employees 
themselves  a greater  feeling  of  security  by 
a number  of  measures;  we  are  trying  to 
make  sure  that  they  know  the  real  facts  of 
life  that  confront  them  as  well  as  us.  We 
have  been  very,  very  frank  on  that.  It  has 
been  well  received.  Lastly,  of  course,  we 
have  got  to  get  the  action  and  the  action 
means  continual  dialogue  in  plants  and  at 
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national  company  level.  It  is  at  the  action 
noint  that  you  get  your  difficulty  because 
everybody  agrees  about  the  problems  but 
when  it  gets  to  the  action,  you  are  actually 
asking  somebody  or  some  group  of  people 
to  change  the  habits  of  years.  And  it  is  not 
easy. 

2181.  Have  you  been  having  active  dis- 
cussions on  the  subject  of  industrial  democ- 
racy, incidentally? 

(Mr  Ramsey.)  No,  because  we  feel  that 
we  have  progressed  that  in  the  ways  in 
which  our  trade  union  movement  in  Britain 
and  the  trade  union  movement  that  we  deal 
with  in  particular  want  it  to  be  progressed. 
We  have  got  a national  joint  negotiating 
committee;  we  have  got  all  our  senior  shop 
stewards  from  each  of  our  plants  on  that 
committee;  so  that  we  are  dealing  with  our 
own  employees  through  that  body.  That  is 
the  way  they  want  it.  They  do  not  want  us 
to,  as  it  were,  try  to  erect  some  less  main 
stream  method  of  dealing  with  them.  We 
have  had  works  committees  in  our  plants 
for  34  years  now.  So  we  have  the  means. 
We  know  that  we  have  got  to  manage  our 
plants  with  the  consent  of  the  workforce. 
We  have  been  aware  of  that  for  many  years. 
What  we  have  been  trying  to  do  is  to  elab- 
orate the  institutions  and  train  our  manage- 
ment and  staff  to  enable  us  to  do  this. 
Having  said  all  that,  just  because  you  do  all 
that  does  not  mean  that  you  can  change  the 
habits  of  years  very  easily.  In  some  plants 
we  can  make  progress  faster  than  in  others. 
We  do  not  really  have  as  much  time  as  it 
takes  to  do  it.  So  we  have  to  try  to  cram  on 
the  pressure  and  we  would  like  a little  more 
help  in  some  respects  than  we  are  getting. 

(Sir  Terence  Beckett.)  Very  briefly,  as  far 
as  telling  our  dealers  and  our  customers 
where  we  are  on  this,  the  industrial  rela- 
tions end  of  it  is  a serious  part  of  our  total 
problem  but  l think,  without  making  too 
wide  a claim,  there  is  very  considerable 
confidence  by  our  dealer  body  and  also  by 
our  chief  customers,  our  fleet  owners,  in 
what  we  are  doing  and  what  our  contribu- 
tion to  fleets  is.  And  we  have  explained  to 
them  some  of  the  things  we  have  described 
to  you  this  morning  and  there  is  no  lack  of 
confidence  in  this  in  where  we  are. 

Mr  Thompson 

2182,  You  seemed  to  say  earlier,  when 
you  made  a little  speech  almost,  that  there 
you  detected  some  deliberate  bloody-mind- 
edness. Is  that  still  there? 

(Mr  Ramsey.)  That  is  certainly  not  my 


big  anxiety.  My  big  anxiety  is  getting  a very 
fundamental  change  in  attitudes  towards 
work  and  towards  providing  complete  reli- 
ability of  operations;  because  the  compa- 
nies with  which  we  compete  overseas  pro- 
vide complete  reliability.  They  really  do 
make  the  schedule  every  day  of  the  year 
with  absolute  regularity.  We  are  far  from 
that,  which  is  obvious  from  the  capacity 
utilisation  that  we  gave  you.  We  have  got 
an  improvement  and  we  think  it  is  a very 
substantial  one.  We  think  we  have  got  all 
the  foundation  work  done  but  there  is  a 
tremendous  cliff  to  scale.  It  is  a matter  of 
changing  widespread  attitudes,  in  my  view, 
rather  than  the,  as  it  were,  classic  trouble- 
maker problem.  Of  course,  we  have  a few 
people  of  that  kind  and  of  course  in  the 
British  scene  they  have  an  inordinate  influ- 
ence on  events  — which  is  a great  pity.  But 
they  are  not  my  big  anxiety.  My  big  anxiety 
is  this  complete  change  of  attitude  and  I 
have  to  say  that  I referred  earlier  to  needing 
a bit  of  help  and  I think  there  are  two  bits 
of  help  that  we  particularly  need.  Because 
we  have  improved  our  grievance  proce- 
dure, because  we  go  to  immense  lengths  to 
get  employee  representative  consent  to 
what  we  are  going  to  do  to  that,  the  changes 
we  have  got  to  introduce,  we  feel  that  we 
are  entitled  to  ask  for  two  things:  one,  that 
the  trade  unions  will  insist  that  people  hon- 
our agreements  and  will  take  steps  to  deal 
with  them  if  they  do  not;  and,  secondly, 
that  they  will  just  not  allow  ten  men  or  100 
men  to  deprive  thousands  of  their  liveli- 
hood and,  of  course,  wreck  our  reliability. 
It  is  difficult  for  them,  I think,  to  change 
the  whole  habits  of  years  and  impose  that 
kind  of  discipline  on  their  members.  We 
are  really  saying:  why  cannot  the  majority 
decision  be  imposed  upon  the  minority 
when  those  majority  decisions  have  been 
made.  We  have  not  got  there  yet  and  we 
are  going  to  keep  arguing  away  at  it  until 
we  do  get  it;  because  I do  not  really  believe 
that  we  can  make  it  unless  we  'get  that 
break-through. 

2183.  Finally,  to  what  extent  in  your 
views  or  that  of  Sir  Terence  do  industrial 
disputes  affect  exports  and  imports? 

(Mr  Ramsey.)  I am  probably  biased, 
because  every  lunchtime  I get  personally 
blamed  for  all  the  falldowns  that  occurred 
the  previous  day.  But  it  is  certainly  my  view 
that  not  just  the  bad  industrial  relations 
reputation  and  the  publicity  it  gets  but  the 
real  thing  that  happens,  the  cars  we  do  not 
build,  with  all  our  customers  knowing  it  at 
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home  and  abroad,  that,  I think,  is  a major 
problem  that  we  do  have  to  overcome.  That 
is  why  we  are  putting  our  total  energy  into 
overcoming  it  and  we  are  encouraged  by 
the  sort  of  reactions  we  are  getting.  But  we 
are  under  no  illusions  about  the  magnitude 
of  the  task  which  faces  us. 

('Sir  Terence  Beckett.)  Mr  Ramsey  is  at 
the  receiving  end  of  this  and  I am  one  of 
the  people  who  hand  it  to  him  on  occasion, 
as  well  as  some  of  my  other  colleagues.  It 
is,  in  fact,  a very  serious  state  of  affairs. 
When  you  have  companies  for  example  in 
the  Far  East  and  they  are  dependent  on 
your  production,  your  material,  to  keep 
their  plants  going  and  you  are  faced  some- 
times with  a six-week  strike  or  sometimes 
with  a nine- week  strike,  it  is  absolutely 
incomprehensible  to  them  as  to  why  we  do 
the  things  to  one  another  that  we  do  in  our 
country.  If  you  imagine  the  position 
reversed  and  companies  in  this  country 
were  faced  with  six-week  or  nine-week 
stoppages  because  some  other  company 
was  not  providing  the  material,  I think  that 
you  would  be  very  indignant  as  to  what  it 
was  all  about.  If  you  had,  which  you  have 
got,  an  alternative  source  of  supply  which 
is  absolutely  meticulous  in  its  reliability, 
then  it  is  clear  which  you  would  prefer.  By 
the  way,  I can  take  each  of  our  strikes  in 
the  last  ten  years  and  I can  show  you  busi- 
ness that  we  have  lost  as  a result  each  time 
because  of  those  strikes;  specific  concrete 
evidence.  I do  not  believe  in  going  out 
before  a strike  and  saying  to  our  people, 
“If  you  do  this,  you  will  lose  that.”  I think 
that  the  most  important  part  of  communi- 
cation is  not  words  at  all.  It  is  action.  And 
we  are  able  to  demonstrate  to  our  people 
the  results  of  strikes  in  terms  of  lost  busi- 
ness. As  a matter  of  fact,  there  was  some 
indignation  at  our  last  meeting,  our  six- 
monthly  meeting,  as  to  why  we  had  lost 
certain  business.  There  are  electrical  com- 
ponents in  this  country  that  we  produce. 
They  said,  “How  on  earth  can  it  happen 
that  we  have  lost  this,  that  and  the  other?” 
I said,  "Gentlemen,  you  had  a nine-week 
strike.  If  you  were  over  there  in  Europe, 
and  you  could  not  get  supplies  from  us, 
what  would  you  do?  I am  not  making  debat- 
ing points  with  you.  I am  telling  you  that 
this  is  the  way  that  life  is." 

(Mr  Ramsey.)  There  is  one  other  com- 
ment that  I would  like  to  make,  just  as  the 
fellow  in  my  job.  I cannot  see,  whatever 
happens,  that  the  value  of  the  pound  will 
drop  to  the  level  of  our  productive  effi- 
ciency in  Britain.  Therefore,  my  working 


hypothesis  has  got  to  be  that  we  have  imt 
got  to  raise  our  productivity  to  some  real 
istic  level  for  the  pound.  Therefore  that  is 
the  way  we  are  going  and  we  are  making 
sure  that  all  our  employees  know  that  that 
is  the  way  we  are  going.  And  we  are  trying 
to  get  them  to  come  along  with  us.  6 

(Chairman.)  May  we  turn  our  attention 
to  questions  about  protectionism? 

Mr  Cockeram 

2184.  In  what  way  has  growing  protec- 
tionism affected  Forcf  in  the  UK? 

(Sir  Terence  Beckett.)  I think  the  great 
risk  on  growing  protectionism  is  this.  It  is 
sometimes  argued  in  this  country  that  if  we 
impose  import  restrictions,  selective  import 
controls  or  total  import  controls  of  one  kind 
or  another,  that  it  could  provoke  retalia- 
tion. When  I said  earlier  that  one  of  the 
advantages  that  we  sometimes  bring  to  the 
debate  in  Britain  is  an  international  atti- 
tude, what  I find,  travelling  round  the 
world,  is  that  the  risk  of  incipient  protec- 
tionism is  everywhere;  we  have  got  it  all 
round  the  world.  It  is  a very,  very  serious 
risk.  We  could  get  to  a level  of  protection- 
ism in  the  1980s  that  could  rival  the  1930s 
— and,  by  the  way,  it  may  not  be  started  by 
Britain  necessarily.  What  is  the  great  risk 
is  that,  irrespective  of  our  actions,  it  is  like 
a supersaturated  solution  suddenly  going 
into  crystallisation.  World  trade  really 
could  break  into  individual  fragments  very, 
very  easily.  As  far  as  this  country  is  con- 
cerned, with  30  per  cent  of  its  GDP, 
roughly,  depending  on  imports  and  exports. 

I would  have  thought  the  whole  national 
debate  ought  to  be,  “For  goodness  sake, 
what  can  we  do  in  the  whole  wide  world  to 
ensure  the  free  flow  of  trade?”  It  is  very 
necessary. 

2185.  So  your  argument  is  that  it  is  in 
the  interests  of  Ford  to  ensure  that  we  do 
not  have  protectionism,  import  controls  or 
anything? 

(Sir  Terence  Beckett .)  Protectionism  in 
that  sense.  The  qualification  that  I have  got 
to  make  on  this  is  that  as  far  as  the  Japanese 
are  concerned,  we  have,  as  you  know,  an 
understanding  — and  that  is  all  that  it  can 
be  described  as  — 

2186.  Have  they  honoured  it  in  the 
past? 

(Sir  Terence  Beckett.)  Yes.  And  you  are 
very  well  aware  that,  at  the  moment,  with 
the  stocks  of  Japanese  cars  in  a falling  mar- 
ket, it  may  be  that  they  are  going  to  exceed 

II  per  cent  share  of  the  market  by  the  year 
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end.  Nevertheless,  they  have  met  this 
requirement  in  previous  years.  There  is  a 
risk  this  year  that  they  will  not.  I think  you 
have  got  to  understand  their  problems  in 
tryin°  to  fine-tune  this  all  the  way  from 
Japan,  not  knowing  the  exact  climate  or, 
rather,  the  weather,  when  it  conies  to  Brit- 
ain, that  they  will  meet  in  terms  of  the 
market.  So  that  there  is  a risk  that  they  will 
exceed  it.  But  their  understanding  now  for 
some  six  years  has  been  to  exercise  prud- 
ence. What  I am  suggesting  is  not  so  much 
protectionism  as  an  understanding  by  J apan 
for  Europe  as  a whole,  not  just  Britain,  that 
we  — we  and  the  Japanese  — should  strive 
together  to  exercise  similar  prudence  for 
Europe  because,  with  the  amount  of  capac- 
ity that  they  have  got  coming  on  stream,  it 
is  not  any  longer  a British  problem  at  all. 
Such  is  the  gap  in  the  productivity  between 
the  Japanese  and  the  Europeans  — not  just 
the  British  — that  we  are  likely  to  get 
immense  damage  done  to  the  total  Euro- 
pean car  industry.  By  the  way,  damage  of 
very  serious  magnitude:  a great  many  com- 
panies will,  one,  merge;  or,  two,  disappear, 
if  we  do  not  do  this. 

2187.  But  you  state  as  a fact  that  they 
have  honoured  the  agreement  in  the  past? 

(Sir  Terence  Beckett.)  Yes,  I stated,  I still 
must  specify,  that  it  is  not  an  agreement,  it 
is  an  understanding.  And  thev  are  scrupu- 
lous in  their  use  of  these  words. 

2188.  And  does  this  problem  of  protec- 
tionism affect  you  or  worry  you  as  much  in 
CKD  as  it  does  in  complete  cars? 

(Sir  Terence  Beckett .)  It  worries  us  more, 
actually,  on  the  CKD  side  because  a great 
deal  of  our  CKD  (or  KD)  actually  went  to 
the  Far  East;  and  the  additional  advantage 
that  the  Japanese  have  there,  of  course,  is 
greater  proximity  as  well  as  this  immense 
cost  advantage. 

Mr  Mikardo 

2189.  Is  it  not  really  a piece  of  semantic 
by-play  to  distinguish  between  protection- 
ism and  a voluntary  agreement?  Protection- 
ism is  any  measure  which  exists  which  alters 
what  would  otherwise  be  the  unbroken  flow 
of  trade  on  purely  demand-supply  consid- 
erations. In  that  sense  a voluntary  restraint 
is  protectionism , especially  when  doubtless 
ills  borne  in  mind  by  the  Japanese  that  if 
they  do  not  do  it  there  might  be  compulsory 
restraint.  Is  it  not  just  playing  with  words? 

(Sir  Terence  Beckett.)  With  all  respect,  it 
is  not.  I would  see  that  the  Japanese  do 


have  a problem.  If  we  look  at  the  Japanese 
with  no  oil  and  no  fuel  of  their  own,  they 
do  have  a problem  and  if  we  can  get  under- 
standings between  us  in  the  way  we  handle 
this  rather  than  arbitrary  confrontation  in 
the  way  that  we  have  to  take  final  decisions 
in  this  sort  of  way,  I think  it  would  be 
preferable  to  discuss  the  problem  together. 
So  that  it  is  not  semantics;  it  is  a reflection 
of  an  attitude,  if  I may  say  so. 

2190.  But  that  is  a different  point,  with 
all  respect;  it  is  a quite  different  point.  If 
we  get  understandings  with  them,  as  you 
have  said,  the  effect  is  that  they  sell  fewer 
cars  in  this  market  than  they  would  if  there 
were  no  barriers  whatever,  official  or  unof- 
ficial. Therefore,  that  is  an  act  of  protec- 
tionism. It  might  be  right,  it  might  be 
wrong;  it  might  be  the  best  act  of  protec- 
tionism. But  it  cannot  be  denied  that  that 
is  an  act  of  protectionism. 

(Sir  Terence  Beckett.)  I do  not  believe 
that  it  is  merely  words.  1 believe  that  it 
reflects  an  important  attitude  in  the  way  we 
handle  our  relationships  with  Japan.  It  does 
affect  as  well,  if  we  can  get  some  under- 
standing from  the  Japanese  as  to  the  total 
situation  in  Europe,  the  amount  of  extra 
capacity  that  they  are  going  to  lay  down  in 
Japan.  It  is  by  a dialogue  in  these  ways  and 
not  by  a confrontation  that  we  hope  to  keep 
the  world  together  in  terms  of  a trading  unit 
and  not  to  go  off  into  separate  blocks  which , 

I submit,  could  be  very  damaging  to  this 
country. 

Mr  Cockeram 

2191.  Can  I turn  to  tariff  barriers  of 
another  nature:  environmental  factors, 
safety  factors  and  the  like?  To  what  extent 
do  you  think  they  are  being  operated  as  a 
barrier  to  trade? 

(Sir  Terence  Beckett)  They  do  act  as  a 
barrier  to  trade.  There  are  exceptions  and 
all  sorts  of  devious  reasons  are  given  why 
these  things  are  erected.  But  if  you  have 
been  to  Japan  and  you  know,  for  example, 
the  environmental  problems  that  they  have, 
their  prosperity  has  been  accompanied  by 
the  ultimate  in  terms  of  pollution  and  the 
atmosphere  in  cities  there  is  absolutely 
appalling.  It  is  therefore  not  surprising  that 
they  have  emission  controls  on  their  vehi- 
cles which  are  probably  more  rigorous  than 
anywhere  in  the  world  outside  California. 
The  erection  of  those  does  make  it  difficult 
for  people  in  Europe  to  satisfy  all  of  their 
regulations.  But  I do  not  believe  that  they 
erected  those  just  as  a barrier  in  Japan;  I 
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believe  that  they  erected  them  because  of 

their  absolute  need  to  protect  their 

environment. 

2192.  And  do  you  go  on  from  that  to 
argue  for  harmonisation  of  type  approvals 
so  that  you  can  produce  something  to  a 
certain  standard  which  will  satisfy  a number 
of  countries  rather  than  a series  of  separate 
standards  for  each  different  country? 

(Sir  Terence  Beckett.)  It  would  be  a very 
great  economy  to  motor  manufacturers  if 
we  did  not  have  to  cater  for  a great  diversity 
of  different  conditions.  The  only  proviso  I 
would  make  there  is  with  particular  refer- 
ence to  your  previous  question.  I would 
hope  that  we  did  not  have  to  hang  on  all 
the  catalytic  converters  and  all  the  ultimate 
in  gadgetry  to  satisfy  an  environmental 
problem  in  Japan  that  does  not  exist  in  the 
rest  of  the  world.  But  when  we  are  talking 
about  conditions  in  Europe,  there  are  many 
different  sets  of  regulations  in  spite  of  the 
EEC  having  tried  to  harmonise  them.  To 
the  extent  that  we  could  harmonise  them, 
it  would  very  much  reduce  the  work  burden 
and  increase  the  value  of  the  product  that 
we  could  give  the  customer. 

2193.  Do  you  consider  that  the  British 
Government  have  done  enough  on  the  sub- 
ject of  type  approval? 

(Sir  Terence  Beckett.)  The  British  Gov- 
ernment is  very  sensitive  to  this  issue  and 
have  given  us  very  considerable  help  in  the 
introduction  of  type  approval  in  Britain.  I 
would  always  urge,  frankly,  the  British 
Government  and  all  the  other  European 
governments  to  see  that  we  get  to  a closer 
harmonisation  more  quickly. 

2194.  Could  the  same  Cortina  be  sold 
in  Germany  and  the  UK? 

(Sir  Terence  Beckett.)  Yes,  it  could. 

Mr  Mikardo 

2195.  Is  this  a factor  which  affects  com- 
mercial vehicles  more  than  passenger? 

(Sir  Terence  Beckett.)  No,  there  is  a dif- 
ferent set  of  regulations.  We  do  not  have, 
as  you  know,  type  approval  on  commercial 
vehicles.  We  have  to  satisfy  in  this  country 
construction  and  use  regulations.  But  there 
is  one  very  serious  thing  on  commercial 
vehicles  which  is  going  to  limit  the  effec- 
tiveness of  our  ability  to  compete  in 
Europe.  I am  talking  here  notjust  on  behalf 
of  Ford  but  on  behalf  of  all  of  the  commer- 
cial vehicle  manufacturers,  that  is  that  we 


have  a 32-ton  payload  limit.  We  should  lit, 
to  sec  that  raised  to  35  or  to  42  tons  A J 
incidentally,  in  terms  of  damage  l£ 
increasing  the  number  of  axles,  it  J 
reduce  the  damage  to  the  road  as 
know.  But  Europe  has  this.  It,  first  of 
enjoys,  better  mechanical  hands! 
throughout  Europe  (if  I can  put  it  that  tJ 
by  reason  of  having  more  efficient  transnon 
and,  secondly,  in  terms  of  British  tm* 
manufacturers,  to  be  able  to  have  vehicles 
here  that  did  harmonise  with  the  vehicles 
that  were  being  offered  in  Europe  would  1* 
of  substantial  assistance  to  us  in  our  cols 
and  sales.  1 know  the  political  problems  of 
increasing  the  size  of  vehicles  and  of  vican 
lying  down  in  the  road  in  front  of  such  and 
such  a truck  and  all  the  rest  of  it  to  defend 
their  local  parish;  but  if  we  are  looking  a 
the  overall  prosperity  of  this  country, 
do  need  to  be  competitive  in  terms  of  our 
transport  with  the  rest  of  Europe.  That  is 
my  submission. 


Mr  Maxwell-Hyslop 

2196.  Just  before  we  leave  construction 
and  use  of  vehicle  regulations  and  type 
testing,  we  have  heard  in  evidence  that 
whereas  many  countries  will  not  allow 
imported  vehicles  in  without  applying  the 
test  to  meeting  these  regulations  at  the  port 
of  entry,  the  Customs  in  Britain  have  no 
function  in  that  way.  It  is  only  when  the 
vehicle  goes  on  the  road  that  such  enforce- 
ment as  may  exist  becomes  applicable  !t 
has  been  represented  to  us  that  this  puts  us 
in  an  unfair  position  in  that  imports,  re- 
spective of  what  the  regulations  are,  wh- 
oles can  come  into  this  country  which  da 
not  meet  those  requirements;  whereas  mu 
exports  cannot  physically  get  into  other 
countries  if  they  do  not  meet  the  regula- 
tions. I would  appreciate  your  advice  on 
this. 

(Sir  Terence  Beckett.)  I do  not  think  dial 
in  essence  it  makes  that  much  difference; 
because,  before  the  vehicle  goes  on  die 
road  here,  it  does  have  to  meet  these  type- 
approval  requirements.  There  are,  as  you 
know,  two  different  levels  of  these  accord- 
ing to  the  category  of  registration  that  you 
want  to  effect.  But  the  end  result  is  the 
same.  What  the  refusal  of  entry  is,  is  that 
it  looks  more  provocative.  I,  personally, 
have  some  experience  of  this  because  1 run 
our  European  operations  for  five  years.  I 
know  it  very  well.  But,  in  essence,  vehicles 
arc  not  allowed  on  our  roads  either  until 
they  meet  those  type  approvals.  So  that  in 
the  end,  it  come  to  the  same  thing. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


599 


30  July  1980]  Sir  Terence  Beckett, 

Mr  R J Ramsey  and  Mr  S Thomson 


[Continued 


[MrMaxwell-Hyslop  Could.] 

2197.  But  are  those,  in  fact,  policed 
here?  I do  not  mean  Ford-policed.  If 
imported  vehicles  come  in , is  there  an  effec- 
tive mechanism  for  policing  the  regulations 
and  ensuring  that  they  are  not  sold  to  the 
public  even  though  they  do  not  meet  the 
British  requirements? 

(Sir  Terence  Beckett.)  Oh,  yes.  I think 
that  every  importer  of  a vehicle  — even  the 
smaller  people  — are  required  to  be  punc- 
tilious on  this.  It  is  not  so  much  the  police 
checking  on  it;  it  is  in  the  event  of  an 
accident  or  insurance  claim  and  the  rest  of 
it.  If  that  came  out  later  on,  they  really  are 
ultimately  liable  in  a very  damaging  way.  I 
believe  that  this  really  is  being  met 
satisfactorily. 

(Chairman.)  There  are  three  points.  Sir 
Terence,  on  which  we  would  like  to  con- 
clude this  examination.  There  are  a whole 
series  of  questions  in  relation  to  the  Ford 
Motor  Company  Limited  and  Japan.  Mr 
Mikardo  has  quite  a few  questions  on  that 
which  are  all,  I think,  small  points  (as  one 
could  call  them)  for  question  and  quick 
answer. 

Mr  Mikardo 

2198.  We  have  had  a lot  of  talk  about 
Japan  already.  Could  I begin  by  asking 
what  has  been  the  result  of  the  visit  of  the 
Ford  management  team  to  Japan? 

(Sir  Terence  Beckett.)  The  result  of  the 
visit  of  that  Ford  management  team  has 
been,  on  the  manufacturing  end  of  our  busi- 
ness, to  re-examine  right  the  way  from 
beginning  to  end  the  whole  of  our  manu- 
facturing operations  — not  merely  in  Brit- 
ain but  in  the  whole  of  Europe  — with  the 
object  of  closing  part  of  that  gap  in  terms 
of  productivity  and  effectiveness  between 
our  production  in  Europe  and  Japan. 

2199.  So  that  it  was  really  a sort  of 
technical  study  tour? 

(Sir  Terence  Beckett.)  Yes,  indeed. 

2200.  You  mentioned  the  value  of  the 
yen.  You  claimed  that  it  was  undervalued. 
Bearing  in  mind  the  huge  problem  which 
ou,  yourself,  mentioned  earlier  that  the 
apanese  have  with  the  need  to  import  all 
their  oil  and  what  has  happened  to  the  cost 
of  it,  is  that  still  tnie? 

(Sir  Terence  Beckett.)  I do  not  think  that 
I actually  said  that  it  was  undervalued,  if  I 
may  say  so.  My  view  on  exchange  rates  is 
that  the  market  is  the  market  is  the  market. 
It  is  the  outcome.  Wherever  it  falls,  that  is 
where  it  falls. 


2201.  In  your  paper  you  say 

(Sir  Terence  Beckett.)  May  we  read  the 
actual  words?  — did  J?  I am  open  to  cor- 
rection if  I did  say  it  — 

(Chairman.)  I think  that  your  actual 
words,  Sir  Terence,  on  page  577  are:  "In 
addition,  the  yen  has  remained  at  a com- 
paratively low  level.” 

Mr  Mikardo 

2202.  Then,  would  you 

(Sir  Terence  Beckett.)  Yes.  I did  not  say 
that  it  was  undervalued.  I said  that  it  was  at 
a low  level . What  I am  getting  at  on  this  is 
that  if  we  break  the  economy  in  Britain  and 
in  Japan  into  two  parts;  oil,  on  the  one  side, 
manufacturing  industry,  on  the  other  — 
and  I know  there  are  other  parts  of  the 
economy  than  those;  but  let  us  just  put  the 
economy  into  those  two  parts  — then, 
because  we  have  oil  and  it  raises  the  value 
of  the  pound  and  because  Japan  does  not 
have  oil  and  it  lowers  the  value  of  the  yen, 
then,  strictly  in  terms  of  the  competitive- 
ness of  our  two  manufacturing  sectors,  we 
have  a much  more  challenging  situation 
today  than  we  had  before  we  discovered 
North  Sea  oil  and,  in  effect,  before  the  price 
of  oil  increased  as  it  did  18  months  ago. 
That  is  really  the  point  that  I am  making. 

2203.  You  mentioned  in  your  paper 
that  Japanese  manufacturers  get  what  you 
call  "hidden  aid”  from  the  government. 
What  is  it? 

(Sir  Terence  Beckett.)  We  cited  in  the 
paper  the  fact  that  the  Japanese  motor 
industry  had  had  very  substantial  govern- 
ment aid  in  setting  up  the  study  and  devel- 
opment of  robotics  — in  other  words,  all 
the  robots  that  can  be  used  in  the  motor 
industry.  I must  confess  that  I do  not  know 
all  the  types  of  co-operation  and  aid  that 
exist  in  Japan  because  it  is  a closed  society, 
let  us  face  it.  They  do  represent  the  ulti- 
mate, whenever  I have  met  any  of  them 
— and  some  of  you  have  — in  terms  of  the 
mutual  support  that  they  give  to  one 
another:  their  trade  unionists,  their  indus- 
try people,  their  manufacturers,  their  bank- 
ers. In  their  relationships  with  one  another, 
they  move  like  the  Brigade  of  Guards,  if  I 
may  say  so,  to  a single  command.  And  we, 
of  course,  in  the  long  tradition  of  British 
freedom  and  our  worship  of  plurality  have 
always  got  different  views  on  everything 
and  with  one  another.  And  the  difference 
is  marked.  I cannot  believe  that  with  the 
unanimity  of  view  that  they  have,  there  are 
not  any  other  kinds  of  aid  besides  support 
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[Mr  Mikardo  Contd.] 

to  robotics.  But,  Mr  Mikardo,  they  do  work 
together  much  better  than  we  do. 

2204.  We  cannot  say  what  the  hidden 
aid  is  precisely  because  it  is  hidden. 

(Sir  Terence  Beckett.)  Exactly  so. 

Mr  Cockeram 

2205.  Is  it  not  the  case  that,  equally,  we 
in  this  country  have  certain  aids  to  industry 
as  do  other  countries?  It  is  very  easy  to  go 
round  the  world  and  pick  on  something 
which  they  have  got  which  we  have  not  or 
that  somebody  else  has  got  that  we  have 
not.  Equally,  they  pick  on  aid  which  we 
have  in  this  country  which  they  do  not  have. 
Putting  it  all  in  the  scale  and  trying  to 
balance  it,  can  you  give  us  any  positive 
evidence  that  the  overseas  in,  for  example, 
Japan  is  materially  different  in  totality  from 
this  country? 

(Sir  Terence  Beckett.)  No,  I cannot.  And, 
by  the  way,  I would  like  finally  to  say  on 
that  subject  that  in  no  way  am  I represent- 
ing my  company  complaining.  We  do  not 
believe  in  it.  We  believe  in  taking  the  world 
as  it  is  and  trying  to  make  something  of  it. 

2206.  The  answer  to  the  question  was, 
no? 

(Sir  Terence  Beckett.)  That  is  right. 

Mr  Mikardo 

2207.  Do  you  think  that  there  is  any 
respect  in  which  Japanese  competition  is, 
as  far  as  one  can  define  the  word,  unfair? 

(Sir  Terence  Beckett.)  No.  I would  not 
say  that,  in  total,  and  taking  a broad  view 
that  it  is  unfair.  It  is  exceedingly  efficient 
and  vigorous. 

2208.  You  were  talking  a little  while 
ago  about  his  understanding  with  the  Jap- 
anese about  restraining  imports  and  on  the 
European  scale.  Have  you  got  in  mind  a 
restraint  which  is  exercised  in  percentage 
terms  equally  for  all  the  member-countries 
of  the  Community  or  in  different  terms  with 
some,  a sort  of  different  national  quota  for 
each  of  the  countries? 

(Sir  Terence  Beckett.)  No,  I have  not. 
What  I had  in  mind  on  this  — and  you  may 
be  aware  that  the  representatives  (in  fact, 
I think  it  was  given  in  the  SMMT  evidence 
on  this,  Chairman)  of  CLCA  together  with 
other  bodies  is  approaching  the  Commis- 
sion in  Brussels  to  see  whether  discussions 
can  be  held  with  ihe  Japanese.  I must  say 
that  our  personal  preference  would  be  to 
see  if  we  could  get  some  understanding  in 


terms  of  reciprocity.  Otherwise  the 
destruction  of  a large  part  of  the  European 
motor  industry  will  have  very  serious  con 
sequences  for  the  whole  of  Europe  Wear? 
not  talking  of  a British  problem  anymore 
it  is  a European  problem.  We  believe  that 
in  the  longer  run  it  will  be  in  the  interests 
of  Japan  to  join  in  those  sorts  of  discussions 
to  exercise  that  same  kind  of  prudence  that 
they  have  exercised  with  Britain.  But  it  is 
something  that  docs  need  dialogue. 

2209 .  That  is  fine , but  my  specific  ques- 
tion is  this.  Is  the  prudence  exercised  glob- 
ally and  uniformly  for  all  the  nine  countries 
of  the  Community;  or  do  you  have  it  in 
mind  that  there  should  be  some  differentia-  * 
tion  according  to  separate  circumstances? 

(Sir  Terence  Beckett.)  No.  I believe  it 
ought  to  be  a total  thing  for  the  European 
Community  because  there  are  some  coun- 
tries in  Europe  which  do  not  have  motor 
manufacturing  operations  in  them  and  yet 
represent  vital  markets,  for  example,  for 
the  Germans.  Take  parts  of  Scandinavia. 
Norway,  for  example.  The  Japanese  there 
are  approaching  a 40  per  cent  share  of 
market  in  Norway.  But  Norway  tradition- 
ally has  been  a most  important  market  for 
Germany.  Unless  we  get  some  sort  of 
understanding  with  the  Japanese  on  this.it 
really  is  going  to  be  very  destructive.  And, 
of  course,  the  next  stage  obviously  will  have 
to  be,  beyond  that,  protection.  Whether  we 
have  got  the  necessary  will  and  agreement  • 
between  us  within  the  Common  Market  to 
bring  this  about  is  open  to  some  serious 
question. 

2210.  What  you  mentioned  about  Nor- 
way has.  surely  an  almost  universal  appli- 
cation: that  if,  as  a result  of  the  voluntary' 
agreement,  certain  markets  for  Japanese  ■ 
cars  are  limited  — to  use  an  anodyne  term 
— are  they  not  then  going  to  try  to  sell 
harder  in  other  markets  in  which  we  sell 
and,  therefore,  are  they  not  going  to  rep- 
resent a competitive  threat  to  our  exports 
in  third  markets? 

(Sir  Terence  Beckett.)  The  great  problem 
is  that  if  you  examine  these  other  markets 
round  the  world  and  you  look  at  the  way, 
for  example,  the  Japanese  in  their  domi- 
nation of  South  East  Asia  and  all  the  devel- 
opments they  have  had  down  there  and 
look  at  the  share  they  are  getting  in  Amer- 
ica and  where  America  is  responding  with 
smaller  cars,  the  only  degree  of  freedom 
left  to  them  is  Europe.  I am  over-stating  u 
a little;  but  that  is  the  case.  So  that  there 
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really  is  not  a safety  valve  for  it  to  go 
anywhere  else.  That  is  our  difficulty. 


ml  You  used  the  word  “reciprocity" 
jusl  now.  Does  that  mean  that  you  envisage 
that  this  understanding  (as  you  called  it) 
would  include  an  understanding  about  a 
slightly  more  open  or  at  least  slightly  more 
ajar  door  to  European  exports  of  vehicles 
into  Japan? 

(Sir  Terence  Beckett.)  Yes,  but  1 must 
confess  to  you  that  what  I mean  by  “reci- 
procity" as  far  as  motor  vehicles  are  con- 
ned — and  1 think  it  would  apply  to 
other  sorts  of  trade,  but  as  far  as  motor 
vehicles  are  concerned  — I think  we  are 
unlikely  to  get  many  more  European-based 
vehicles  into  Japan.  That  is  being  realistic. 


problem  in  dealing  with  Comecon.  My 
company’s  view  has  been  that  there  is  a 
prime  facie  case  of  dumping  but,  in  terms 
of  damage,  when  Comecon  manufacturers 
are  collectively  getting  only  21  per  cent  of 
our  market,  we  can  hardly  prove  damage. 
Some  people  will  say  “Yes,  but  that  is  the 
way  everything  starts;  and  it  will  get  big- 
ger." Well,  obviously,  if  it  does  we  will  be 
able  to  prove  damage.  They  have  many 
obstacles  to  overcome  have  the  Comecon 
countries  including,  of  course,  quality. 
They  really  do  have  to  step  up  to  this  in  a 
very  different  way  from  the  way  they  are 
today.  They  have  made  improvements,  by 
the  way,  in  quality.  But  as  tar  as  Comecon 
is  concerned,  yes,  dumping  but,  no,  dam- 
age, in  my  opinion. 


2212.  So  that  we  are  not  really  talking 
about  reciprocity  as  far  as  motor  vehicles 
are  concerned? 

(Sir  Terence  Beckett.)  No,  we  are  talking 
of  reciprocity  of  trade  as  a whole  but  as  far 
is  motor  vehicles  are  concerned,  what  we 
sre  saying  is  that  we  really  have  got  enough 
now  and  we  cannot  stand  any  more  in 
Europe. 

(Chairman.)  Thank  you  for  that.  Can  we 
turn  to  look  at  the  Comecon  countries? 

Mr  Foster 

2213.  Do  Ford  share  the  concern  of 
British  Leyland  and  the  SMMT  about 
exports  from  Comecon  countries  and,  if  so, 
what  ought  to  be  done  about  them? 

(Sir  Terence  Beckett.)  The  position  on 
Comecon  is  really  very  simple  as  far  as  we 
areconcemed.  We  have  traded  with  Come- 
con countries  over  the  years,  ft  has  always 
been  of  a very  limited  and  specific  kind.  To 
take  action  against  Comecon,  you  have  to 
do  two  things.  One,  you  have  to  prove 
dumping  and,  secondly,  you  have  to  prove 
damage.  As  far  as  dumping  is  concerned, 
there  is  a prima  facie  case  of  dumping  of 
several  East  European  products  in  Britain. 
In  fact,  it  goes  beyond  prima  facie.  I have 
been  criticised  in  the  use  of  words  and 
semantics  this  morning.  It  is  absolutely 
dumping.  As  fav  as  Comecon  arc  con- 
cerned, they  are  not  really  concerned  with 
the  cost  of  their  production  and  getting  a 
proper  return  on  investment  ana  so  on. 
They  are  concerned  with  having  an  indus- 
trial complex,  taking  the  products  and  earn- 
ing hard  currency  for  their  own  specific 
purposes.  And  they  will  price  at  a level 
which  maximises  the  amount  of  revenue 
they  will  get  for  those  purposes.  That  is  the 


Mr  Maxwell-Hyslop 

2214.  So  your  concept  or  damage  is 
really  a percentage  one,  is  it?  If  the  industry 
in  Britain  is  in  a marginal  position  — I do 
not  mean,  if  Ford  is  in  a marginal  position 
— - because  of  Japanese  penetration,  to  lose 
2i  per  cent  of  a total  market  — which  can 
mean  losing  5|  per  cent,  because  that  is 
what  is  left  — can  to  an  individual  firm  be 
immensely  damaging.  I would  like  a clear 
thought  on  this  because  there  are  obviously 
two  concepts  of  damage.  One  is  quantum, 
the  other  is  effect. 

(Sir  Terence  Beckett.)  If  2J  per  cent  went 
to  5 per  cent  — and  you  were  talking  of  5 
per  cent  — there  is  still  95  per  cent  to  get. 
That  is  my  view  as  a businessman.  I cannot 
honestly  believe  that  a 2J  per  cent  share  is 
damaging  to  this  country,  but  if  there  was 
a specific  manufacturer  who  had  got  a par- 
ticular product  that  was  being  damaged  by 
this,  then  I think  they  should  go  to  the 
Department  of  Trade  and  make  their  case. 
What  I am  saying  is  that  Ford  really  cannot 
make  that  case  at  the  moment.  And  1 gather 
that  the  SMMT  as  a whole  does  not  think 
it  can  either.  My  advice  to  the  SMMT 
throughout  has  been  that  on  the  second 
count  1 think  we  do  not  have  a case. 

2215.  Do  you  suffer  embarrassment 
from  what  appears  to  be  the  system  that 
you  have  to  wait  until  the  damage  has 
occurred  to  be  able  to  demonstrate  it;  or 
has  it  been  your  experience  that  you  can 
anticipate  damage  and  persuade  the 
Department  of  Trade  and/or  the  Commis- 
sion as  the  case  may  be  that  a certain  train 
of  events  which  can  be  foreseen  with  some 
confidence  will  meet  their  criterion  of  dam- 
age and  therefore  get  anti-dumping  action 
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[Mr  Maxwell-Hyslop  Contd  ] 

before  the  damage  has  occurred  rather  than 

post  factor? 

(Sir  Terence  Beckett.)  Really,  it  is  not  the 
Department  of  Trade  any  more;  it  is  the 
Commission  that  has  to  take  action  on  this. 

I think  that  they  would  pre  fer  to  see  damage 
actually  taking  place,  but  the  whole  grava- 
men of  my  case  on  the  Japanese  is  that  we 
are  forecasting  damage  there  of  very  serious 
proportions.  Incidentally,  it  is  not,  I 
believe,  just  a figment  of  people's  imagi- 
nations when  you  look  at  the  fate  of  the 
electronics  industry  in  America,  at  the  cam- 
era industry  in  Germany  and  the  motorcy- 
cle industry  in  Britain.  So  that  we  have  a 
persuasive  case  of  prospective  damage. 

Chairman 

2216.  I wonder  what  you  would  like  to 
say,  Sir  Terence,  about  manufacturing  and 
importing  from  Spain.  When  BL  were 
before  us  they  did  give  their  views  about 
the  problems  associated  with  importing 
from  Spain,  especially  in  view  of  the  large 
disparity  of  the  tariffs.  It  is  about  9 to  1 
against  us  in  Spain. 

(Sir  Terence  Beckett.)  I think  that  what 
we  have  got  to  say  on  this  subject  is  that  we 
uo  try  in  the  Ford  world  to  anticipate  events 
because  if  you  leave  it  until  things  actually 
happen  you  are  sometimes  completely 
unprepared.  And  in  just  the  same  way  that 
we  anticipated  Britain’s  entry  into  the  Com- 
mon Market  and  set  our  house  in  order  and 
got  ourselves  organised  to  be  able  to  cope 
with  it,  we  arc  anticipating  that  Spain  can 
no  longer  be  kept  in  the  sort  of  isolation 
that  it  has  been  in  for  nearly  half  a century. 
It  has  got  to  become  part  of  Europe  and  I 
think  it  is  politically  very  necessary  that  it 
should.  Wnat  we  are  saying  is  that  Spain 
has  applied  to  become  and  will  become  part 
of  the  Common  Market.  On  that  basis. 
Ford  Motor  Company  (not  Ford  Motor 
Company  Limited)  did  decide  that  it  would 
put  this  investment  into  Spain  partly  to 
develop  that  country  and  partly  also  so  that 
we  could  build  up  a sales  network  and  begin 
selling  cars  there.  Having  done  that,  Spain 
is  part  of  our  Europe  and,  as  such,  it  is  an 
important  part,  it  plays  a part  in  our  total 
integration  of  our  European  activities.  On 
that  basis,  having  those  cars  and  not  being 
able  to  produce  them  in  this  country,  we 
have  imported  them  from  Spain.  But  they 
are  going  to  be  very  much  reduced.  They 
were  Fiestas.  We  are  double-shifting  Fies- 
tas in  Dagenham.  We  shall  be  much  less 
dependent  on  those  cars  from  Spain  from 
now  on. 


(Mr  Maxwell-Hyslop.)  Sir  Terence  von 
are  a taxpayer,  as  are  all  of  us,  so  that  it  k 
not  an  indecent  question  to  ask  you-  do  von 
think  it  was  prudent  of  British  Leyland  in 
signing  their  agreement  with  Honda  to 
express  it  in  terms  of  the  existing  members 
of  the  EEC  rather  than  the  EEC,  with  the 
result  that  they  will  not  be  able  to  sell  the 
car  they  make  in  conjunction  with  Honda 
in  Spain? 


Chairman 

2217.  You  are  not  obliged  to  answer 
any  trade  questions.  Sir  Terence. 

(Sir  Terence  Beckett.)  With  all  respect  to 
Mr  Maxwell-Hyslop,  I did  not  propose  to 
do  so.  I have  never  made  any  comments® 
any  adverse  way  on  anything  that  Stilish 
Leyiand  has  ever  done.  1 do  not  want  lo 
start.  I think  you  ought  really  to  put  the 
question  to  them,  if  I may  suggest. 

Mr  Maxwell-FIyslop 

2218.  It  has  been  put  to  them  but  they 
have  ignored  it. 

(Sir  Terence  Beckett.)  I have  no  opinion 
that  I could  express  on  that  or  any  other  of 
their  actions,  with  all  respect  to  you.  I think 
it  would  be  quite  improper  for  me  to  do  so. 

Chairman 

2219.  Four  final  points.  Sir  Terence. 
Have  Ford  UK  been  satisifed  with  the  sup- 
port they  received  from  our  Department  of 
Trade  on  trading  matters? 

(Sir  Terence  Beckett.)  Yes.  In  fact,  we 
have  not  called  greatly  on  their  assistance. 

2220.  Your  “Yes"  was  very  protracted, 

I thought. 

(Sir  Terence  Beckett.)  Only  in  the  sense 
that  we  have  always  found  that  they  have 
been  very  helpful  in  their  intelligence  and 
their  advice;  and  we  continue  to  get  these 
They  have  also  prevailed  occasionally  in 
what  we  have  regarded  as  unreasonable 
circumstances  with  other  governments  and 
we  have  had  the  greatest  of  assistance  and 
help. 

2221.  And  similarly  with  the  perfor- 
mance of  the  European  Commission? 

(Sir  Terence  Beckett.)  Yes,  we  have  mads 
representations  to  the  European  Commis- 
sion on  various  issues  and,  again,  the  Euro- 
pean Commission  has  broadly  believed  — 
of  course,  always  has — in  free  competition, 
which  subject  to  the  qualification  I made  on 
the  Japanese  has  been  part  of  our  total 
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philosophy.  We  have  no  great  difference  of 
opinion  with  them. 

2222.  And  your  views  upon  the  services 
provided  by  the  British  Overseas  Trade 

%r  Terence  Beckett.)  They  have  been  of 
value  to  us,  again  in  providing  intelligence 
services.  I do  have  to  say,  because  we  have 
ml  subsidiary  companies  in  nearly  every 
important  country  round  the  world,  we 
have  in  fact  local  nationals  who  can  prevail 
on  their  governments,  so  that  we  perhaps 
do  not  have  to  use  their  services  so  much  as 
do  other  people. 

2223.  And  with  the  Export  Credits 
Guarantee  Department? 

(Sir  Terence  Beckett.)  We  maintain  very 
close  links  and  we  have  every  kind  of  help 
bom  them.  There  are  always  statements 
made  by  some  people  that  other  govern- 
ments — and  some  of  my  own  people  would 
say  this  — give  greater  assistance.  I,  per- 
sonally, had  discussions  with  the  Permanent 
Secretary  and  the  Secretary  of  State  at  times 
on  this  and  he  — I think  with  justice  — 
comes  back  and  says,  well,  yes,  but  he  gets 
atacly  the  same  sort  of  complaints  about 
what  ECGD  have  done.  Broadly,  I would 
think  that  they  are  competitive.  They  have 
been  of  very  considerable  assistance  to  us 
in  our  substantial  export  business  over  the 
years. 

2224.  Well,  Sir  Terence,  that  brings  to 
a conclusion  the  questions  that  we  would 


like  to  ask  you.  But  I wonder  if  there  is 
anything  that  we  have  omitted  — the  ques- 
tion that  you  would  particularly  have  liked 
to  have  answered,  had  we  asked  it. 

(Sir  Terence  Beckett.)  May  I just  say  two 
things  in  the  end  to  you?  If  some  of  the 
things  we  have  said  you  might  have  got  the 
impression  were  a little  gloomy  today,  we 
on  the  Ford  side  would  have  been  even 
gloomier  if  we  had  felt  that  we  were  not 
trying  to  face  up  to  reality  in  what  we  are 
doing.  I think  that  is  the  first  thing  I would 
like  to  say  to  you.  The  second  thing  is  that 
I do  not  want  anybody  to  get  the  impression 
that  we  do  not  believe  that  the  potentialities 
and  possibilities  for  this  country  are  not 
anything  other  — if  we  take  advantage  of 
them  — than  quite  extraordinarily  good. 
The  fact  that  we  are  behind  in  this  race  and 
we  were  able  to  achieve  what  we  have 
achieved  — this  £347  million  profit  that  we 
made  after  tax  last  year  — if  we  can  do  it 
with  some  of  the  disabilities  that  we  do  have 
in  this  country,  if  we  had  only  half  of  those 
disabilities  working  for  us — and  it  is  not  a 
superhuman  effort  that  is  required  to  do 
that  — I believe  that  our  future  really  could 
be  quite  extraordinarily  good. 

2225.  On  that  happy  note,  Sir  Terence, 
we  bring  these  proceedings  to  a close.  It 
remains  for  me,  on  behalf  of  my  colleagues, 
to  thank  you  very  much  and  to  thank  your 
colleagues  very  much,  for  your  attendance 
this  morning  and  for  the  magnificent  way  in 
which  you  have  answered  our  questions. 

(Sir  Terence  Beckett.)  Thank  you  very 
much. 
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FORD  CONTRIBUTION  TO  UK  BALANCE  OF  PAYMENTS 


Paper  handed  tn  at  the  meeting  of  30  July,  1980  hy  Mr  S Thomson,  Director finance 


Ford  Motor  Company  Limited 
Balance  of  Trade: 

Total 
1976-1978 
(£  millions) 

2979 

(£  millions) 

Exports 

Imports 

2,301 

(1,590) 

1,010 

(1,030) 

£711 

~£(20) 

Other  Ford  Transactions: 
Current  Account  — 

Dividends  received 

Dividends  paid 

Net  invisibles  and  machinery 

Purchases  by  Ford  Affiliate  from  UK  suppliers 

41 

(93) 

31 

300 

(i 

171 

Capital  Account  — 

Loans 

- 

(229) 

£1,050 

£(268) 
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WEDNESDAY  26  NOVEMBER  1980 


Mr  Kenneth  Carlisle 
Mr  Eric  Cockeram 
Mr  Stan  Crowther 
Mr  Derek  Foster 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 

Mr  Russell  Kerr 
Mr  Thomas  McNally 
Mr  Robin  Maxwell-Hyslop 
Mr  Ian  Mikardo 


FURTHER  INFORMATION  REQUESTED  FOR  THE  EXPORTS/IMPORTS 
INQUIRY  (M244) 

Note  by  the  Departments  of  Industry  and  Trade 

The  Committee  have  asked  the  two  Departments  to  provide  written  answers  to  a 
number  of  questions  on  matters  arising  from  their  exports  and  imports  inquiry.  These 
ate  annexed. 


6 OCTOBER  1980. 
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Question  1.  The  Committee  have  heard  many  calls  for  selective  or  more  general  controls 
on  imports.  Wluu  present  scope  is  there  for  the  United  Kingdom  to  appl, 
such  controls?  ’ 

The  Government  does  receive  many  proposals  for  import  controls. 

As  evidence  submitted  earlier  explains  — question  5 below  is  relevant  — it  does  not 
rule  out  controls  in  limited  and  particularly  difficult  areas. 

It  does  not,  however,  feel  that  a more  general  policy  of  import  controls  would  offer 
any  solution  to  our  national  economic  problems. 

The  heart  of  these  problems  has  lain  in  the  relatively  low  growth  of  productivity  in 
some  United  Kingdom  manufacturing  sectors  compared  with  that  in  competitor  countries 
accompanied  by  a disastrously  high  rate  of  inflation.  Import  controls  would  treat  the 
symptom  rather  than  the  disease,  and  they  would  do  so  in  a way  which  would  be  likely 
to  make  the  situation  worse.  Widespread  controls  would  create  distortions  and  bottlenecks 
in  the  economy  which  would  reduce  efficiency.  They  would  deprive  British  manufacturers 
of  supplies  of  imported  equipment  and  materials  on  which  success  in  the  home  and 
domestic  market  might  depend.  They  would  divert  exports  back  into  the  home  market 
to  satisfy  domestic  demands.  They  would  put  up  prices,  thereby  fuelling  inflation  and 
restricting  consumer  choice.  The  removal  of  the  spur  of  competition  would  encourage 
complacency,  and  shelter  the  inefficient  rather  than  lead  to  modernisation  and  re-equip- 
ment. To  the  extent  that  current  performance  is  due  to  the  high  value  of  the  pound, 
import  controls  by  themselves  would,  if  effective,  drive  the  pound  even  higher  and  make 
life  yet  more  difficult  for  our  exporters. 

Concentration  on  the  level  of  imports  neglects  the  fact  that  a third  of  our  manufacturing 
output  goes  into  exports,  and  that  millions  of  jobs  depend  on  our  maintaining  access  to 
overseas  markets.  We  export  a greater  proportion  of  our  GDP  than  all  our  major  com- 
petitors — double  the  proportion  of  Japan  and  four  times  that  of  the  United  States. 

Although  we  are  importing  more,  we  are  also  exporting  more  each  year,  and  our  share 
of  world  trade  over  tne  last  6 or  7 years  has  been  constant  at  about  9 per  cent  despite 
increasing  competition.  We  are  therefore  particularly  vulnerable  to  retaliation  and  have 
to  be  careful  aoout  setting  an  example  in  flouting  trade  obligations. 

The  Government  does  therefore  not  see  scope  for  import  controls  as  a major  part  of 
its  trade  policy.  As  to  procedures,  policy  in  this  area  — as  on  other  trade  issues  — is  now 
a matter  for  the  European  Community  as  a whole  (this  does  not  preclude  restrictions 
solely  on  imports  into  the  United  Kingdom). 

Where  we  wish  to  seek  import  controls,  the  normal  procedure  is  for  us  to  apply  to  the 
Commission  under  the  provisions  of  the  relevant  Regulations.  The  most  important  are 
Council  Regulation  926/79  on  common  laws  for  imports;  Council  Regulation  925/79  on 
common  laws  for  imports  from  state  trading  countries;  Council  Decision  75/210  on  uni- 
lateral import  arrangements  in  respect  of  state  trading  countries;  Council  Regulation 
3059/78  covering  imports  of  textiles  and  clothing  from  countries  with  which  the  Community 
has  bilateral  agreements  under  the  Multifibre  Arrangement  (MFA).  The  normal  pro- 
cedure thereafter  is  that  the  Commission,  operating  within  set  time  limits,  consults  other 
Member  States  (in  the  case  of  textiles  and  clothing  through  the  Textile  Committee).  The 
Commission  may  then  institute  import  restrictions.  (Additionally  the  Commission  may 
decide  to  negotiate  a "voluntary  restraint  arrangement”  with  exporting  countries.)  Their 
decision  — including  any  decision  not  to  proceed  with  restrictions  — can  be  appealed 
against  in  the  Council  of  Ministers,  where  the  matter  is  decided  by  qualified  majority 
vote. 

There  is  no  scope  for  entirely  independent  action  by  the  United  Kingdom.  Except 
however  in  the  case  of  textiles  and  clothing  covered  by  the  MFA  agreements,  the  Reg- 
ulations provide  that  in  cases  of  special  urgency  Member  States  can  impose  restrictions 
on  imports,  simultaneously  notifying  the  Commission  and  other  Member  States.  The 
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subsequent  procedure  then  depends  on  whether  the  product  concerned  falls  into  the 
so-called  "liberalised”  or  “non-liberalised"  lists.  (The  basis  for  the  list  is  essentially 
historical  — “liberalised"  products  are  broadly  those  on  which  there  were  no  quantitative 
restrictions  on  imports  into  any  Member  States  at  the  time  the  Regulations  were  drawn 
up,  and  “non-liberalised”  products  are  those  where  one  or  more  Member  States  did  at 
the  time  have  import  restrictions.)  In  the  case  of  liberalised  products,  an  emergency 
measure  can  be  maintained  only  if  it  is  approved  by  the  Council  of  Ministers  by  majority 
vote  within  approximately  6 weeks  after  the  Member  State  took  the  emergency  action. 
In  cases  of  non-liberalised  products,  the  timescale  is  similar  but  the  measure  can  remain 
unless  there  is  a Council  vote  against  it. 

The  Community  itself  is  of  course  subject  to  its  international  obligations.  The  most 
general  of  these  is  Article  XIX  of  the  GATT  under  which  emergency  action  on  imports 
of  particular  products  can  only  be  taken  if  the  product  is  being  imported  "in  such  increased 
quantities  and  under  such  conditions  as  to  cause  or  threaten  serious  injury  to  domestic 
producers".  In  acting  under  this  Article  (as  it  did  earlier  this  year  in  respect  of  two 
synthetic  textile  products),  the  Community  has  to  afford  an  opportunity  for  consultations 
with  any  other  GATT  members  “having  a substantial  interest  as  exporters”.  If  such 
consultations  do  not  lead  to  agreement  — this  agreement  can  include  provision  for 
“compensation",  eg  in  the  case  referred  to  tariff  reductions  on  certain  other  products  of 
interest  to  the  main  exporting  country  (the  United  States)  — the  exporters  have  the  right 
of  retaliation. 

In  the  case  of  States  with  which  the  Community  has  preferential  trade  agreements 
(EFTA  members,  signatories  to  the  Lome  Convention  and  most  Mediterranean  coun- 
tries), the  relevant  provisions  are  those  in  the  agreements.  They  are  broadly  similar  to 
those  of  GATT  Article  XIX. 

In  the  case  of  textiles  and  clothing,  the  relevant  provisions  of  the  GATT  are  supple- 
mented by  those  of  the  MFA  and  the  bilateral  agreements  negotiated  under  it.  The  MFA 
has  been  invoked  by  the  Community  only  in  respect  of  imports  from  low-cost  sources. 

Question  2.  What  is  HMG’s  current  position  on  the  Renegotiation  of  the  Multifibre 
Arrangement? 

The  Government  considers  it  essential  that  there  should  be  a successor  arrangement 
to  the  current  MFA,  and  that  the  arrangement  should  be  the  best  deal  it  is  possible  to 
obtain  for  the  British  Textile  Industry  — taking  account  of  British  interests  as  a whole. 
Since,  however,  the  present  arrangement  does  not  expire  until  the  end  of  1981  (the 
bilateral  agreements  under  it  do  not  expire  until  the  end  of  1982),  the  Government 
considers  that  it  would  be  premature  to  state  its  aims  in  detail. 

Question  3.  Under  what  conditions  can  the  UK  take  independent  anti-dumping  action? 

Under  the  terms  of  the  Treaty  of  Rome,  establishing  the  European  Economic  Com- 
munity, and  the  Treaty  of  Paris,  establishing  the  European  Coal  and  Steel  Community, 
responsibility  for  taking  action  against  dumped  imports  which  are  causing  material  injury 
to  a Community  industry  rests  with  the  European  Commission.  As  was  explained  in 
paragraphs  7 and  8 of  the  Department  of  Trade’s  note  on  anti-dumping  and  countervailing 
action  (M25),  since  the  end  of  the  transitional  period  for  full  membership  of  the  Com- 
munity HMG  has  had  no  general  power  to  take  independent  anti-dumping  action.  There 
is  however  a single  but  limited  exception.  Where  no  Community  interest  is  involved, 
Member  States  can  take  certain  independent  measures  under  the  Treaty  of  Paris  and  its 
subordinate  legislation  (coal  and  steel)  and,  after  consultation  within  the  Community  and 
in  the  absence  of  Community  action,  investigations  into  anti-dumping  cases  and  protective 
measures  may  be  initiated  on  a national  basis.  This  residual  right  has  never  been  exercised 
by  the  UK  and  it  is  difficult  at  the  present  to  envisage  any  circumstances  in  the  coal  and 
steel  industry  when  it  could  be  argued  that  there  was  no  Community  interest. 

However,  as  was  also  explained  in  the  Department  of  Trade’s  note,  the  Department 
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has  retained  an  anti-dumping  unit  to  advise  and  assist  UK  industry  in  the  preparation 
and  handling  of  cases  and  to  give  appropriate  support  to  national  interests  in  Brussels 

Question  4.  What  scope  is  there  for  the  imposition  of  import  surcharge  or  import  deposit 
schemes? 

In  respect  of  imports  from  other  Member  States,  the  Treaty  of  Rome  precludes  the 
use  of  such  schemes  or  any  other  form  of  import  control,  except  for  balance  of  payments 
purposes.  There  is  provision  for  action  in  these  circumstances  in  Articles  108  and 109  of 
the  Treaty.  Under  these  provisions  the  agreement,  prior  or  subsequent,  of  the  Community 
is  required  for  the  imposition,  or  maintenance,  as  the  case  may  be,  of  the  restrictions  ’ 

In  respect  of  imports  from  third  countries,  it  is  not  entirely  clear  whether  the  relevant 
Community  provisions  are  the  same  provisions  of  Articles  108  and  109  or  the  provisions 
of  the  various  Regulations  referred  to  in  the  answer  to  Question  1.  In  either  event,  the 
position  would  be  broadly  the  same,  ie  either  prior  or  subsequent  agreement  of  the 
Community  would  be  required. 

Community  action  in  turn  is  subject  to  international  obligations,  which  in  this  area  are 
essentially  the  provisions  of  Article  XII  of  the  GATT.  Article  XII  allows  balance  of 
payments  restrictions  where  these  are  necessary  to  safeguard  monetary  reserves.  The 
Article  makes  provision  only  for  quantitative  restrictions  (restrictions  on  “the  quantity 
or  value  of  merchandise  permitted  to  be  imported").  In  practice  the  GATT  has  acquiesced 
in  other  measures  with  similar  effects  such  as  import  surcharge  or  import  deposit  schemes 
and  this  position  was  in  effect  formalised  in  the  Declaration  on  Trade  Measures  for 
Balance  of  Payments  Purposes  drawn  up  in  the  recent  Multilateral  Trade  Negotiations1. 

Question  5.  The  Department  of  Trade  has  drawn  attention  to  the  extent  to  which  imports 
are  already  controlled  (see  EG  M22  and  Q.282-303,  5 March  1980).  What 
proportion  of  UK's  imports  by  volume  and  value  are  subject  to  controls'! 
(Specifying  quotas,  voluntary  restraint  arrangements,  etc.) 

Import  restrictions  (a  mixture  of  formal  and  informal)  apply  to  UK  imports  of  textiles 
and  clothing;  steel;  footwear;  cars  and  commercial  vehicles;  consumer  electronics;  pottery 
and  cutlery.  There  is  also  an  additional  range  of  restrictions  covering  imports  from  the 
Eastern  area  including  matches  and  some  agricultural  products.  A National  Institute  of 
Economic  and  Social  Research  paper  — “The  Management  of  International  Trade”  — 
estimates  that  some  13  per  cent  by  value  of  UK  imports  of  manufactures  is  “managed” 
trade;  this  includes  imports  subject  to  anti-dumping  duties2.  For  individual  sectors  the 
figures  are,  93  per  cent  by  value  of  textiles  and  clothing  from  low  cost  sources;  25  per 
cent  by  volume  of  total  footwear  imports;  and  some  one-third  of  the  UK’s  imports  from 
Japan.  It  is  not  possible  to  provide  separate  figures  for  quotas  and  voluntary  restraint 
arrangements. 

Question  6.  Does  HMG  believe  more  resources  should  be  put  into  the  European  Com- 
mission's anti  dumping  effort? 

The  European  Commission  currently  has  some  eighteen  case  officers  available  for 
anti-dumping  and  anti-subsidy  (countervailing)  work.  This  level  has  been  reached  after 
a number  of  increases  in  recent  years  made  in  response  to  the  pressures  of  a growing 
work  load.  Hitherto  the  staff  available  have  been  sufficient  to  fulfil  the  Commission's 
responsibilities  in  the  anti-dumping  and  countervailing  field  but  the  volume  of  work  is 
increasing  and  this  trend  is  expected  to  continue  in  the  short  and  mid-term  future  in 
response  to  present  conditions  of  international  recession,  when  more  anti-dumping  cases 
are  brought  forward.  The  Commission  has  indicated  to  the  Council  that  it  will  need 
further  resources  to  meet  this  heavier  load  and  is  asking  for  additional  staff  to  be  allocated 


■Sec  page  6 of  Cmml  7667,  "Multilateral Trade  Negotiations — Draft  Framework  Texts1’,  presented  to  Parliament 
by  the  Secretary  of  State  for  Commonwealth  Affairs  and  the  Secretary  of  State  for  Trade  in  October  1979. 
a"Economic  Policy  Papers  3,  Britain's  Trade  and  Exchange-rate  Policy",  cd.  Robin  Major,  pub.  Heincmann 
Educational.  Paper  No  7.2,  page  172. 
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to  anti-dumping  work  in  tile  next  Budget,  The  UK  has  supported  this  request  at  the 
Budget  Council  but  so  far  without  success. 

Question  7.  The  Committee  would  welcome  n list  of  'developing”  countries  tts  generally 
accepted  and  a working  definition  of  "developing"  and  " developed ’’ 
countries. 

There  are  no  universally  agreed  criteria  for  the  definition  of  ’‘developing’1  and  “devel- 
oped" countries;  nor  has  any  single  list  of  “developing”  countries  been  adopted  for  ail 
international  purposes.  In  practice  countries  decide  for  themselves  whether  to  claim 
“developing”  or  “developed”  status  (though  it  is  of  course  for  donor  countries  to  decide 
to  whom  they  will  give  aid  or  trade  concessions,  and  on  what  terms).  Countries  which 
regard  themselves  as  “developing”  (for  example,  the  members  of  the  UN  “Group  of  77”) 
normally  have  a significantly  lower  GNP  per  head  and/or  are  significantly  less  advanced 
industrially  than  most  members  of  OECD  (or  of  the  UN  “Group  B”);  but  a few  of  them 
have  now  reached  levels  of  development  comparable  to  those  of  certain  OECD  members 
such  as  Turkey  and  Portugal.  These  “newly  industrialising  countries”  form  something 
of  a special  category;  the  Government’s  approach  to  trade  with  them  is  outlined  in  the 
answer  to  Question  8. 

The  beneficiaries  of  special  trade  or  aid  arrangements  for  developing  countries  vary 
according  to  the  nature  of  the  arrangements  and  the  practice  of  the  donors  concerned 
(though  there  is  of  course  a wide  measure  of  common  ground  in  the  coverage  of  all 
schemes  designed  for  developing  countries  generally).  The  European  Community’s 
Generalised  Scheme  of  Preferences,  for  example,  offers  duty  free  or  reduced  duty  access 
to  exports  of  146  beneficiaries  (including  nearly  all  members  of  the  Group  of  77;  China; 
and  certain  dependent  territories);  a list  of  these  countries  is  below.  Other  GSP  donors 
offer  preferences  to  similar,  but  not  identical,  lists  of  beneficiaries.  In  the  field  of  devel- 
opment assistance  policy,  the  OECD  Development  Assistance  Committee  uses  a list  of 
159  countries  and  dependent  territories,  a copy  of  which  is  also  below. 
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OECD  (DAC)  LIST  OF  DEVELOPING  COUNTRIES 
Countries  with  per  Capita  GNP  (1975)  of: 

$ 265  or  less  $266  to  $520  $521  to  $1 ,075  Over  $1,075 


Afghanistan 

Bangladesh 

Benin 

Bhutan 

Burma 

Burundi 
Central  African 
Republic 
Chad 
Comoros 
Ethiopia 

Gambia 

Guinea 

Haiti 

India 

Indonesia 


Bolivia 

Botswana 

Cameroon, 

United  Rep.  of  Cape 
Verde 

China,  People’s  Rep.  of 
Congo 

Cook  Islands 
Dominica 

Egypt,  Arab  Rep.  of 
El  Salvador 

Equatorial  Guinea 
Ghana 
Grenada 
Guinea-Bissau 
Honduras 


Algeria 

Angola 

Anguilla 

Antigua 

Belize 

Brazil 
Chile 
Colombia 
Costa  Rica 
Cuba 

Dominican  Republic 

Ecuador 

Fiji 

Guatamalu 

Guyana 


Argentina 

Bahamas 

Bahrain 

Barbados 

Bermuda 

Brunei 

Cayman  Islands 
Cyprus 
Djibouti 
Falkland  Islands 

French  Guiana 

Gabon 

Gibraltar 

Greece 

Guadeloupe 


Kampuchea, 

Democratic 

Kenya 

Lao  People’s  Dem.  Rep. 

Lesotho 

Madagascar 

Malawi 

Maldives 

Mali 

Nepal 

Niger 

Pakistan 
Rwanda 
Sierra  Leone 
Somalia 
Sri  Lanka 


Ivory  Coast 
Jordan 
Liberia 
. Macao 
Mauritania 

Morocco 

Mozambique 

Nauru 

Nigeria 

Niue 

Pacific  Islands  (U.S.) 
Papua  New  Guinea 
Philippines 
St.  Helena 
St.  Kitts-Nevis 


Tanzania,  United 
Rep.  of 
Timor 
Uganda 
Upper  Volta 
Viet-Nam,  Soc.  Rep.  of 

Yemen  Arab  Rep. 
Yemen,  People’s  Dcm. 

Rep.  of 
Zaire 


St.  Vincent 
Senegal 

Solomon  Islands 

Sudan 

Swaziland 

Thailand 

Togo 

Tokelau  Islands 
Tonga 

Turks  and  Caicos  Isis. 


Tuvalu 
Vanuatu 
Western  Samoa 


Kiribati 

Korea,  Republic  of 
Malaysia 
Mauritius 
Montserrat 

Hong-Kong 

Iran 

Iraq 

Israel 

Jamaica 

Nicaragua 
Panama 
Paraguay 
Peru 
St.  Lucia 

Kuwait 

Lebanon 

Libyan  Arab  Jamahiriya 

Malta 

Martinique 

Sao  Tom6  and  Principe  Mexico 

Seychelles  Netherlands  Antilles 

Syrian  Arab  Republic  New  Caledonia 

Taiwan  Oman 

Tunisia  Polynesia  (Fr.) 

Turkey 

Wallis  and  Futuna 

Zambia 

Zimbabwe 

Portugal 

Qatar 

Reunion 

St.  Pierre  and  Miquelon 
Saudi  Arabia 

Singapore 

Spain 

Surinam 

Trinidad  and  Tobago 
United  Arab  Emirates 

Uruguay 
Venezuela 
Virgin  Islands  (Br.) 
Yugaslavia 
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List  of  developing  countries  and  territories  qualifying  for  preferences  under  the 
European  Community's  GSP  arrangements 


660  Afghanistan* 

208  Algeria 
330  Angola 
528  Argentina 
453  Bahamas 
640  Bahrain 
666  Bangladesh1 
469  Barbados 
254  Benin1 

675  Bhutan1 
516  Bolivia 
391  Botswana1 
508  Brazil 

676  Burma 
328  Burundi2 
302  Cameroon 

306  Central  African  Republic2 

244  Chad1 

512  Chile 

480  Colombia 

375  Comoros 

318  Congo 

436  Costa  Rica 

448  Cuba 

600  Cyprus 

460  Dominica 

456  Dominican  Republic 

500  Ecuador 

428  IfSSvador 

310  Equatorial  Guinea 

334  Ethiopia3 

815  Fiji 

314  Gabon 

252  Gambia1 

276  Ghana 

473  Grenada 

416  Guatemala 

260  Guinea1 

257  Guinea  Bissau 

488  Guyana 


I.  INDEPENDENT  COUNTRIES 


452  Haiti2 
424  Honduras 
664  India 

700  Indonesia 
616  Iran 

612  Iraq 
272  Ivory  Coast 
464  Jamaica 
338  Jibuti 
628  Jordan 

696  Kampuchea  (Cambodia) 

346  Kenya 

810  Kiribati 

636  Kuwait 

684  Laos1 

604  Lebanon 

395  Lesotho1 

268  Liberia 

216  Libya 

370  Madagascar 

386  Malawi1 

701  Mulaysia 
667  Maldives1 
232  Mali1 

228  Mauritania 

373  Mauritius 

412  Mexico 

204  Morocco 

366  Mozambique 

803  Naum 

672  Nepal1 

432  Nicaragua 

240  Niger1 

288  Nigeria 

652  North  Yemen1 

649  Oman 

662  Pakistan 

440  Panama 

801  Papua  New  Guinea 

520  Paraguay 

504  Peru 


708  Philippines 
644  Qatar 

247  Republic  of  Cape  Verde 
066  Romania 

324  Rwanda1 
819  Western  Samoa1 
311  Sao  Tome  Principe 
632  Saudi  Arabia 

248  Senegal 

355  Seychelles  and  dependencies 
264  Sierra  Leone 
706  Singapore 

806  Solomon  Islands 
342  Somalia1 

728  South  Korea 
656  South  Yemen1 
669  Sri  Lanka 
465  St  Lucia 
467  St  Vincent 
224  Sudan1 
492  Surinam 
393  Swaziland 
608  Syria 
352  Tanzania2 
680  Thailand 
280  Togo 
817  Tonga 

472  Trinidad  and  Tobago 
212  Tunisia 

807  Tuvalu 
350  Uganda2 

647  United  Arab  Emirates 

236  Upper  Volta2 

524  Uruguay 

484  Venezuela 

690  Vietnam 

048  Yugoslavia 

322  Zaire 

378  Zambia 


The  code  number  preceding  the  name  of  each  beneficiary  country  or  territory  is  that  given  in  ‘Geonomenclature 
19S0'  (Regulation  (EEC)  No  2566/79  — OJ  No  L 294,  21.11.1979,  p.  5). 

This  country  is  also  included  in  Annex  B. 
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H.  COUNTRIES  AND  TERRITORIES 

dependent  or  administered,  or  Tor  whose  external  relations  Member  States  or  the  Community  or  third  coi,„u- 
are  wholly  or  partly  responsible  ’ 


808  American  Oceania1 

802  Australian  Oceania  (Christmas  Island,  Cocos  (Keeling)  Islands,  Heard  Island  and  McDonald  Islands,  Norfdi 
Island) 

421  Belize 
413  Bermuda 

357  British  Indian  Ocean  Territory 

703  Brunei 

463  Cayman  Islands 

529  Falkland  Islands  and  dependencies 

822  French  Polynesia 

044  Gibraltar 

740  Hong  Kong 

743  Macao 

377  Mayotte 

476  Netherlands  Antilles 

809  New  Calendonia  and  dependencies 
816  New  Hebrides 

814  New  Zealand  Oceania  (Tokelau  and  Niue  Islands;  Cook  Islands) 

810  Pitcairn 

890  Polar  regions  (French  Southern  and  Antarctic  Territories,  Australian  Antarctic  Territories,  British  Antarctic 
Territories) 

329  St  Helena  and  dependencies 

454  Turks  and  Caicos  Islands 

457  Virgin  Islands  of  the  United  States 

811  Wallis  and  Futuna  Islands 
451  West  Indies 

Note:  The  above  lists  may  be  amended  subsequently  to  take  account  of  changes  in  the  international  status  of 
countries  or  territories. 


'American  Oceania  includes:  Guam,  American  Samoa  (including  Swain’s  Island),  Midway  Islands,  Johnston  and 
Sand  Islands,  Wake  Island  and  the  Trust  Territory  of  the  Pacific  Islands  (the  Caroline,  Marianas  and  Marshall 
Islands). 

Question  8.  What  action  if  any  does  HMG  now  propose  to  take  to  persuade  the  more 
developed  of  the  developing  countries  to  accept  imports  from  the  UK?  Ought 
a sector  by  sector  approach  lobe  adopted  to  industries  in  newly  industrialising 
countries?  (see  eg  evidence  of  BREMA  Q.593  etc) 

The  “newly  industrialising  countries"  (NICs)  already  provide  important  markets  for 
UK  exports.  In  1979,  our  surplus  in  trade  in  manufactures  with  the  NICs  amounted  to 
somef 1,245  million  (the  UK  total  trade  surplus  in  manufactures  was  some  £1,653  million). 
Many  of  them  do  however  retain  highly  protective  import  regimes  in  certain  sectors.  Our 
aim  is  to  increase  our  trade  with  these  countries  within  the  framework  of  increasingly 
equal  export  opportunities  on  both  sides. 

In  the  Multilateral  Trade  Negotiations  in  the  GATT,  which  were  concluded  last  year, 
it  was  agreed  that: — 

“less-developed  contracting  parties  expect  that  their  capacity  to  make  contributions 
or  negotiated  concessions  or  to  take  other  mutually  agreed  action  under  the  provisions 
and  procedures  of  the  General  Agreement  would  improve  with  the  progressive 
development  of  their  economies  and  improvement  in  their  trade  situation,  and  they 
would  accordingly  expect  to  participate  more  fully  in  the  framework  of  rights  and 
obligations  under  the  General  Agreement”. 
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Action  to  give  effect  to  this  principle  in  relation  to  the  more  advanced  developing 
countries  will  have  to  be  taken  mainly  on  a bi-lateral  basis,  through  the  European  Com- 
munity: for  example,  through  the  Community’s  trade  and  economic  co-operation  agree- 
ments with  some  of  the  countries  concerned.  In  its  current  review  of  the  Generalised 
Scheme  of  Preferences,  the  Community  will  consider  whether  account  should  be  taken 
of  these  countries’  import  policies  in  determining  levels  of  GSP  benefit  for  them.  In 
addition  to  action  through  the  European  Community,  we  ourselves  will  continue  to  take 
every  opportunity  of  emphasising,  on  a bilateral  basis,  the  need  for  the  newly  industri- 
alising countries  progressively  to  open  their  domestic  markets.  This  was  for  example,  one 
of  the  main  points  underlined  by  the  Secretary  of  State  for  Trade  in  his  visit  to  the  Far 
East  in  January  this  year. 

The  British  Radio  Equipment  and  Electronic  Manufacturers  Association  have  suggested 
that  tariff  preferences  under  the  GSP  “should  not  any  more  be  given  generally  to  devel- 
oping countries,  except  on  a product-by-product  basis"  (Evidence  of  BREMA  Q.593). 
He  Government  agree  that  preferences  for  the  most  advanced  developing  countries 
should  be  progressively  reduced  in  respect  of  product  lines  in  which  these  countries  are 
now  fully  competitive;  and,  more  generally,  that  the  GSP  should  differentiate  more 
effectively  between  beneficiaries  according  to  their  levels  of  development  and  industrial 
performance.  In  their  recent  proposals  on  the  structure  of  the  Community’s  GSP  arrange- 
ments in  1981,  the  European  Commission  have  suggested  that  a first  step  should  be  taken 
in  this  direction  by  setting  special  limits  on  the  preferences  available  to  the  better  off 
developing  countries  in  respect  of  certain  industrial  products. 


Question  9.  What  scope  is  there  now  for  improvements  in  the  GATT?  What  are  HMG's 
current  policy  objectives  in  respect  of  the  GATT?  What  is  the  current  position 
on  Article  XIX?  What  if  any  time  limits  apply  when  Article  XIX  is  used? 

The  recently  concluded  round  of  Multilateral  Trade  Negotiations  (MTNs)  concentrated 
on  updating  the  GATT  in  certain  areas  where  it  was  becoming  out  of  date.  Hence  we 
now  have  a number  of  new  agreements  covering  anti-dumping  and  countervailing  action; 
technical  barriers  to  trade;  import  licences;  Government  procurement;  trade  in  civil 
aircraft;  Customs  valuation;  meat  and  dairy  products;  and  various  matters  arising  on  the 
so-called  "framework"  for  the  conduct  of  trade,  including  balance  of  payments  restrictions 
and  dispute  settlement.  Some  of  these  agreements  (such  as  that  on  Government  pro- 
curement) provide,  themselves,  for  a review  of  their  operation  after  a certain  specified 
time  such  as  3 years. 

The  Government  believes  it  important  that  the  GATT  should  operate  as  effectively 
as  possible  as  the  main  international  organisation  responsible  for  the  conduct  of  inter- 
national trade.  However,  against  the  background  of  the  work  already  done,  and  provided 
for,  as  set  out  in  the  preceding  paragraph , the  Government  does  not  consider  that  any 
further  initiatives  in  the  GATT  would  be  possible  or  appropriate  at  this  stage.  The 
essential  thing  is  the  implementation  of  the  agreements  now  reached. 

One  matter  left  over  from  the  MTNs  was  the  negotiation  of  a Code  on  Safeguard 
Action  (Article  XIX).  Here  negotiations  are  continuing  but  there  is  as  yet  no  agreement 
either  on  whether  Article  XIX  may  be  used  in  a selective  fashion,  or  on  the  improved 
conditions  which  should  be  applied  to  its  use.  There  are  currently  no  specific  time  limits 
relating  to  the  use  of  Article  XIX  though  it  is  quite  clear  that  its  application  can  only  be 
temporary  since  the  Article  itself  is  called  “emergency  action’’  and  the  text  itself  permits 
such  action  “to  the  extent  and  for  such  time  as  may  be  necessary  to  prevent  or  remedy 
such  injury”. 

Question  10.  Which  countries  have  now  signed  which  GATT  MTN  agreements? 

The  status  of  acceptances  is  shown  in  the  table  below1.  Further  signatories  are  expected. 


' Table  revised  13  November  1980. 
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Question  11.  What  action  if  any  does  HMG  now  propose  to  take  to  ensure  that  trade  with 
Y state  trading  countries  is  both  fair  and  reciprocal? 

1„  1978  and  1979  UK  exports  to  the  State  Trading  Countries  (STCs)1  amounted  to  some 
£13  bn  and  £1.4  bn  compared  with  imports  of  £1.3  bn  and  £1.6  bn  respectively.  Our 
imports  however  included  a significant  volume  of  competitively  priced  raw  materials  used 
fpjthe  benefit  of  our  manufacturing  industry.  In  the  first  half  of  1980  the  UK  enjoyed 
a favourable  trade  balance  overall  with  exports  reaching  over  £850m  and  imports  just 
over  £730m.  There  was  a favourable  balance  with  twelve  countries  and  an  unfavourable 
one  with  four.  A table  showing  trade  with  these  countries  is  below. 

These  figures  suggest  that  it  is  in  the  national  interest  to  encourage  the  development 
of  multilateral  trade.  To  press  for  reciprocity  in  any  one  product  sector,  or  with  any  one 
country,  could  only  be  to  the  UK’s  overall  trading  disadvantage.  Furthermore,  one 
consequence  of  their  economic  and  financial  policies  is  that  STCs  are  generally  short  of 
hard  currency  needed  to  pay  for  imports.  An  unduly  restrictive  policy  over  their  exports 
to  the  UK  and  other  Western  countries  would  be  liable  to  inhibit  their  imports  from  these 
lources. 

These  considerations  suggest  that  taken  overall  UK  trade  with  the  STCs  is  generally 
quite  as  much  in  our  interest  as  in  theirs.  Even  so,  HMG  will  continue  to  work  through 
lie  GATT  and  other  international  bodies  to  urge  the  advantages  of  the  open  trading 
system  on  the  STCs. 

Despite  the  general  benefits  to  the  UK  of  trading  with  the  STCs,  unfair  pricing  practices 
arise  from  time  to  time  with  important  implications  for  particular  UK  industries.  The 
Government  believes  that  such  practices  can  be  dealt  with  effectively  through  the  Com- 
munity's anti-dumping  and  anti-subsidy  legislation,  which  was  described  in  the  Note 
submitted  by  the  Department  of  Trade  to  the  Committee  on  28  February  1980  (M25) 
sad  which  applies  to  all  countries  including  the  STCs.  The  Department’s  Anti-Dumping 
Unit  stands  ready  to  help  and  advise  applicants  on  the  type  of  prima  facie  information 
tie  EC  Commission  will  require  if  it  is  to  consider  action. 

A considerable  number  of  cases  covering  a wide  range  of  products  from  Eastern  Europe 
have  resulted  in  either  the  imposition  of  duties  or  the  negotiation  of  price  undertakings 
having  equivalent  effect.  For  example,  cases  concluded  in  the  last  year  in  respect  of  goods 
fiom  the  Soviet  Union  included  alarm  clocks,  fibre-building  board,  electric  motors,  sodium 
arbonate  and  lithium  hydroxide. 


’Ike  STCs  are  defined  for  Ihc  present  purpose  as  the  Soviet  Bloc  plus  China,  Cuba,  Vietnam,  Kampuchea,  Laos, 
N Korea,  Albania,  Mongolia  and  Yugoslavia 
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UK  TRADE  WITH  STATE  TRADING  COUNTRIES 
1978  — JUNE  1980 


1978 

1979 

IMPORTS 

EXPORTS 

IMPORTS 

USSR 

Romania 

GDR 

Czechoslovakia 

Poland 

Hungary 

Bulgaria 

Mongolia 

Cuba 

Kampuchea 

North  Korea 

Sub  Total 

‘Albania 

‘China 

‘Yugoslavia 

Subtotal 

GRAND  TOTAL 

692,230 

51,725 

88,402 

85,790 

211,912 

42,157 

14,994 

3,825 

8,040 

152 

116 

17 

1,494 

1,200,854 

52 

110,478' 

37,900 

148,430 

1,349,284 

422,924 

74,936 

47,444 

73,171 

266,009 

64,475 

26,627 

58 

27,615 

2,209 

52 

1,526 

851 

1,007,897 

255 

91,057 

159,478 

250,790 

1,258,687 

-269,360 
+23,211 
-40,958 
-12,619 
+54,097 
+22,318 
+11,633 
-3,767 
+ 19,575 
+2,057 
-64 
+ 1,509 
-643 
-192.957 
+203 
-19,421 
+ 121,578 
+ 102,360 

-91,137 

827,629 

65,914 

111,705 

96,577 

229,318 

51,748 

12,082 

2,901 

14,970 

140 

83 

49 

961 

1,413,267 

62 

137,891* 

51,331 

189,284 

1,602,551 

419,042 

70,372 

58,162 

73,801 

260,606 

60,917 

27,324 

62 

36.112 

5,889 

401 

264 

808 

1,013,760 

701 

213,039 

173,954 

387,694 

1,401,454 

-408,587 
+4,458 
-53,543 
-22,776 
+31,288 
+•9,169 
+ 15,242 
-2,029 
+21,142 
+5,749 
+318 
+215 
-153 
-399,507 
+639 
+75,148 
+ 122,623 
+ 198,410 

-201,097 

324,236 

35,457 

53,398 

49,226 

113,035 

23,503 

10,218 

1,081 

17,209 

43 

9 

32 

323 

627,770 

104 

74,396’ 

30,764 

105,264 

733,034 

247,108 

47,380 

59,673 

40,915 

185.680 

34,807 

20,885 

14 

15,717 

9,742 

689 

147 

413 

663,170 

992 

93,461 

99,248 

193.701 

856,871 

-77,128 
+ 11,923 
+6,275 
-8,311 
+72,645 
+11,304 
+10,667 
-1,067 
-1,492 
+9,699 
+680 
+115 
+90 
+35,400 
+888 
+ 19,065 
+68,484 
+88,437 

+ 123,837 

' Raw  materials  £33m  3 Raw  materials  £37m  ’ Raw  materials  £24m  4 Countries  which  are  not  CMEA  members. 

Tea  £5m  Tea  £4Jm  Tea  £2Im 
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Question  12-  Is  'here  any  way  in  which  HMG  can  further  encourage  UK  firms  to  take 
y advantage  of  trading  opportunities  within  the  EC? 

Yes.  The  EC  market  presents  a special  challenge  because,  being  close  to  us  geograph- 
ically and  providing  us  with  one  common  market  of  which  we  are  members,  it  is  the 
export  area  which  is  nearest  to  being  a domestic  market.  Furthermore,  together  with  the 
rest  of  the  Western  European  market,  it  already  accounts  for  58  per  cent  of  our  exports. 
The  true  trade  picture  for  the  UK  for  1980  will  only  emerge  at  the  end  of  the  year,  but 
on  current  information  it  is  clear  that  the  UK’s  trade  performance  with  the  European 
market  has  been  showing  a strong  improvement.  For  example,  in  the  first  half  of  last 
vear  we  sold  to  France  only  about  70  per  cent  of  the  value  of  the  goods  we  bought  from 
item;  that  ratio  is  now  up  to  85  per  cent.  In  Germany  our  exports  used  to  cover  only 

per  cent  of  our  imports  and  now  they  cover  82  per  cent.  Of  course  much  of  the  increase, 
particularly  in  respect  of  Germany,  is  attributable  to  our  enhanced  oil  exports,  but 
nevertheless  the  trend  is  encouraging.  Therefore,  it  is  necessary  to  encourage  existing 
and  potential  exporters  to  look  upon  Western  Europe  as  an  extension  of  the  home  market, 
presenting  both  special  advantages  and  special  challenges. 

The  well  established  range  of  official  export  services  plays  an  essential  role  in  encour- 
aging UK  exporters’  interest  in  Western  Europe  and  in  helping  them  take  advantage  of 
lire  substantial  hading  opportunities  in  this  market.  But  the  importance  and  competi- 
tiveness of  Western  Europe  for  UK  Goods  is  such  that  the  Secretary  of  State  has  decided 
to  establish  an  Exports  to  Europe  Branch  within  the  Department  of  Trade  to  focus  UK 
industries’  attention  on  the  potential  for  increased  trade  and  to  provide  assistance  to 
those  who  are  willing  to  take  up  the  challenge. 

The  Exports  to  Europe  Branch  will  work  closely  with  the  existing  export  services, 
including  the  commercial  posts  overseas,  and  with  other  Government  Departments  and 
appropriate  business  institutions.  It  is  for  industry  itself  to  follow  up  the  opportunities 
ind  to  ensure  that  it  is  sufficiently  competitive  and  well  placed  to  supply  the  right  goods 
at  the  right  time  at  the  right  price,  but  the  new  Branch  will  have  a valuable  role  to  play 
in  briefing  industry  about  the  market  and  its  requirements  and  making  sure  that  exporters 
are  well  advised  on  the  business  on  offer  and  now  best  it  might  be  pursued. 


Question  13.  Do  Departments  of  Industry  and  Trade  have  any  evidence  to  suggest  that 
UK  firms  are  slow  in  reacting  to  overseas  enquiries? 

The  Departments  have  no  evidence  to  suggest  that  exporters  generally  are  slow  to 
follow-up  overseas  business  enquiries  and  evidence  from  the  operation  of  the  Export 
Intelligence  Service  (EIS)  of  the  Department  of  Trade  suggests  that  the  contrary  may 
be  more  likely.  The  EIS  disseminates  export  enquiries  reported  by  overseas  Posts  and 
j simple  survey  conducted  by  Posts  in  1976  indicated  that  nearly  three-quarters  of  all 
such  enquiries  attracted  a response  from  UK  exporters. 


Question  14.  What  is  HMG’s  current  policy  on  general  trading  relations  with  Japan,  more 
particularly  what  is  the  current  policy  towards  imports  of  Japanese  cars? 
(The  answer  should  also  comment  on  suggestions  that  the  UK  has  less 
freedom  of  action  than  other  EEC  Member  States  in  dealing  with  imports.) 

1.  Japan  remains  an  important  trading  partner  for  the  UK  although  the  volume  of 
trade  is  relatively  small1.  In  the  first  half  of  1980,  the  UK  exported  £350m  to  Japan  and 
imported  £853m  (visible  trade  imbalance  of  £548m).  Although  only  1.2  per  cent  of  UK 
exports  went  to  Japan  and  3.1  per  cent  of  UK  imports  came  from  Japan,  HMG  remains 
concerned  about  the  degree  of  the  visible  trade  imbalance,  both  in  absolute  and  relative 
terms.  With  a ratio  of  exports/imports  of  35.8  per  cent  (1979  40.7  per  cent),  our  trading 
account  with  Japan  remains  more  unbalanced  than  with  any  other  major  industrial  trading 
partner.  The  Government  prefers  to  see  the  imbalance  improved  by  increases  in  UK 

1 S«  "Governmental  or  Induslry-lo-Industry  Understandings  Restricting  Imparts  from  Japan’’  — Nole  hy  the 
Department  of  Trade,  dated  March,  1980. 
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exports  to  Japan  and  continues  to  offer  special  help  to  exporters  to  that  market 
described  to  the  Committee  during  oral  evidence  by  officials  on  5th  March,  1980  hi, 
also  continuing  to  press,  bilaterally  and  through  the  EEC,  for  the  removal  of  the  remainino 
barriers  to  UK  exports  to  Japan.  On  the  import  side,  about  one-third  of  imports  from 
Japan  are  covered  by  understandings  of  various  kinds  and  the  Japanese  continue  to  show 
appreciation  for  the  problems  caused  in  the  UK  by  the  concentration  of  imports  in  narrow 
market  sectors. 


Cars 

2.  The  largest  concentration  of  imports  from  Japan  is  in  the  vehicle  sector;  cars  alone 
continue  to  account  for  about  a quarter  of  all  imports  by  value.  Considerable  public  1 
attention  has  been  paid  in  recent  weeks  to  high  Japanese  shares  of  the  UK  market 
Japanese  annual  share  of  the  UK  market  has  remained  at  between  9-H  per  cent  since 
1975,  though  in  the  first  8 months  of  1980  it  rose  to  12.75  per  cent.  In  1980,  the  market  ' 
declined  sharply  following  the  record  first  quarter,  resulting  in  high  stock  levels  for  ail 
dealers  including  the  Japanese,  intense  competition  and,  increasingly,  lay-offe  and 
unemployment.  The  Government  therefore  took  recent  opportunities  to  convey  to  the 
Japanese  Government  at  official  and  at  Ministerial  level  its  concern  about  the  recent  high 
levels  of  shipments  and  expects  these  to  decline  during  the  remainder  of  1980. 

3.  The  Government  continues  to  support  the  Society  of  Motor  Manufacturers  and 
Traders  (SMMT)  in  its  regular  talks  with  the  Japanese  Automobile  Manufacturers' 
Association  (JAMA)1.  At  their  most  recent  talks  in  Tokyo  in  September,  the  Japanese 
side  took  the  view  that  the  higher  penetration  of  Japanese  vehicles  at  the  end  of  August 
was  temporary  and  would  decline  by  the  end  of  the  year.  As  far  as  1981  is  concerned, 
the  Japanese  side  have  taken  careful  note  of  the  circumstances  of  the  British  motor 
industry  and  have  stated  that  they  hope  their  members  will  continue  to  exercise  prudence 
in  their  marketing  policies  in  1981.  The  Government  is  encouraged  by  this  positive 
response.  It  will  of  course  continue  to  monitor  the  outcome  closely. 


Commercial  vehicles 

4.  The  Japanese  statements  on  prudence  apply  to  Japanese  vehicles  in  general.  On 
the  particular  question  of  heavy  commercial  vehicles,  the  situation  is  being  kept  under 
review  by  the  two  industries.  The  Government  is  satisfied,  as  a result  of  steps  taken  by 
the  Government  and  the  discussions  between  the  SMMT  and  JAMA,  that  the  Japanese 
side  is  now  well  aware  of  the  sensitivities  involved  in  this  area,  The  Departments  of 
Industry  and  Trade  continue  to  keep  a close  watch  on  the  position. 

Freedom  to  deal  with  imports 

5.  The  European  Courts  of  Justice  have  held  that  certain  provisions  of  Community 
legislation  have  direct  effect  in  the  Member  States.  This  means  not  merely  that  such 
provisions  require  no  further  legislative  act  in  the  Member  States  to  give  them  legal  effect, 
but  that  they  create  rights  and  obligations  which  may  be  relied  on  by  individuals  in  those 
States  in  their  national  courts,  and  which  those  courts  are  obliged  to  enforce.  In  the 
United  Kingdom  this  principle  is  embodied  in  Section  2 (1)  of  the  European  Community 
Act  1972,  which  provides  that  "all  such  rights,  powers,  liabilities,  obligations  and  restric- 
tions from  time  to  time  created  or  arising  by  or  under  the  Treaties.  . . as  in  accordance 
with  the  Treaties  are  without  further  enactment  to  be  given  legal  effect  in  the  United 
Kingdom  shall  be  recognised  and  available  in  law,  and  be  enforced,  allowed  or  followed 
accordingly’’.  Other  Member  States  are  under  an  equivalent  obligation,  and  implement 
it  by  the  machinery  of  their  own  legal  systems.  If  their  courts  were  to  fail  to  give  effect 
to  directly  applicable  Community  legislation,  those  States  would  be  in  breach  of  their 
international  obligations  under  the  Community  Treaties.  We  have  no  evidence  of  failure 
on  the  part  of  such  courts  to  give  effect  to  such  legislation,  particularly  in  the  field  of 
trade.  The  issue  has  not  arisen  in  respect  of  our  trade  with  Japan  because  the  under- 
standings referred  to  in  paragraph  1 above  have  generally  worked  satisfactorily. 


1 See  ‘’Governmental  or  Industry-to-Industry  Understandings  Restricting  Imports  from  Japan"  — Note  by 
Department  of  Trade,  dated  March,  1980. 
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Onesdon  IS.  How  far  has  HMG  monitored  protectionist  pressures  in  other  countries  and 
v what  conclusions  have  been  reached? 

The  Government  keeps  a close  watch  on  protectionist  action,  and  pressures,  in  other 
countries,  notably  our  more  important  export  markets.  This  is  done  on  the  basis  of  reports 
(tom  our  Embassies,  and  international  sources  — eg  the  GATT  Secretariat  publishes  a 
quarterly  statement  of  restrictive  measures  taken  (based  on  notifications  to  the  GATT 
and  newspaper  and  official  national  reports);  another  important  source  is  information 
deriving  from  internal  procedures  in  the  main  developed  countries,  such  as  the  Inter- 
national Trade  Commission  in  the  US. 

The  Government's  broad  impressions  are  these.  In  the  case  of  the  developing  countries 
protection,  whether  ostensibly  for  balance  of  payments  purposes  or  to  protect  particular 
Industries,  has  for  a long  time  remained  the  rule  rather  than  the  exception  and  the 
pressures  these  countries  are  under,  including  those  generated  by  increases  in  the  price 
of  oil,  are  unlikely  to  allow  an  early  change  in  this  position.  (In  respect  of  many  of  these 
countries,  notably  the  poorer,  it  is  scarcely  possible  to  raise  general  questions  about  the 
justifiability  of  these  restrictions,  though  this  is  not  true  of  some  of  the  newly  industrialising 
countries.)  In  the  case  of  developed  Western  countries  (in  the  Eastern  bloc  trade  is 
broadly  controlled  anyway),  the  international  recession  has  led  to  a widespread  increase 
in  pressures  for  protectionist  action.  In  the  main,  however,  and  certain  special  cases  apart. 
Governments  have,  consistently  with  their  pledges  under  the  OECD  Trade  Declaration 
(and,  in  the  case  of  the  major  countries,  successive  summit  declarations),  been  firm  in 
resisting  these  pressures,  recognising  that  restrictions  can  only  lead  to  an  ultimately 
self-defeating  attempt  by  each  country  to  pass  its  problems  on  to  others. 

It  is  sometimes  alleged  that  retaliation  against  protective  measures  is  often  threatened 
but  never  in  practice  materialises.  There  has  been  recent  hard  evidence  to  the  contrary . 
The  USA  has  used  its  GATT  rights  to  secure  tariff  concessions  from  the  Community  in 
return  for  quotas  imposed  on  the  UK’s  behalf  on  US  synthetic  textile  exports,  and 
President  CarteT  has  announced  that  the  USA  will  itself  increase  tariffs  on  Community 
exports  if  the  quotas  are  renewed  at  the  end  of  the  year. 

We  have  also  recently  experienced  a strong  reaction  from  the  Indonesian  Government 
to  the  imposition  by  the  Community  of  quotas  on  Indonesian  textiles,  following  excessive 
shipments  to  the  UK.  Contracts  worth  tens  of  millions  of  pounds  have  been  or  seem  likely 
to  be  lost  in  the  very  near  future.  This  is  out  of  all  proportion  to  the  size  of  the  textile 
business  involved. 


Question  16.  How  far  can  preference  in  public  procurement  be  given  at  present  to  British 
firms,  without  infringing  our  international  obligations?  What  changes  in 
those  obligations  are  expected? 

Public  procurement  is  covered  by  Articles  7 and  30  of  the  Treaty  of  Rome  which 
prohibit  discrimination  on  grounds  of  nationality  and  quantitative  restrictions  on  imports 
or  measures  having  equivalent  effect.  In  the  case  of  works  and  supplies  contracts  placed 
by  central  government  and  local  authorities,  these  principles  have  been  implemented  by 
aserics  of  directives.  Directive  71/305  (the  Works  Directive)  lays  down  detailed  procedures 
which  oblige  these  authorities  to  advertise  works  contracts  above  a certain  estimated 
value  (at  present  £650 ,000)  in  the  EEC  Official  Journal  and  not  to  discriminate  in  selecting 
tenderers  or  awarding  the  contracts.  Directives  70/32  and  77/62  (the  Supplies  Directives) 
apply  similar  rules  to  the  placing  of  supplies  contracts.  At  present  the  threshold  for 
advertising  these  contracts  is  £130,000. 

Certain  exemptions  are  made.  Article  223  of  the  Treaty  entitles  Member  States  to  take 
such  measures  as  they  consider  necessary  to  protect  their  security  including  those  con- 
nected with  the  production  of  or  trade  in  arms,  munitions  and  war  material.  It  stipulates 
however  that  such  measures  should  not  adversely  affect  the  conditions  of  competition 
in  the  common  market  regarding  products  which  are  not  intended  for  specifically  military 
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purposes.  The  Works  and  Supplies  Directives  also  exempt  certain  categories  of  contract 
where  single  tendering  can  be  demonstrated  to  be  virtually  essential,  eg  in  follow  0. 
orders  or  in  cases  of  extreme  urgency  through  unforeseen  events.  These  Directives  do 
not  apply  to  nationalised  industry  contracts. 

The  UK’s  obligations  on  non-discrimination  in  public  purchasing  will  be  extended  to 
include  suppliers  in  certain  countries  outside  the  EC  by  the  GATT  Agreement  on  Gov- 
ernment Procurement  which  is  due  to  come  into  effect  on  1 January  1981.  The  GATT 
rules  and  exemptions  are  broadly  similar  to  those  in  Directive  77/62  although  they  do 
contain  some  differences,  notably  that  they  will  apply  to  Post  Office  postal  purchasiM 
(but  not  to  local  authorities  or  other  nationalised  industries),  that  the  threshold  for 
advertising  is  150,000  SDRs  (approx  £90,000)  and  that  an  unsuccessful  tenderer  may  ask 
a contracting  authority  for  information  about  the  decision  on  the  award  of  contract.  The 
GATT  Code  does  not  cover  works  or  services  (unless  specifically  ancillary  to  products) 
A further  EC  directive  (80/767)  has  been  adopted  implementing  the  Code  within  the 
Community.  This  will  also  take  effect  from  1 January  1981.  The  GATT  Agreement  is 
due  for  review  with  possible  extension  to  new  areas  after  three  years  of  operation.  The 
EC's  attitude  to  possible  extensions  will  be  determined  in  due  course. 

The  result  is  that,  while  departments  buy  British  where  possible,  a formal  preference 
policy  in  the  areas  covered  by  our  obligations  is  in  general  precluded.  Such  a policy  has 
been  in  existence  in  the  field  of  computer  procurement  (where,  subject  to  satisfactory 
performance  on  price,  quality  and  delivery,  the  central  government  purchases  large 
computers  from  ICL),  but  this  preference  will  be  brought  to  an  end  on  1 January  1981 
when  the  GATT  Agreement  comes  in  and  the  provision  in  the  Supplies  Directive  that 
exempts  automatic  data  processing  equipment  from  its  rules  expires.  However,  two 
preference  schemes  currently  in  force  will  continue.  These  give  a degree  of  preference 
to  firms  in  development  areas  and  to  priority  suppliers  such  as  prison  industries  and 
workshops  for  the  disabled. 

The  Government’s  purchasing  poliev  is  one  of  securing  value  for  money.  Consistent 
with  its  international  obligations,  the  Government  intends  to  pursue  vigorously  a policy 
of  assisting  British  industry  through  public  purchasing.  It  will  do  this  by,  for  example, 
ensuring  that  specifications  are  geared  to  the  needs  of  European  and  wider  markets,  so 
that  suppliers  are  encouraged  to  produce  a product  which  will  be  competitive  in  exports 
as  well  as  the  home  market. 

A careful  watch  on  developments  in  other  countries  will  be  kept  in  order  to  ensure 
that  these  countries  on  their  side  are  observing  the  provisions  of  the  EC  and  GATT 
arrangements. 


Question  17.  What  action  has  been  taken  recently  by  Her  Majesty's  Government  on  the 
use  of  the  competition  articles  of  the  Treaty  of  Rome? 

[In  the  memorandum  Unfair  Competition  from  Disruptive  Imports  within 
the  Community  (M24)  the  Department  of  Trade  said  “we  have  not  been 
entirely  satisfied  with  the  outcome  of  any  of  these  cases  and  we  are  still 
pressing  the  Commission  on  the  importance  of  devising  a means  of  dealing 
with  the  problem".] 


It  is  for  the  Commission,  not  the  Governments  of  individual  Member  States,  to  initiate 
action  under  these  articles  to  secure  their  enforcement. 

Where  it  is  alleged  that  disruptive  imports  result  from  malpractice  under  the  mlesof 
competition  it  is  desirable  that  the  Commission  should  be  satisfied  that  it  has  solid  ground 
for  enquiry,  and  it  must  therefore  rely  on  aggrieved  industries  to  provide  more  than 
circumstantial  evidence.  Her  Majesty’s  Government  recognises  this  and  as  already  indi- 
cated the  Department  of  Trade  has  been  able  to  assist  and  advise  UK  industry  on  the 
preparation  of  their  case.  Informal  channels  have  also  now  been  opened  up  with  the 
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Commissi011  which  it  is  hoped  may  afford  resolution  of  some  problems  without  resort  to 
formal  complaint,  as  well  as  improve  understanding  of  their  nature  by  the  Commission 
and  equally  of  the  considerations  influencing  them  in  their  deliberations. 

Question  18.  What  assessment  have  the  Departments  of  Industry  and  Trade  made  of  the 
impact  on  British  exports  and  imports  of  the  high  exchange  rate? 

The  Departments  regularly  assess  prospects  for  United  Kingdom  trade  in  the  light  of 
the  monthly  trade  figures,  contacts  with  industry  and  the  development  of  factors  bearing 
on  imports  and  exports.  These  factors  obviously  include  the  exchange  rate. 

Tables  1 and  2 show  movements  in  visible  trade  volumes  over  the  recent  past.  Export 
volume  is  judged  to  have  been  relatively  stable  since  the  middle  of  last  year  whilst  exports 
of  finished  manufactures  alone  have  risen  in  the  first  half  of  this  year.  Conversely  import 
volume  has  declined  this  year  with  particularly  sharp  falls  in  non-manufactures.  Imports 
of  finished  manufactures,  which  grew  strongly  during  much  of  last  year,  have  fallen  back, 
especially  consumer  goods  other  than  cars. 

These  developments  clearly  reflect  the  impact  of  several  factors.  For  example,  the  fall 
in  imports  is,  on  the  face  of  it,  consistent  with  the  United  Kingdom  recession,  whilst  on 
the  export  side  the  recovery  of  sales  to  oil  exporting  countries  (once  again  of  similar 
importance  to  United  Kingdom  exporters  as  North  America)  owes  a good  deal  to  the 
revival  of  shipments  to  Nigeria  and,  presumably,  the  rise  in  the  price  of  oil  during  1979. 
In  general  the  level  of  exports  this  year  has  been  higher  than  the  worries  expressed  by 
exporters  in  relation  to  the  exchange  rate  would  have  led  one  to  expect.  Indeed,  the 
volume  of  exports  in  recent  months  has  been  not  far  short  of  record  levels.  But  it  also 
begins  to  look  as  though  world  trade  in  manufactures — generally  regarded  as  an  important 
determinant  of  United  Kingdom  exports  of  manufactures  — has  been  unexpectedly 
buoyant. 

What  matters  for  trade  flows  is  less  what  happens  to  the  exchange  rate  perse,  but  rather 
i changes  in  competitiveness  as  measured  by  taking  costs  and  prices  in  the  United  Kingdom 
relative  to  those  in  competitor  countries,  after  allowance  for  shifts  in  exchange  rates.  The 
problem  in  assessing  the  effect  of  the  exchange  rate  is  that  domestic  prices  and  costs  are 
m turn  influenced  by  the  exchange  rate;  though  the  initial  effect  of  a rise  in  the  exchange 
rate  is  to  reduce  competitiveness,  the  higher  exchange  rate  will  tend  to  reduce  domestic 
inflation  (compared  with  what  would  otherwise  have  happened)  and  thus  to  offset  the 
earlier  adverse  effect  on  competitiveness.  There  is  however  a good  deal  of  disagreement 
about  how  quickly  these  adjustments  occur.  The  extent  to  which  a given  change  in 
competitiveness  may  affect  exports  and  imports,  and  the  speed  of  the  adjustment,  are 
similarly  matters  of  uncertainty  and  controversy. 

As  illustrated  in  table  3 there  are  a number  of  indicators  of  competitiveness;  they  all 
present  a picture  of  sharp  loss  of  competitiveness.  As  measured  by  relative  unit  labour 
costs  competitiveness  has  declined  by  27  per  cent  during  the  year  to  the  first  quarter  of 
1980.  As  much  as  half  this  loss  is  accounted  for  by  United  Kingdom  unit  labour  costs 
rising  far  faster  than  those  in  competitor  countries.  This  emphasises  the  crucial  importance 
of  reining  back  the  rise  in  labour  costs  through  improved  manning  and  much  lower  pay 
settlements.  Firms  have  held  down  prices  in  order  to  maintain  sales.  This  can  be  done 
to  only  a limited  extent  and  the  consequent  squeeze  in  profits  has  been  one  factor 
contributing  to  the  fall  in  the  real  rate  of  return  on  capital  of  United  Kingdom  industry 
(excluding  North  Sea  activities)  to  last  year’s  lowest  level  on  record.  This  low  level  of 
profitability  is  making  it  more  difficult  to  improve  future  industrial  performance  including 
our  non-price  competitiveness. 
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Table  1(a) 

EXPORTS  BY  COMMODITY:  VOLUME  INDICES 

1975=100,  OTS  basis1  seasonally  adjusted 

Total 

BOP 

Food, 

beverages 

anti 

tobacco 

Basic 

Materials 

Fuels 

Total 

Manufactures 

Manufactures  excluding 
erratics1 

Semi ■ Finl!hli 

Manufactures  Manufactures 

srrc(R2) 

0-9 

0+1 

2+4 

3 

5-8 

5+6 

7+8 

less  P 

less  SNA 

1978  1 

120.1 

139 

122 

179 

119 

130 

108 

2 

121.0 

133 

135 

203 

118 

127 

109 

3 

122.5 

130 

138 

228 

119 

135 

108 

4 

122.5 

127 

141 

225 

120 

137 

107 

1979  1 

109.0 

111 

124 

245 

104 

117 

92 

2 

135.3 

133 

148 

276 

126 

142 

116 

3 

129.8 

130 

148 

290 

122 

140 

110 

4 

129.3 

125 

157 

297 

125 

138 

107 

1980  1 

132.2 

134 

180 

285 

125 

132 

112 

2 

128.6 

127 

152 

283 

120 

127 

113 

3 

127.7 

128 

157 

289 

119 

129 

in 

1980 

October 

123.5 

129 

150 

318 

116 

115 

109 

1 Total  on  balance  of  payments  basis;  components  on  overseas  trade  statistics  basis. 

1 These  are  defined  as  ships.  North  Sea  installations,  aircraft  and  precious  stones. 

Table  2(a) 

IMPORTS  BY  COMMODITY:  VOLUME  INDICES 

1975=100,  OTS  basis1  seasonally  adjusted 

Food, 

Manufactures  excluding 

Total 

beverages 

Basic 

r / 

Total 

erratic  items1 

BOP 

ana 

Materials 

i uels 

Manufactures 

Semi- 

Finished 

tobacco 

Manufactures 

Manufactures 

SITC(R2) 

0-9 

0+1 

2+4 

3 

5-8 

5+6 

7+8 

less  P 

less  SNA 

1978  1 

113.6 

101 

118 

85 

130 

127 

134 

2 

109.1 

100 

115 

72 

139 

124 

137 

3 

115.0 

104 

113 

82 

136 

134 

142 

4 

112.9 

101 

117 

82 

138 

137 

145 

1979  1 

116.9 

98 

113 

76 

143 

136 

152 

2 

128.9 

107 

128 

77 

160 

152 

174 

3 

128.1 

105 

129 

78 

158 

150 

173 

4 

128.9 

101 

128 

80 

164 

147 

183 

1980  1 

126.5 

% 

115 

70 

164 

148 

177 

2 

124.5 

94 

no 

69 

163 

149 

173 

3 

116.8 

99 

110 

65 

147 

132 

164 

1980 

October 

106.3 

92 

92 

56 

142 

117 

152 

1 See  Table  1. 

1 These  are  defined  as  ships.  North  Sea  Installations,  aircraft  and  precious  stones. 
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Table  3(a) 

measures  of  competitiveness  and  the  effective  exchange  rate 


Sterling  Effective 
Exchange 

Relative  Export 
Prices 1 

Imports  Price 
Competitiveness 1 

4 

Relative  Unit 
Labour  Costs 1 

i 

Relative 
Profitability  of 
Exporting1 

December 
1971  = 100 

1975=100 

1979=100 

1975=100 

1975=100 

1976  1 

72.0 

102.6 

99.5 

101.8 

99.6 

2 

65.8 

96.0 

97.2 

93.6 

100.1 

3 

64.1 

96.9 

95.7 

92.9 

101.7. 

4 

59.6 

93.0 

93.3 

85.3 

103.1 

1977  1 

61.8 

97.6 

96.1 

89.7 

103.1 

2 

61.6 

101.4 

97.1 

90.4 

102.8 

3 

61.8 

102.8 

97.5 

90.8 

102.8 

4 

63.3 

106.6 

98.8 

95.0 

102.3 

1978  1 

65.4 

110.7 

100.6 

98.6 

101.9 

2 

61.5 

104.7 

98.5 

95.5 

101.9 

3 

62.4 

108.1 

98.4 

98.0 

103.3 

4 

62.7 

110.1 

98.2 

102.0 

103.2 

1979  1 

63.9 

111.2 

99.5 

103.8 

102.4 

2 

67.4 

115.1 

103.4 

110.9 

99.7 

3 

71.0 

119.9 

106.8 

121.0 

98.8 

4 

68.8 

116.7 

104.0 

119.7 

97.8 

1980  1 

72.2 

123.3 

102.1 

130.5 

97.4 

2 

73.4 

[127.2]P 

108.2 

136.7 

97.1 

3 

75.4 

109.6 

97.2 

1 An  increase  indicates  a loss  of  competitiveness. 

1 As  increase  indicates  an  increase  in  the  profitability  of  exporJne. 

1 Defined  as  the  unit  value  of  UK  exports  of  manufactures  divided  by  a weighted  average  of  the  unit  values  of  competitors'  exports 
or  manufactures,  both  expressed  in  a common  currency. 

1 Defined  os  an  appropriately  weighted  UK  wholesale  price  index  of  home  sales  of  manufactures  divided  by  the  unit  value  of  imports 
of  manufactures,  adjusted  for  tariffs. 

* Defined  as  UK  labour  costs  per  unit  of  output  divided  by  a weighted  average  of  competitors'  unit  labour  costs,  both  series  being 
apressed  in  a common  currency. 

' Defined  as  the  unit  value  of  UK  exports  of  manufactures  divided  by  an  appropriately  weighted  index  of  UK  wholesale  output  prices 
of  manufactures. 

P Provisional. 


Question  19.  What  assessment  have  the  Departments  of  Industry  and  Trade  made  about 
the  impact  on  British  exporters  of  cuts  affecting  the  services  of  BOTB  and 

British  Overseas  Trade  Board 

1.  In  April  this  year  the  Secretary  of  State  for  Trade  announced  a number  of  measures 
aimed  at  saving  staff  and  money  while  maintaining  the  main  thrust  of  the  Government’s 
assistance  to  exporters.  Charges  for  some  services  will  be  increased  in  1981/82  and  sub- 
sequently, and  some  fringe  activities  have  been  curtailed,  but  the  Government  continues 
io  provide  a wide  range  of  assistance  to  exporters  under  the  guidance  of  the  British 
Overseas  Trade  Board.  Among  other  export  services  the  Department  and  BOTB  will 
continue  to  support  British  exhibitors  at  trade  fairs  and  exhibitions  overseas.  This  assist- 
ance is  still  a substantial  help  to  industry  even  though  charges  will  be  higher  than  in 
previous  years.  Export  missions  to  distant  markets  will  continue  to  be  supported  finan- 
cially; missions  to  areas  where  cheap  air  fares  have  reduced  costs  to  the  UK  exporter 
will,  however,  no  longer  receive  financial  support  but  will  continue  to  enjoy  the  services 
of  commercial  posts  overseas.  The  Department  and  the  BOTB  also  assist  with  market 
research,  market  advice,  export  intelligence,  overseas  seminars  and  symposia  and  inward 
missions. 

(l)  Tables  1 . 2 and  3 revised  17  November  1780. 
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1.  It  is  too  early  to  judge  the  impact  of  these  changes.  However,  the  savings  were 
designed  to  concentrate  resources  on  the  most  cost  effective  ways  of  supporting  British 
industry  and  took  full  account  of  the  views  of  the  British  Overseas  Trade  Board  and  the 
British  Overseas  Trade  Advisory  Council.  The  Department,  in  conjunction  with  com- 
mercial staff  in  posts  overseas,  continues  to  provide  UK  exporters  with  services  and  help 
comparable  to  those  provided  to  their  foreign  competitors. 

3.  The  Secretary  of  State  has  also  made  a number  of  organisation  changes  to  improve 
efficiency  and  maintain  a high  standard  of  service.  First,  the  Department  of  Trade's  export 
promotion  and  overseas  trade  divisions  have  been  brought  together  under  one  Deputy 
Secretary  who  has  also  been  appointed  Chief  Executive  of  the  British  Overseas  Trade 
Board.  Secondly,  a new  overseas  trade  division  has  been  set  up  within  the  Department 
of  Trade  to  co-ordinate  the  support  provided  by  Government  for  industry  in  pursuing 
capital  projects  overseas.  This  division  also  works  closely  with  the  Department  of  Industry. 
Thirdly,  a new  branch  organisation  has  been  set  up  to  co-ordinate  and  focus  the  promotion 
of  trade  with  Western  Europe  which  now  takes  nearly  60  per  cent  of  all  UK  exports. 

Export  Credits  Guarantee  Department 

4.  Cuts  in  ECGD  staff  so  far  proposed  should  not  have  a serious  impact  on  the  support 
that  the  Department  gives  to  British  exporters.  Prediction  is  difficult  for  what  are  totally 
demand-related  services;  but  ECGD  hopes  broadly  to  maintain  the  present  range  and 
general  quality  of  its  facilities.  At  present  ECGD  is  committed  to  making  a reduction 
of  145  posts  over  the  next  three  years,  to  be  achieved  by  the  computerisation  of  its 
Comprehensive  Short  Term  business  and  by  a streamlining  of  procedures  for  certain 
facilities. 

5.  ECGD  is  required  to  operate  its  export  credit  and  investment  insurance  facilities 
at  no  net  cost  to  the  Exchequer,  so  that  they  are  not  therefore  regarded  as  public 
expenditure  programmes.  ECGD  is  also  responsible  for  operating  some  public  expend- 
iture programmes,  notably  the  fixed-rate  export  finance  scheme  and  cost  escalation  cover. 
In  February  1980  the  Minister  for  Trade  announced  that,  with  effect  from  1 April,  ECGD 
would  cease  to  offer  refinancing  to  banks  for  new  sterling  lending  under  the  fixed-rate 
scheme:  this  is  expected  to  bring  substantial  public  expenditure  savings  in  future  years 
without  any  adverse  effect  on  exporters.  The  premium  rate  for  cost  escalation  cover  has 
recently  been  increased  in  order  to  reduce  its  prospective  cost:  it  is  not  yet  possible  to 
assess  the  impact  of  this  upon  business  which  qualifies  for  this  cover. 


Question  20.  What  are  the  Departments'  views  on  the  need  for  national  standards  with 
full  Government  backing,  especially  for  vehicles,  plant  and  machinery? 

The  Departments'  general  view  is  that  the  formulation  of  recognised  standards  is 
essential  for  the  effective  operation  of  a modern  economy;  that  if  they  are  to  be  put  to 
effective  use  such  standards  must  command  general  acceptance  by  all  interested  parties; 
and  that  their  value  will  be  enhanced  by  their  international  acceptability. 

The  Government’s  backing  for  such  standards  should  — as  it  does  — include: — 

(a)  participation  in  and  financial  support  of  the  standards  making  process; 

(b)  widespread  use  of  appropriate  standards  as  the  technical  basis  of  public  purchases; 

(c)  co-operation  in  the  formulation  and  harmonisation  of  international  standards; 

(d)  use  of  reference  to  standards  in  Regulations,  administrative  guidance  and  other 
Government  publications; 

(e)  general  encouragement  of  the  use  of  standards  in  trade,  industry  and  commerce 
as  a means  of  reducing  unnecessary  variety,  increasing  efficiency,  reducing  bar- 
riers to  trade  and  conserving  scarce  resources. 

The  above  approach  to  the  preparation  and  use  of  standards  applies  equally  to  vehicles, 
plant  and  machinery  as  does  to  all  other  industrial  and  consumer  products.  However  in 
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the  case  of  vehicles  it  should  be  noted  that  standards  are  already  largely  subject  to 
international  agreement. 


Question  21.  In  the  light  of  criticisms  from  the  motor  industry  about  the  ineffectiveness 
of  construction  and  use  regulations  would  the  Departments  of  Industry  and 
Trade  favour  legislative  or  other  action  to  control  imports  of  vehicles  at  the 
point  of  entry  to  the  UK? 

It  is  assumed  that  the  question  refers  to  the  absence  in  this  country  of  national  type 
approval  for  commercial  vehicles  such  as  already  exists  for  cars. 

Both  the  effectiveness  of  the  Construction  and  Use  Regulations,  and  the  question  of 
whether  or  not  type  approval  for  commercial  vehicles  should  be  introduced  are  matters 
for  which  the  Minister  of  Transport  has  prime  responsibility.  The  Committee  might  find 
it  helpful  to  refer  to  a reply  given  in  the  House  by  the  Minister  of  Transport  in  response 
to  a question  by  Mr  Robert  Atkins,  MP,  on  23  April  1980  (Official  Report,  column  447) 
dealing  with  the  question  of  introducing  type  approval  regulations  for  commercial  vehicles. 
The  Minister  of  Transport  is  still  considering  the  matter  and  hopes  to  announce  a decision 
shortly. 

Question  22.  What  advantages! disadvantages  would  accrue  from  a merger  of  the  Depart- 
ments of  Trade  and  Industry? 

The  Secretary  of  State  for  Trade  wrote  to  Sir  Donald  Kaberry,  Chairman  of  the  Select 
Committee  on  Industry  and  Trade,  on  17  March  this  year  and  the  Departments  have  no 
further  comment  to  make. 


Question  23.  The  Departments  have  received  the  published  evidence  on  this  inquiry:  Are 
there  any  general  or  particidar  comments  they  wish  to  offer  on  it? 

The  published  evidence  is  extensive  and  the  Departments  trust  that  absence  of  comment 
on  any  particular  evidence  will  not  be  taken  as  implying  that  the  Departments  necessarily 
agree  with  that  evidence.  It  will  be  apparent  from  the  evidence  the  Departments  have 
themselves  submitted  that  they  would  not  agree  with  some  of  the  views  expressed  by 
others.  Frequently  these  views  take  account  of  the  particular  industry  but  ignore  the 
impact  of  the  recommended  course  of  action  on  other  sectors  of  industry — and  on  British 
exporters  generally. 

To  take  one  case,  a number  of  witnesses  have  been  critical  in  their  evidence  both  of 
the  Community’s  anti-dumping  procedures  and  of  the  Commission’s  speed  and  efficiency 
in  carrying  them  out.  The  Community  — like  the  UK  when  it  operated  independently 
m this  area  — has  had  to  take  account  of  the  interests  of  companies  operating  in  export 
markets  as  well  as  those  competing  with  imports.  Its  legislation  closely  follows  the  Agree- 
ment negotiated  in  the  GATT  which  was  designed  to  ensure  that,  while  domestic  industries 
can  be  protected  from  damage  by  unfair  competition,  complaints  have  to  be  carefully 
looked  into  under  internationally  agreed  criteria  to  establish  that  they  are  properly 
founded.  In  a recession  there  is  a clear  temptation  to  by-pass  these  arrangements  and 
take  short  cuts.  To  follow  this  course  would  however  be  damaging  to  the  Community's 
— and  the  UK’s  — interests  as  a major  exporter.  As  regards  alleged  slowness  in  the 
operating  procedures  — the  note  submitted  by  the  Department  of  Trade  on  28  February 
(M25)  shows  that  the  Commission  has  undertaken  investigations  on  behalf  of  a wide 
range  of  industries  (see  particularly  paragraph  4 and  Annex  I)  and  that  its  speed  of 
operation  is  similar  to  that  of  comparable  institutions  in  the  other  major  trading  countries 
(see  paragraph  5). 

The  Departments  have  noted  that  when  Sir  Charles  Villiers  gave  evidence  to  the 
Committee  on  18  June  there  were  references  to  United  States  anti-dumping  procedures 
(see  Q1556  and  Q1564).  Under  United  States  legislation  the  Administration  is  required 
to  start  an  investigation  of  allegations  of  dumping  promptly,  but  the  timetable  for  action 
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is  more  measured.  In  cases  designated  “extraordinarily  complex”  the  Unites  States 
Department  of  Commerce  is  required  to  make  a preliminary  ruling  on  the  question  of 
whether  the  goods  were  sold  at  “'less  than  fair  value"  within  210  days  of  the  filling  of  the 
anti-dumping  petition,  and  any  anti-dumping  duty  imposed  subsequently  can  be  made 
retrospective  to  the  date  of  that  ruling.  In  the  United  States  steel  case,  the  United  States 
Department  of  Commerce  preliminary  ruling  has  to  be  made  by  17  October  (unless  the 
case  is  withdrawn  first);  the  preliminary  ruling  has  not  yet  been  made. 

The  Department  have  also  seen  the  written  evidence  about  the  Multi  Fibre  Arrangement 
submitted  by  the  British  Clothing  Industry’s  Council  for  Europe  Limited  (M61),  including 
the  mention  of  temporary  import  procedures  in  sub-paragraph  2(vi).  The  position  is  that 
temporary  imports  are  only  permitted  outside  any  relevant  quota  when  ( i)  the  importer 
seeks  a special  licence  for  importation  outside  the  quota  on  the  grounds  that  the  goods 
in  question  are  to  be  re-exported  outside  the  European  Community  or  to  a Member  State 
of  the  European  Community  which  docs  not  itself  operate  a quota  on  the  goods  in 
question,  either  in  the  same  state  or  after  limited  processing,  or  (li)  in  the  case  of  goods 
originally  under  quota  the  importer  seeks  a “replacement’1  licence  where  the  products 
are  in  the  event  to  be  re-exported  subject  to  the  conditions  set  out  in  (i)  above.  The 
terms  of  these  arrangements  are  set  out  in  Notice  to  Importers  No  1740  (copy  below), 
and  are  strictly  enforced  by  the  Department  of  Industry. 


NOTICES  TO  IMPORTERS 

Issued  by  the  Department  of  Trade,  Import  Licensing  Branch,  Charles  House,  375  Ken- 
sington High  Street,  London  W14  8QH.  Telephone  inquiries  should  be  addressed  to  the 
number  at  the  end  of  the  notice. 

1740:  Import  arrangements  for  restricted  textiles  which  are  re-exported 

This  notice  sets  out  the  arrangements  for  the  import  of  textile  goods  which  are  subject 
to  import  restrictions  and  which  are  subsequently  re-exported.  The  scheme  is  administered 
by  the  Department  of  Industry  (CT  Div,  Manchester)  which,  if  satisfied  that  the  goods 
concerned  will  be  or  have  been  re-exported,  will  recommend  to  the  Department  of  Trade 
(ILB)  that  an  import  licence  be  issued  outside  any  quota  arrangements.  Generally,  to 
qualify  under  the  scheme,  such  goods  must  be  re-exported  to  countries  outside  the  EEC; 
however,  in  certain  cases  re-export  licences  may  be  granted  where  goods  are  to  be  re- 
exported to  another  EEC  country,  provided  the  applicant  can  prove  to  Dol's  satisfaction 
that  the  country  concerned  has  no  import  restriction  on  the  goods. 

Jute 

The  re-export  arrangements  for  jute  categories  4,  5,  6 and  7 will  continue  to  operate 
as  set  out  in  NTI 1582,  but  jute  categories  1,  2 and  3 will  be  dealt  with  under  this  notice. 

Qualifications 

There  are  three  ways  in  which  restricted  textiles  may  qualify  under  this  scheme: 

1.  Goods  originally  imported  under  a quota  licence  for  retention  on  the  domestic 
market,  but  which  are  subsequently  re-exported.  Such  goods  may  qualify  for 
a replacement  licence, 

2.  Goods  imported  specifically  for  re-export  without  further  processing.  Such 
goods  may  qualify  for  re-export  licences. 

3.  Goods  imported  for  processing  either  by  the  importer  or  by  the  importer’s 
customers,  and  eventual  re-export  in  a different  state  from  that  in  which  the 
goods  were  imported.  Such  imports  may  qualify  for  process  re-export  licences. 

Replacement  licences 

An  importer  who  exports  goods  originally  imported  by  him  under  a quota  licence,  or 
sells  such  goods  in  the  UK  to  a buyer  who  subsequently  exports  them,  may  apply  for  a 
replacement  licence.  Applications  will,  however,  only  be  considered  if  received  within 
12  months  of  the  original  importation  of  the  goods. 
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Applications  should  be  made  to  CT  Manchester,  at  the  address  shown  below,  in 
triplicate  on  replacement  form  EX/A,  and  should  be  accompanied  by  a completed  form 
evidence  of  export  (eg  copy  bill  of  lading)  and  clear  evidence  that  the  goods  were 
originally  imported  under  a quota  licence.  No  applications  will  be  considered  for  goods 
originally  imported  under  an  import  for  re-export  licence.  No  assurance  can  be  given 
that  a licence  will  be  issued  in  response  to  particular  applications;  any  which  are  issued 
will  be  valid  for  one  year  (and  will  not  be  renewable),  will  cover  only  goods  of  the  same 
category  and  origin  as  those  originally  imported,  and  will  be  issued  only  to  the  trader 
who  originally  imported  the  goods. 


Import  for  re-export 

Restricted  textiles  which  are  intended  for  re-export  in  the  same  state  as  originally 
imported  may  be  licensed  outside  quota  arrangements,  subject  to  satisfactory  undertakings 
by  the  applicant.  Applications  for  licences  for  such  goods  should  be  made  to  CT  Manch- 
ester, at  the  address  shown  below,  in  triplicate  on  undertaking  from  EX/B,  and  should 
be  accompanied  by  a completed  form  ILB/A  and  documentary  evidence  of  firm  export 
orders  or  evidence  of  a continuous  pattern  of  export  trade  during  the  12  months  prior 
to  the  date  of  the  application.  Licences  will  be  issued  on  the  understanding  that  quarterly 
statistical  returns,  showing  the  quantity  imported  against  the  licence  and  subsequently 
re-exported,  be  made  to  CT  Manchester  on  form  EX/C,  within  14  days  of  the  end  of 
each  quarter,  and  that  the  applicant’s  records  be  open  to  inspection  by  officials  of  the 
Dol. 

Process  and  re-export 

Restricted  textile  goods  which  are  intended  for  re-export  after  further  processing  may 
also  be  licensed  outside  quota  arrangements.  Traders  may  apply  for  such  licences  by 
submitting  to  CT  Manchester,  at  the  address  shown  below,  completed  form  EX/B,  in 
triplicate,  together  with  a completed  form  ILB/A.  The  same  conditions  concerning  quart- 
erly returns  and  inspection  of  records  by  officials  of  the  Department  of  Industry  will  be 
required  for  process  and  re-export  trade  as  for  import  for  re-export  trade  set  out  above, 
and  providing  the  importer  retains  ownership  and  exports  the  processed  goods,  the  system 
will  De  the  same  as  that  used  for  imports  for  re-export.  If  the  importer  wishes  to  sell  the 
goods  to  a third  party  in  the  UK  who  would  be  responsible  for  the  processing  and 
subsequent  re-export,  then  he  (the  importer)  must; 

1.  Obtain  the  department’s  permission  as  provided  in  condition  (a)  on  form  EX/B  ; 
and 

2.  Require  his  customer  to  complete  the  export  undertaking  form  EX/D  and 
submit  it  to  CT  Manchester,  at  the  address  shown  below. 

Traders  should  note,  however,  that  where  the  state  of  the  goods  or  any  part  thereof 
is  changed,  or  they  are  incorporated  in  other  goods  prior  to  export,  only  one  operation 
and  one  change  of  ownership  will  normally  be  permitted  (eg  re-export  licences  will  not 
be  issued  for  the  importation  of  yam  for  weaving  into  cloth  and  subsequent  making  up 
into  other  articles  before  exportation). 

The  conditions  applying  to  such  third  parties  dealing  in  this  trade  are  the  same  as  those 
applying  to  the  original  importer;  primarily  they  must  furnish  the  department  with  quart- 
erly returns  showing  the  quantity  of  goods  exported  against  these  licences.  Where  sacks, 
bags  and  other  packaging  material  made  from  restricted  textiles  are  used  as  containers 
for  other  articles  being  exported  they  will  not  qualify  for  re-export  licences. 

General 

Importers  should  note  certain  essential  features  Of  these  arrangements: 

All  applications  should  be  made  to  CT  Manchester,  at  the  address  shown  below. 

The  Department  of  Industry  places  importance  on  the  prompt  return  of  quarterly 
information  required;  the  Department  of  Industry  will  not  normally  consider 
applications  for  subsequent  licences  for  either  import  for  re-export  or  process  and 
re-export  from  any  trader  whose  quarterly  returns  in  respect  of  previous  licences 
have  either  not  been  received  or  have  proved  unsatisfactory. 
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Applications  recommended  by  the  Department  will  be  forwarded  to  Impon 
Licensing  Branch  for  the  issue  of  licences  and  the  applicants  may  then  make  firm 
arrangements  with  overseas  suppliers. 

No  guarantee  can  be  given  that  licences  will  be  issued  against  any  application 
and  importers  are  advised  that  all  orders  for  restricted  textiles  should  be  made 
conditional  on  receipt  by  them  of  the  necessary  licence  When  imported  goods  fall 
within  one  of  the  Multi  Fibre  Arrangement  categories  (for  full  description  see  NT] 
1691,  Trade  and  Industry,  28  July  1978)  then  that  category  shall  be  specified  in  the 
application. 

Finally,  the  new  customs  warehousing  procedures,  which  were  introduced  on  1 April 
1979  may  in  certain  circumstances  provide  a more  convenient  arrangement  for  those 
importers  who  are  intending  to  re-export  their  goods.  Details  of  these  warehousing 
facilities  are  available  from  Customs  and  Excise,  International  Customs  Division F,  Branch 
3,  Mark  Lane,  London  EC3R  7HE,  tel.  01-626  1515  ext.  2209. 

Inquiries  about  the  administration  of  these  arrangements  and  requests  for  the  forms 
referred  to  in  this  notice  should  be  made  directly  to:  Chemicals  and  Textiles  Division, 
Department  of  Industry,  Britannic  Building,  60  Fountain  Street,  Manchester  M2  2FL, 
tel.  061-832  5541. 


Other  inquiries  may  be  addressed  to:  Chemicals  and  Textiles  Division,  Department 
of  Industry,  Ashdown  House,  123  Victoria  Street,  London  SW1E  6RB,  tel.  01-212  0674. 


Trade  and  Industry 
18  May  1979 
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Mr  R W Gray,  CB,  Mr  R J Meadway  and  Mr  J W Preston 


Examination  of  witnesses 

Tffi  Rt  Hon  John  Norr,  a Member  of  the  House,  Secretary  of  State  for  Trade,  examined; 
jj„'r  W Gray,  CB,  Deputy  Secretary,  Mr  R J Meadway,  Assistant  Secretary,  and  Mr 
]W  Preston.  Assistant  Secretary,  Commercial  Relations  and  Exports  Division,  Depart- 
ment of  Trade,  called  in  and  examined. 


Chairman 

2226.  May  I welcome  you  to  this  public 
sitting  of  the  Select  Committee  on  Industry 
and  Trade  and  to  say  how  much  my  col- 
leagues appreciate  your  attending  at  this 
difficult  hour  and  we  appreciate  that  you 
have  to  be  in  the  House  for  the  Debate 
which  is  to  follow  at  half  past  three.  I won- 
der if  you  would  be  good  enough  to  intro- 
duce formally  to  us  your  personnel  who 
have  accompanied  you  on  this  occasion? 

(Mr  Non.)  I have  not  a very  good  idea 
of  what  it  is  you  are  going  to  enquire  into 
sc  I have  brought  a fairly  large  team  in  case 
there  arc  points  of  considerable  detail.  First 
of  all  Mr  Gray,  who  is  the  Deputy  Secretary 
of  the  Department  who  looks  after  our 
broad  trade  policy  questions;  Mr  Meadway 
looks  after  areas  concerned  with  multilat- 
eral trade  negotiations;  and  Mr  Preston 
assists  on  matters  connected  with  quotas 
and  anti-dumping.  I will  do  my  best  to 
answer  the  questions  myself  but  I may  have 
10  turn  to  them  for  more  detail. 

2227.  May  I relieve  your  mind,  Mr  Sec- 
retary of  State,  about  what  we  are  going 
to  ask  you  because  we  are  basing  our  ques- 
tions on  clarification  of  a number  of  ques- 
tions which  we  put  back  to  yourself  and  to 
the  Secretary  of  State  for  Industry  on  points 
arising  out  of  your  and  his  former  evidence 
to  us.  I would  like  to  clarify  first  of  all  one 
or  two  points  about  import  controls  gen- 
erally, We  were  told  in  answer  to  our  ques- 
tions about  controls  on  imports  that  the 
Government  “does  not  rule  out  controls  in 
limited  and  particular  areas”.  You  set  out 
inyouranswera  number  of  areas,  “textiles, 
steel,  footwear,  cars  and  commercial  vehi- 
cles, consumer  electronics,  pottery  and  cut- 
lery"; what  we  would  like  to  know  is,  in 
addition  to  those  which  already  exist,  in 
what  other  particular  areas  have  you  not 
ruled  out  such  controls  and  what  criteria 
do  you  use? 

(MrNott.)  We  do  not  rule  out,  Sir,  con- 
trols in  any  area.  It  depends  on  the  circum- 
stances in  which  a request  for  controls  might 
arise.  First  of  all,  there  is  the  area  which 
might  arise  under  Article  XIX,  GATT 
Article  XIX,  procedures  which  would  be 


a request  for  quotas,  broadly  speaking. 
There  are  the  continuing  requests  and  our, 

I believe,  rapid  response  to  those  requests, 
which  flow  from  the  Multi  Fibre  Arrange- 
ment. We  are  quite  frequently  bringing  in 
new  textile  controls  flowing  from  thebasket 
extractor  mechanism  of  the  Multi  Fibre 
Arrangement,  and  there  is  a whole  range 
of  voluntary  restraint  arrangements  which 
are  either  negotiated  on  an  industry  to 
industry  basis  with  our  knowledge , but  not 
actually  by  us,  and  also  voluntary  restraint 
arrangements  which  are  negotiated  directly 
by  the  Government.  There  are  several 
mechanisms  but  each,  I think,  requires  dif- 
ferent procedures. 

2228.  The  answer  which  we  got  seems 
to  argue  that  controls  would  deprive  British 
manufacturers  of  supplies  of  imported 
equipment  and  would  probably  divert 
exports  back  into  the  home  market.  Cannot 
selective  controls,  carefully  chosen  be 
envisaged  which  would  avoid  such  unfor- 
tunate consequences? 

(Mr  Non.)  I think  the  sentences  which 
you  have  quoted,  Chairman,  are  an  expres- 
sion of  our  views  with  regard  to  the  general 
principle  of  the  open  trading  system  versus 
rotectionism.  As  a general  principle  I 
elieve  that  open  trade  is  in  this  country’s 
interests  and  therefore  I believe  that  any 
proliferation  of  the  imposition  of  general 
controls,  import  ceilings,  other  protective 
devices  of  this  sort,  would  be  detrimental 
to  jobs  and  prosperity  in  the  country.  The 
sentences  you  quote,  Sir,  were  related  to 
the  general  principles  underlying  open 
trade.  We  do,  of  course,  have  a very  exten- 
sive network  of  import  restraints  of  the  kind 
I have  described  in  my  earlier  answer. 

Mr  Mikardo 

2229.  The  passage  which  you  quoted 
from  the  Secretary  of  State’s  memorandum 
about  the  controls  depriving  British  man- 
ufacturers of  supplies  of  imported  equip- 
ment surely  presupposes  that  the  basis  on 
which  one  would  select  the  selective  con- 
trols is  that  one  would  select  those  which 
could  damage  British  industry  and  British 
commerce  because  otherwise  that  sentence 
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[Mr  Mikardo  Contd.) 

could  not  possibly  have  been  said.  Indeed, 
and  I put  it  to  the  Secretary  of  State,  what 
that  passage  in  his  document  amounts  to 
is  what  one  has  always  heard  from  his 
Department  — I argued  this  with  his  last 
but  one  predecessor  many  rimes — namely, 
any  time  one  suggests  to  the  Department 
some  temporary  selective  import  controls 
they  always  produce  a passionate  diatribe 
about  the  evils  of  permanent  and  universal 
controls  providing  therefore  a counter- 
argument to  one  which  is  never  put  up. 
Does  the  Department  really  understand 
what  the  word  “selective”means  and  what 
would  be  the  criteria  that  people  have  in 
mind  for  selectivity? 

(Mr  Noll.)  No,  Mr  Mikardo,  I do  not 
know  what  it  means.  If  you  or  the  Com- 
mittee would  like  to  specify  and  say  exactly 
what  particular  selective  controls  you  are 
advocating  I would  be  delighted  to  give  you 
reasons  for  or  against  an  imposition  of 
them. 

Chairman 

2230.  May  I just  go  on  with  the  general 
oint?  In  a very  long  written  answer  to  our 
rst  question  about  selective  controls  or  for 
problems  about  more  general  controls  you 
say  in  answer  that  “There  is  no  scope  for 
entirely  independent  action  by  the  United 
Kingdom."  But  some  have  pointed  out  to 
us  mat  independent  action  does  not  seem 
to  deter  the  French  from  applying  their  own 
remedies  and  I do  not  know  whether  in 
public  you  would  care  to  say  that  what  is 
good  enough  for  France  is  probably  good 
enough  for  Britain  and  should  not  we  in  the 
national  interest  here  be  prepared  to  take 
some  independent  action  at  times  when  the 
national  interest  is  at  stake? 

(Mr  Noll.)  I am  not  quite  sure  what  par- 
ticular example,  Chairman,  you  are  refer- 
ring to  when  you  mention  the  French;  con- 
ceivably you  are  thinking  of  the  French 
action  on  sheep  meat,  lamb,  which  of 
course  was  illegal  but  in  general  terms  the 
position  is  that  we  are  prepared  to  consider 
acting  unilaterally  in  the  certain  very  lim- 
ited circumstances  where  we  arc  able  to  do 
so.  But  I believe  I did  set  out  in  that  answer 
the  specific  position;  it  depends  whether 
one  is  dealing  with  so-called  “liberalised 
products"  or  non-liberalised  products,  and 
the  procedure  between  these  is  rather  dif- 
ferent. We  up  to  now  — up  to  now  — have 
thought  it  better  to  consult  the  Commission 
and  our  Community  partners  before  pro- 
posing new  quotas  or  controls,  because,  if 
we  do  not,  and  we  then  impose  a new  quota, 


in  the  case  of  liberalised  products  the 
Council  of  Ministers  would  be  able  to  force 
us  to  take  it  off  six  weeks  later.  Therefore 
we  consider  it  is  more  sensible  to  consult 
in  advance  rather  than  place  ourselves  in 
a position  where  we  do  something  unilat- 
erally and  then  are  forced  by  our  Com- 
mumty  partners  to  take  it  off  a few  weeks 
later.  But  I do  not  rule  out  by  any  means 
the  use  of  our  residual  unilateral  powers. 

Mr  Crowther 

2231.  Is  it  not  the  case  that  the  biggest 
difficulty  we  face  is  the  fact  that  the  Com- 
mission will  only  take  action  when  an 
industry  is  being  threatened  by  imports  on 
a Community-wide  basis  and  that  if  the 
threat  or  the  actual  damage  to  an  industry 
is  confined  to  one  country  the  Commission 
will  not  take  any  action?  If  that  is  so,  and 
I am  sure  it  is,  does  the  British  Government 
not  feel  that  maybe  the  Commission’s  terms 
of  reference  perhaps  ought  to  be  altered  so 
the  Commission  can  take  action  to  protect 
an  industry  which  is  being  threatened  in 
only  one  Member  country? 

(Mr  Nott.)  No.  That  is  not  quite  the  case, 

I can  give  you  a recent  example.  In  the  case 
of  our  concern  about  polyester  fibres  and 
nylon  carpet  yarn,  if  you  remember,  we  did 
apply  for  quotas  on  those  two  products;  we 
also  applied  for  quotas  on  carpets,  and  it 
was  agreed  arrangements  for  polyester 
fibres  and  nylon  yarn  would  relate  just  to 
this  country.  Of  course,  the  difficulty  is,  to 
be  frank  about  the  problem,  if  we  get  Com- 
munity agreement  to  the  imposition  of  a 
quota  relating  to  particular  products  apply- 
ing just  to  this  country  it  does  lead  into 
problems  of  free  circulation  within  the 
Community  and  it  is  necessary  for  the  Com- 
mission to  monitor,  under  Article  115,  the 
free  circulation  of  goods  within  the  Com- 
munity. It  is  slightly  difficult  to  monitor  and 
control  but  we  can  apply,  and  we  have  suc- 
cessfully, for  the  imposition  of  quotas  just 
on  products  coming  in  here. 

Chairman 

2232.  May  I clarify  my  mind  on  your 
answer?  Do  I take  it,  then,  that  the  United 
Kingdom  has  never  made  use  of  any  of  the 
special  urgency  provisions  in  regard  to  lib- 
eralised products  by  action  through  the 
Council  of  Ministers? 

(Mr  Noll.)  That  is  correct,  we  have  never 
made  use  of  unilateral  action  but  I do  not 
rule  it  out  that  one  day  we  could  wish  to 
do  so. 


Printed  image  digitised  by  the  Uni  versity  of  Southampton  I .ibrary  Digitisation  Unit 


j by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


631 


26  November  1980] 


The  Rr  Hon  J Nott,  MP, 


Mr  R W Gray,  CB,  Mr  R J Meadway  and  Mr  J W Preston 


[Continued 


Mr  Carlisle 

2233  One  type  of  control  which  is  often 
advocated  is  the  type  approval  for  com- 
mercial vehicles.  What  are  your  views  on 

'i,  Nott.)  I think  I am  right  in  saying 
that  the  question  should  be  put  to  the  Min- 
ister of  Transport,  but  we  are  about  to  sug- 
eest  some  broadly  based  type  approval 
arrangements  for  commercial  vehicles,  but 
lam  afraid  1 have  not  got  the  full  details. 
We  are  constantly  looking  to  standard- 
making  type  approval  arrangements  and  I 
drink  I am  right  in  saying  that  type  approval 
lor  commercial  vehicles  is  presently  under 
consideration  by  the  Ministry  of  T ransport. 

Mr  Maxwell-Hyslop 

2234.  Would  that  arrangement  be 
enforced  at  die  ports?  Some  of  our  man- 
ufacturers have  complained  to  us  that  con- 
irols  of  this  kind  are  applied  in  other  EEC 
Member  countries  at  the  point  of  import 
by  the  customs  but  where  we  have  them, 
for  instance  on  cars,  they  arc  not  applied 
by  the  customs  at  all  and  they  can  come  in 
in  flagrant  breach  of  any  such  controls  and 
my  control  which  does  exist  is  only  by  the 
police  when  they  go  on  to  the  road.  We 
\rere  given  examples  of  — when  I say  trac- 
1 tors  f mean  in  the  sense  of  articulated 
vehicles,  which  people  attach  to  the  trailers 
which  are  intended  to  be  attached,  it  is 
known  in  advance  they  will  exceed  the 
known  committed  length,  and  the  customs 
authorities  make  no  attempt  to  prevent 
these  vehicles  entering  the  country.  That 
is  not  fair  competition  competing  with  Brit- 
ish vehicles  in  similar  situations  going  into 
partner  countries  in  the  EEC. 
j (Mr  Nott.)  There  is  no  doubt  that  where 
the  policing  of  type  approval  systems  to  a 
standard  is  concerned  there  are  certainly 
| treat  technical  problems  arising  out  of 
Community  law  about  whether  you  can 
have  a point  of  entry  type  arrangement  or 
one  that  is  subsequently  handled  some- 
where down  the  chain,  ie  before  the  com- 
mercial vehicle  is  sold.  In  this  particular 
example  it  does  not  come  under  my  Depart- 
ment's responsibility,  it  is  being  handled  by 
'he  Department  of  Transport,  but  I would 
be  happy  to  give  the  answer. 

2235 .  But  would  you  agree  it  goes  with- 
out saying  if  it  is  permissible  under  Com- 
munity law  to  have  such  a check  at  the  point 
of  entry  in  Germany  then  it  must  necessarily 
he  permissible  to  have  it  at  the  point  of 
entry  into  the  United  Kingdom? 


(Mr  Nott.)  Certainly. 


2236.  And  it  cannot  be  the  case  it  is  not 
ermissible  to  do  so  in  the  United  Kingdom 
ut  it  is  permissible  to  do  so  in  West 
Germany? 

(Mr  Nott.)  Certainly  if  it  is  permissible 
in  Germany  it  is  permissible  here.  I cannot 
tell  you  in  this  case  what  the  position  is. 

(Chairman.)  Can  we  now  turn  to  the 
Multi  Fibre  Arrangements? 


Mr  Cockeram 

2237.  Firstly,  how  is  it  that  a Govern- 
ment which  is  committed  to  what  I think 
you  referred  to  as  open  trade , or  free  trade, 
nevertheless  regards  it  as  essential  to  renew 
the  Multi  Fibre  Arrangement?  We  have 
recently  completed  a tour  of  the  Far  East 
studying  industrial  and  trade  matters  and 
we  received  complaints  there  that  the  Multi 
Fibre  Arrangement  sought  to  restrict 
imports  into  the  UK  from  the  Far  East,  yet 
allowed  unrestricted  imports  into  the  UK 
from  the  United  States  — this  raises  the 
problem  of  their  policy  as  regards  fuel  costs , 
but  I am  not  raising  that  now.  How  is  it 
that  a Multi  Fibre  Arrangement  can  restrict 
in  some  directions  but  allow  uninhibited 
imports  from  other  countries? 

(Mr  Nott.)  On  the  first  point  I agree  that 
the  Multi  Fibre  Arrangement  is  in  conflict 
with  the  broad  principles  of  open  trade.  It 
was  agreed  at  the  rime  of  MFA  1,  it  was 
agreed  at  the  time  of  MFA  2 and  it  was 
negotiated  through  the  period  of  the  last 
Government,  that  it  was  more  sensible  to 
have  orderly  marketing  in  textiles;  there- 
fore an  agreement  involving  bilaterals  with 
some  40  countries,  than  to  nave  a situation 
whereby  countries  put  on  controls  outside 
the  regime  of  the  GATT.  The  argument 
that  I would  advance  for  Multi  Fibre 
Arrangement  3 is  that  if  we  do  not  succeed 
in  achieving  a sensible  arrangement 
between  the  developed  and  developing 
world  in  MFA  3 then  my  concern  would  be 
that  there  would  be  reason  fpr  a whole 
series  of  unilateral  independent  import  con- 
trols which  would  damage  even  more  the 
open  trading  system  than  a situation  in 
which  we  had  an  orderly  market.  That  is 
why  I think  MFA  3 is  important.  It  is  true 
that  the  MFA  involves  bilaterals  only  with 
the  developing  countries  but  there  is  no 
reason  why  there  should  not  be  a bilateral 
between  the  United  States  and  Europe,  it 
would  be  possible  for  there  to  be  one. 
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Mr  McNally 

2238.  Given  the  experience  of  the 
textile  industry  are  you  committed  to  a 
more  robust  form  of  MFA  3? 

(Mr  Nott.)  We  will,  in  negotiating  for 
MFA  3,  get  the  best  possible  deal  for  our 
textile  industry  that  is  commensurate  with 
the  interests  of  the  United  Kingdom  as  a 
whole.  We  will  negotiate  as  vigorously  as 
we  can.  What  actually  emerges  from  the 
negotiations  1 cannot  at  this  moment  pro- 
phesy because  the  MFA  results  from  nego- 
tiations on  a bilateral  basis  with  some  4(1 
countries.  I cannot  say  how  those  negoti- 
ations will  go. 

2239.  There  has  been  a lot  of  complaint 
about  the  United  States  textile  industry 
unfairly  trading  on  the  basis  of  low  energy; 
do  you  think  MFA  3 can  deal  with  that  kind 
of  problem? 

(Mr  Nott.)  Wc  are  considering  at  the 
moment  and  are  in  consultation  with  the 
textile  industry  and  representatives  of  it, 
both  unions  and  employers,  the  particular 
type  of  regime  that  it  would  like  to  see 
under  MFA  3 and  1 am  quite  sure  we  will 
consider,  based  on  representations, 
whether  it  would  be  sensible  to  widen  it  to 
developed  countries.  This  can  certainly  be 
considered. 

Mr  Cockeram 

2240.  One  way  and  another  the  textile 
industry  in  the  United  Kingdom  has  been 
subsidised  or  protected  for  about  25  years. 
The  reason  behind  this  was  alleged  to  be 
that  it  provided  a breathing  space  during 
which  the  industry  could  modernise;  we 
now  seem  to  have  reached  the  stage  where 
we  are  almost  committed  to  a permanent 
form  of  protection  and  we  are  negotiating 
MFA  3.  What  evidence  have  you  that  our 
textile  industry  in  this  country  will  in  fact 
use  this  breathing  space  to  put  itself  in  a 
stronger  position?  Is  there  any  historical 
evidence  to  support  that  argument? 

(Mr  Nott.)  I have  never  accepted  that  wc 
have  — Clearly  the  number  of  people 
employed  in  the  textile  industry  is  dimin- 
ishing at  the  moment  and  I regret  to  say 
diminishing  fast,  but  wc  do  have  a textile 
and  clothing  industry  which,  in  1979, 
exported  £2J  billion-worth  of  textiles  and 
clothing  products.  If  in  fact  our  existing 
industry  can  do  that  in  competition  with 
every  other  country  in  the  world  we  must 
still  have  a very  efficient  textile  industry. 
Now  there  arc  parts  of  it  which  I am  sure, 
like  any  industry,  are  not  very  efficient,  and 


maybe  those  are  some  of  the  parts  which 
are  finding  it  difficult  to  keep  in  business 
but  I believe  the  textile  industry  hasasooii 
future  and  it  shows  itself  now  as  being  ven 
competitive  in  a very  wide  range  of  areas 
anywhere  in  the  world. 

Mr  Foster 

2241.  Could  I ask  if  the  Secretary  of 
State  admits  that  the  Government  has  am 
responsibility  to  encourage  restructurim 
if  he  thinks  that  is  the  answer,  or  the  intro- 
duction of  higher  quotas,  if  he  thinks  tint  I 
is  the  answer? 

(Mr  Nott.)  If  the  textile  industry  ' 
approached  the  Department  of  Industry 
formally  for  financial  assistance  for  restruc- 
turing I tint  sure  that  the  application  would 
he  looked  at  by  the  Department  of  Indus- 
try. I am  not  aware  of  any  present  appli- 
cation of  this  kind,  hut  1 am  sure  we  would 
look  at  one. 

(Chairman.)  Let  us  talk  about  dumping, 
Mr  Kerr 

2242.  Does  the  Department  of  Trade’s 
own  anti-dumping  unit  communicate 
directly  with  the  corresponding  unit  in  the 
Commission  with  regard  to  individual  cases 
affecting  UK  firms  or  interests?  Or,  does 
it  confine  itself  to  giving  advice  on  this  side 
of  the  Channel? 

(Mr  Nott.)  We  are  in  daily,  sometimes 
hourly,  touch  with  the  people  who  actually 
deal  with  anti-dumping  in  the  Commission. 
This  is  a direct  contact  between  the  Depart- 
ment of  Trade  and  those  who  handle 
anti-dumping  in  the  Commission. 

2243.  Where  does  the  opposition  to 
increasing  the  size  of  the  Commission's 
anti-dumping  stuff  come  from,  and  why 
have  we  not  pressed  harder? 

(Mr  Nott.)  The  United  Kingdom  has 
pressed  very  hard  indeed.  We  are  keen  to 
nave  more  people  in  the  anti-dumping  sec- 
tion there.  There  is  complete  agreement 
among  all  parts  of  the  British  Government 
that  wc  should  fight  for  this  and  indeed  we 
are.  There  is  some  resistance  to  an  increase 
of  staff  in  the  anti-dumping  part  of  the 
Commission  amongst  some  other  Member 
countries. 

Mr  Muxwcll-Hyslop 

2244.  Which  ones? 

(Mr  Gray.)  Not  France.  The  small  ones, 

(Mr  Nott.)  The  smaller  countries. 

2245.  Germany? 
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(Mr  Gray.)  No. 


2246.  Which  ones  arc  opposed  to  hav- 
ing a stronger  anti-dumping  secretariat? 

b(Mr  Gray.)  The  strong  support  comes 
from  France,  Germany  and  the  UK.  There 
have  been  hesitations.  I do  not  know,  I 
cannot  say,  among  the  smaller  ones. 

(Mr  Noll.)  One  cannot  isolate  this  ques- 
tion of  more  staff  in  the  Commission  trom 
the  more  general  problem  of  Community 
expenditure  and  budget  restructuring. 
Clearly  there  is  at  the  present  time  through- 
out the  Community  a realisation  that 
budget  restructuring  and  all  the  financial 
questions  which  arise  from  that  are  shortly 
to  come  before  the  Council. 

2247.  When  this  Committee  went  to 
Brussels  and  took  evidence  from  the  Direc- 
torates concerned  it  was  made  quite  clear 
in  their  own  judgment  they  were  not  capa- 
ble of  doing  a swift  and  efficient  job  with 
their  existing  staff.  If  there  is  opposition, 
not  to  the  general  proposition  that  there 
should  be  more  staff  throughout  the  Com- 
mission, bul  that  there  should  be  an 
increase  in  staff  for  this  specific  function, 

1 would  like  to  know  specifically  which 
countries  are  opposing  this  specific  restric- 
tive proposal? 

(Mr  Noll.)  I have  to  have  notice  of  that 
question.  So  far  as  the  United  Kingdom  is 
concerned  we  have  advocated  an  increase, 
we  have  been  pressing  it  hard,  we  are  in 
fact  taking  along  anti-dumping  proposals 
which  come  in  from  British  manufacturers 
as  far  down  the  line  as  wc  can  with  our 
anti-dumping  unit  and  we  are  trying  to  get 
every  case  for  anti-dumping  in  a form  which 
enables  the  limited  Commission  staff  to 
lake  the  final  action.  So  wc  arc  working 
very  closely  with  the  Commission  in  trying 
ta  supplement  their  stuff  by  our  own  unit 
which  is  quite  large. 

(Mr  MaxweU-Hysh>i>.)  Out  you  let  us 
have  this  information  within  the  next  day 
or  so?  Could  you  find  out  by  telex  which 
countries,  if  any,  are  specifically  flouting 
their  opposition? 

Chairman 

2248.  Or  whether  it  is  just  a general 
economy  run  by  the  EEC  itself?  We  were 
nearly  reduced  to  tears,  as  was  the  intention 
I think,  by  the  Director  of  the  particular 
anti-dumping  unit  at  the  EEC,  when  we 
saw  them,  and  it  was  illustrated  to  us  in 
strong  terms  that  his  staff  was  far  less, 
nearly  one-quarter  less,  than  any  one  point 


of  the  anti-dumping  regulations  in  the 
United  States  of  America. 

(Mr  Gray.)  I have  no  doubt  you  are  talk- 
ing of  Mr  Bescler’s  discussion  with  you.  The 
situation  is  that  all  countries  in  the  EEC 
were  being  rather  difficult  about  the  bud- 
get, there  is  no  question  about  that,  and 
that  is  the  origin  of  the  stories  that  people 
are  against  it.  Indeed,  the  United  Kingdom 
was  being  difficult,  as  you  know,  Secretary 
of  State,  on  the  budget.  The  point  I want 
to  concentrate  on  is  the  positive  aspect 
which  the  United  Kingdom.  Germany  and 
France  have  all  made  quite  plain,  they 
would  like  to  see  an  increase  in  the  DG  I 
staff  involved  in  anti-dumping  and  there- 
fore the  statement  “Is  Denmark  opposing 
this?”,  I do  not  know.  The  point  I am  mak- 
ing is  the  positive  aspect  of  a few  major 
countries  supporting  an  increase  in  the 
ami-dumping  effort  in  Europe  and  that  is 
the  thing  to  concentrate  on. 

Mr  Crowther 

2249.  How  big  an  increase  is  the  British 
Government  and  French  and  German  Gov- 
ernments asking  for?  Mr  Beseler  told  us  he 
had  a staff  of  60  and  could  do  with  240.  If 
we  are  merely  asking  for  another  10  or 
dozen  it  is  not  going  to  solve  the  problem. 

(Mr  Noll.)  The  present  proposal  is  for 
an  additional  22  staff. 

2250.  That  seems  to  be  falling  far  short 
of  what  he  said  he  needs.  Supposing  he  got 
his  staff  of  240,  the  additional  cost  is  abso- 
lutely tiny  compared  with  the  money  which 
in  the  opinion  of  most  people  is  thrown 
down  the  drain  on  the  Common  Agricul- 
tural Policy.  I do  not  really  see  how  the 
budget  consideration  can  be  relevant  to  a 
matter  of  this  kind. 

(Mr  Nott.)  In  my  own  Department  there 
are  a number  of  divisions  which  arc  asking 
for  extra  staff  for  what  they  reasonably  con- 
sider to  be  very  urgent  and  important  mat- 
ters, but  we  have  budget  constraints.  I think 
in  general  terms  that  is  the  situation.  The 
United  Kingdom  together  with  all  other 
European  countries  have  taken  a firm  view 
on  the  size  of  the  Community  budget  and 
this  matter  is  coming  up  in  a very  central 
way  for  consideration  next  year,  and  when 
it  comes  down  to  increases  in  staff  in  a par- 
ticular area  clearly  the  two  are  in  conflict. 

Mr  Kerr 

2251.  In  the  light  of  these  rather  special 
difficulties  would  there  not  be  scope  here 
for  a United  Kingdom  initiative  by  making 
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further  staff  available,  if  need  be  on  sec- 
ondment to  the  Commission? 

(Mr  Nott.)  The  idea  that  this  staff  should 
be  increased  was  not  a United  Kingdom 
initiative.  We  have  two  people  working 
with  the  Commission  at  the  moment, 
Department  of  Trade  people,  and  as  I say 
we  are  doing  a great  deal  of  the  work  which 
is  necessary  on  behalf  of  British  industry 
ourselves  and  working  with  the  Commis- 
sion in  that  way,  so  I think  we  are  doing 
everything  to  overcome  this  staffing  prob- 
lem of  a kind  that  the  Committee  would 
wish  us  to  do. 

Mr  Crowther 

2252.  Do  you  agree  with  what  Herr 
Beseler  told  us,  that  his  present  staff  to  deal 
with  all  anti-dumping  problems  within  the 
Community  on  a world-wide  basis  is  no 
greater  than  the  staff  of  your  Department 
dealing  with  this  matter  when  it  was  a mat- 
ter for  national  reaction? 

(Mr  Nott.)  I think  that  is  broadly  right. 

(Mr  Gray.)  Mr  Beseler  could  not  have 
told  you,  with  respect,  that  he  had  60  staff 
because  he  does  not  have  60  staff. 

2253.  That  is  what  he  said. 

(Mr  Gray.)  Someone  misunderstood.  Mr 
Beseler  has  25  staff  roughly.  We  have  25. 
What  has  to  be  understood  is  that  the  Com- 
mission staff  of  25,  which  we  arc  trying  to 
increase  of  course,  works  with  the  staffs  in 
Member  States  and  we  have  25  — I am 
talking  in  round  figures.  They  have  25  as 
well.  Hen  Beseler,  if  he  said  he  had  the 
same  number  as  the  UK,  was  right;  if  he 
said  he  had  60 1 do  not  think  he  could  have 
done  because  he  has  not.  It  is  all  part  of 
a concerted  team,  and  the  Secretary  of  State 
has  asked  us  to  make  sure  that  they  work 
very  hard. 

2254.  Maybe  his  English  was  not  very 
good. 

(Mr  Gray.)  His  English  is  as  good  as 
mine. 

Mr  Mikardo 

2255.  Has  the  Secretary  of  State  seen 
the  list  of  nine  very  specific  measures  put 
out  by  the  British  Textile  Confederation 
specifically  for  improving  anti-dumping 
procedures?  If  so,  what  does  he  think  about 
that  list? 

(Mr  Nott.)  I see  everything  that  the  Brit- 
ish Textile  Confederation  puts  out.  They 
put  out  things  fairly  frequently,  the  actual 
list  I have  not  got  in  front  of  me. 


2256.  It  is  quite  impressive. 

(Mr  Nou.)  We,  within  the  constraint, 
that  every  Government  Department  works 
under,  will  do  everything  we  can  to  speed 
up  and  improve  our  anti-dumping  arrange, 
ments  and,  indeed,  from  the  very  day  when 
I first  went  into  my  office  I have  been  try™ 
to  speed  up  these  procedures  and  Mr  Gray 
will  emphasise  that  Mr  Parkinson  and  the 
Permanent  Secretary  and  myself  visited  the 
anti-dumping  section.  We  have  a monthly 
or  weekly  report  that  explains  what  they 
are  doing,  what  things  are  before  them,  how 
much  they  have  outstanding  and  I am  in 
total  agreement  with  the  Committee  that  [ 
if  we  can  speed  up  these  procedures  and  1 
make  them  more  effective  we  should. 

2257.  Perhaps  it  was  a little  unfair  to 
expect  the  Secretary  of  State  to  answer  that 
question  right  off  the  cuff  without  notice; 
could  he  submit  a little  note  about  his 
Department’s  view? 

(Mr  Nott.)  On  each  of  those? 

2258.  On  those  nine  specific  measures. 
(Mr  Nott.)  Of  course. 

Mr  Foster 

2259.  Is  the  problem  within  sight  of  res- 
olution? Are  we  going  to  get  the  extra  staff 
in  Brussels  to  deal  with  this  problem  or  do  j 
you  see  it  is  still  a long  way  off? 

(Mr  Gray.)  It  is  obviously  a long  way  off 
— as  is  any  budget  matter.  What  I can  say  ( 
about  the  Commission's  staff  is  that  like  the 
British  Civil  Service  they  extend  their 
activities  into  the  working  day  and  night. 
Yes,  it  will  take  some  time  to  get  more 
people  but  Beseler  and  his  team  are  work- 
ing veiy,  very  hard  indeed.  Of  course,  they 
are  supplemented  by  our  people  on  certain 
oints;  it  is  not  just  their  25  people,  it  is  our 
5 people  plus  other  Member  States’  people 
as  well. 

Mr  Cockeram 

2260.  Does  the  Secretary  of  State  hold 
the  view  that  the  British  would  be  better 
operating  on  their  own  when  it  comes  to 
anti-dumping  measures?  Or,  do  you  hold  , 
the  view , as  some  witnesses  have  said  to  us, 
that  it  carries  more  clout,  I think  that  was 
the  word  used,  if  nine  European  countries 
grouped  together  in  seeking  to  get  anti- 
dumping measures  against  outsiders? 

(Mr  Nott.)  It  seems  that  goes  to  the  heart  j 
of  the  whole  of  the  United  Kingdom’s  1 
position  in  the  Community.  I,  of  course, 
am  in  favour  of  being  in  the  Community,  j 


Primed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


635 


26  November  7960]  The  Rt  Hon  J Nott,  MP,  {Continued 

MR  R w Gray,  CB,  Mr  R J Meadway  and  Mr  J W Preston 


[Mr  Cockeram  Contd.] 

I do  not  myself  believe  that  the  United 
Kingdom’s  trade  policies  would  be  very 
different  if  we  were  not  inside  the  Com- 
munity. I think  the  Community’s  trade  pol- 
icies broadly  speaking,  are  the  same  pol- 
icies’ we  would  adopt  if  we  were  not 
members,  but  the  fact  of  the  matter  is  we 
are  there  and  it  is  part  of  the  law  as  it  exists 
that  these  trade  matters  are  handled  by  the 
Community.  I think  it  is  a hypothetical 
question. 

Mr  Mikardo 

2261.  This  may  be  a bit  unfair  because 
it  relates  to  a document  which  the  Secretary 
of  State  cannot  be  expected  to  carry  around 
in  his  head;  but  we  have  had  a very  cogent 
memorandum  from  Marks  and  Spencer  and 
amongst  it  they  make  some  very  sharp  crit- 
icisms of  some  of  the  EEC  trading  arrange- 
ments, notably  the  loose  arrangements  with 
the  Mediterranean  associates,  the  arrange- 
ment with  China,  the  arrangements  with 
the  Lome  countries  and  not  least  the  dis- 
ruption caused  by  free  circulation  within 
the  Community  of  goods  imported  from 
elsewhere  by  one  EEC  country.  Has  he 
anything  he  would  like  to  say  in  comment 
on  all  or  that? 

(Mr  Nott.)  I could  make  a lot  of  general 
comments  on  free  circulation  but  I think 
Mr  Gray  deals  with  the  problem  of  free 
circulation  day-to-day  and  he  is  probably 
the  best  person  to  answer  that. 

(Mr  Gray.)  There  is  a view  in  the  Com- 
munity, Mr  Chairman,  of  course,  that  they 
do  not  on  the  whole  like  interfering  with 
free  circulation  of  goods  once  goods  have 
entered  the  Community.  There  is  you  have 
to  accept,  Mr  Chairman,  a philosophy  of 
a common  market  and  goods  that  have 
come  in.  But  that  philosophy  is  not  total; 
there  is  Article  115  and  all  I want  to  say  is 
that  we  do  have  many  discussions  with  the 
Commission  on  a great  many  things.  Some- 
times we  succeed,  sometimes  we  do  not, 
but  on  a fairly  substantial  number  of  things 
the  Commission  does  authorise  it.  And  it 
is  totally  within  their  authority  to  apply 
Article  115,  that  is  to  say  to  stop  the 
importation  from  another  Community 
Member  of  some  quoted  goods.  A great 
deal  is  made  of  this;  I made  this  point  when 
I had  the  pleasure  of  being  here  before.  I 
did  in  fact  say  the  scale  of  this  problem  had 
been  grossly  exaggerated  and  1 do  not  mind 
repeating  that  statement  now.  What  I am 
saying  is  that  in  very  severe  cases  the  Com- 
mission have  indeed  authorised  action. 
There  are  unsatisfactory  features  of  this. 


and  as  everybody  knows  it  we  might  as  well 
acknowledge  it.  Where  we  are  dealing  with 
a voluntary  arrangement  or  voluntary 
restraint,  for  example,  with  a Mediterra- 
nean country,  the  Commission  do  not  have 
there  the  legal  power  to  act  against  that  and 
therefore  the  use  of  Article  115  against 
imports  from  a Mediterranean  country  to 
another  Community  country  is  not  inevit- 
ably adequate  under  the  formal  Article  1 15 
procedure. 

2262.  Is  there  a special  problem  arising 
from  the  fact  that  the  German  Federal 
Republic  considers  the  German  Demo- 
cratic Republic  to  be,  for  trading  purposes, 
a part  of  its  own  market  and  therefore  can 
import  goods  from  that  country,  which  is 
of  course  outside  the  Community,  and  then 
circulate  those  goods  within  the  Commu- 
nity as  though  they  were  their  own  product? 

(Mr  Gray.)  In  principle  that  cannot 
happen. 

2263.  But  it  does  in  practice,  as  I know. 

(Mr  Gray.)  In  practice  it  may  happen  and 

when  I was  here  before  I said  we  were  look- 
ing at  this  problem  with  the  German 
authorities  and  our  own  customs  authori- 
ties. All  I am  saying  is  that  it  is  not  in  my 
view  a major  source  of  enormous  volumes 
of  imports  into  this  country.  It  is  a problem, 
yes;  there  is  a possiblity  looking  at  the 
figures. 

Chairman 

2264.  May  I ask  a question  about  the 
developing  countries  and  the  generalised 
scheme  of  preferences?  In  answer  to  a ques- 
tion from  us,  which  was:  “What  action  if 
any  does  IIMG  now  propose  to  take  to 
persuade  the  more  developed  of  the  devel- 
oping countries  to  accept  imports  from  the 
UK?  , I would  like  to  ask  you  what  is  the 
Government’s  attitude  to  the  Commission’s 
suggestion  that  in  the  new  generalised 
scheme  of  preferences  special  limits  should 
be  set  on  preferences  available  to  the  better 
off  developing  countries  in  respect  of  cer- 
tain industrialised  products?  Perhaps  on 
that  I could  remind  you  of  the  last  sentence 
of  your  answer  which  was:  “In  their  recent 
proposals  on  the  structure  of  the  Com- 
munity’s GSP  arrangements  in  1981,  the 
European  Commission  have  suggested  that 
a first  step  should  be  taken  in  this  direction 
by  setting  special  limits  on  the  preferences 
available  to  the  better  off  developing  coun- 
tries in  respect  of  certain  industrial  prod- 
ucts." Could  you  tell  us  what  countries  are 
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affected  by  that  statement?  What  products 
are  you  considering  and  have  you  a time- 
table for  settling  these  matters? 

(Mr  Nott .)  This  was  settled  yesterday  at 
the  Council  of  Ministers. 

2265.  Thank  you  very  much! 

(Mr  Nott.)  I was  present.  What  in  broad 
terms  has  happened  is  that  we  have  sub- 
stituted country  quotas,  in  other  words  it 
has  been  broken  down  into  a country  basis 
rather  than  global  ceilings.  That,  broadly 
speaking,  is  what  has  happened.  We  have 
sought  to  add  a number  of  specific  industrial 
products  to  the  sensitive  list.  The  broad 
principle  is  that  of  manufactured  goods 
coming  from  the  developing  world,  enter- 
ing the  Community  duty  free,  but  there  are 
something  over  100  sensitive  products 
where  limits  are  set  on  the  volume  of  goods 
qualifying  for  preference  and  we  have 
sought  to  add  a number  of  sensitive  prod- 
ucts to  the  list  and  that  includes  steel  prod- 
ucts, leather  products,  chemical  products, 
in  fact  we  tried  for  23  new  chemical  prod- 
ucts and  we  have  15  agreed.  So  GSP  has 
shifted  its  emphasis  ana  its  purpose  is  that 
the  advantages  of  the  GSP  are  not  going 
to  the  richer  newly  industrialised  countries 
but  to  the  poorer  developing  countries  and 
we  supported  this  realignment. 

2266.  The  happy  conclusion  to  that 
question  makes  me  go  on  to  ask  questions 
about  GATT.  The  Tokyo  Round  was  a new 
departure  in  that  it  provided  new  codes 
outside  the  mere  reductions  of  tariffs.  How 
hopeful  are  you  about  the  implementation 
of  these  codes? 

(Mr  Nott.)  The  implementation  of  them 
is  going  along  pretty  well.  The  major 
developed  countries,  western  countries, 
have  already  ratified  the  main  codes  anti 
there  is  progress  being  made  in  the  ratifi- 
cation or  those  codes  by  developing  coun- 
tries. It  is  a slow  progress  but  it  is  going 
along  quite  well. 

2267.  But  there  appears  to  have  been 
little  progress  on  negotiations  over  the 
so-called  safeguard  clause  of  GATT,  Arti- 
cle XIX,  over  the  period  of  the  Committee's 
inquiry,  that  is  our  inquiry.  How  important 
do  you  think  this  issue  is  and  can  you  tell 
us  what  are  the  Government’s  objectives 
under  this  heading? 

(Mr  Nott.)  Of  course,  Chairman,  as  you 
realise,  we  came  in  rather  at  the  tail  end 
of  these  negotiations  because  the  MTN  was 
drawing  to  a close  in  the  period  of  the  pre- 


vious Government,  but  we  feel  that  a selec- 
tive; safeguard  code  would  be  desirable  we 
favour  it,  but  I think  understandably 
enough  the  developing  world  have  be*n 
concerned  about  a selective  safeguard  code 
They  feel  that  if  there  were  to  be  agreed 
GATT  arrangements  which  enabled  devel- 
oped countries  to  pick  on  certain  products 
selectively  and  apply  Article  XIX  proce- 
dures to  them  this  would  act  to  their  det- 
riment. So  it  is  true  that  the  discussions  on 
tire  safeguard  code  have  not  made  a lot  of 
progress  and  the  outlook  does  not  look  very 
favourable  for  that  particular  code.  1 

2268.  Is,  in  fact,  the  attempt  to  make 
Article  XIX  more  selective  necessarily  a 
good  thing,  to  quote  an  unhistorical  per- 
son?  What  sort  of  time  limit  would  the 
Government  like  to  see  attached  to  any 
action  under  Article  XIX? 

(Mr  Non.)  It  is  a matter  of  judgment.  1 
think  my  view  is  that  it  is  better  to  have  an 
agreed  GATT  code  rather  than  to  have  a 
situation  in  which  everybody  is  acting 
independently  outside  the  GATT.  It  is  for 
that  reason,  a purely  pragmatic  reason,  we 
favour  a selective  safeguard  arrangement. 
If  we  do  not  get  it  what  we  must  do  is, 
because  we  are.  after  all,  the  fourth  largest 
trading  nation  in  the  world  with  30  percent 
of  our  GNP  in  world  trade  and  therefore 
we  have  probably  a greater  vested  interest 
than  almost  any  other  country,  to  gel  a 
sound,  legally  based,  international  code  for 
trade. 

(Chairman.)  Let  us  turn  our  attealion  to 
state  trading  countries. 

Mr  Mikardo 

2269.  Have  you  any  fresh  thoughts 
about  our  reaction  to  barter  deals,  to 
buy-back  requirements,  counter  purchase 
requirements  by  the  state  trading  govern- 
ments as  a condition  of  their  purchases?  In 
particular,  and  this  is  a new  point  we  have 
not  put  to  you  before,  whether  you  have 
thought  of  the  possibility  that,  since  most 
of  our  competitors  in  this  field,  who  are  the 
state  trading  countries,  play  off  one  against 
the  other  arc  Members  of  the  Community, 
whether  yon  have  considered  getting 
together  with  your  opposite  numbers  in 
those  countries  to  see  if  wc  cannot  build  up 
a combined  resistance  to  this  arm  twisting'! 

(Mr  Nott.)  On  barter  generally  we  are 
prepared,  as  you  know,  but  in  the  vast 
majority  of  eases  the  Government  is  not 
involved  in  the  detail  at  all. 

2270.  Quite  so. 
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(Mr  Noll-)  But  because  we  do  have  highly 
developed  commodity  markets  here, 
because  our  financial  system  is  very  well 
developed,  we  should  be  able  to  handle 
through  the  private  sector  barter  deals  as 
well  as  any  of  our  competitors.  On  the 
whole,  the  Government's  position  would 
he  that  we  prefer  to  see  exports  sold  against 
cash  or  against  credit  and  not  against  bart- 
ers or  whatever.  Where  we  cannot  get  the 
outer  except  by  it  barter  deal  my  Depart- 
ment, primarily  based  on  activities  in  the 
private  sector,  will  try  to  win  an  order 
through  a barter  deal.  On  the  question,  can 
we  stop  a barter  race,  we  are  constantly 
attempting,  not  just  in  barter  but  in  the  held 
of  credit,  to  stop  a credit  race  from  devel- 
oping- We  are  a member  of  the  Berne 
Union  and  this  is  the  correct  forum  for  slop- 
ping a race  developing.  1 fully  accept  we 
need  to  act  together  to  stop  people  leap- 
hogging  each  other  in  this  field  and  that  is 
what  we  are  trying  to  do.  not  always 
successfully. 

2271.  1 think  this  is  all  very  fair  but 
could  I pul  it  to  you  that  although  there  is 
a real  possibility  of  getting  towards  your 
objective  of  more  business  being  done  for 
cash,  if  you  and  your  opposite  number  in 
Germany,  your  opposite  number  in  France 
aad  perhaps  Italy  and  perhaps  the  only  one 
outside  the  Community  might  be  Sweden, 
were  to  act  together  and  get  some  under- 
standing on  the  matter  — 

(Ur  Non.)  I agree  entirely  with  you.  We 
did  discuss  this  subject  in  broad  terms  with 
the  French  at  the  recent  Anglo-French 
Summit  and  I saw  Count  Lambsdorf  yes- 
terday and  discussed  this  kind  of  matter 
with  him . 1 agree  bilateral  contacts  between 
Ministers  are  vital  in  this  area. 

(Chairman.)  May  I turn  our  attention  to 
the  question  of  exports? 

Mr  Carlisle 

2272.  Our  trade  with  Europe  has 
expanded  tremendously  in  the  last  few 
years  and  it  is  true  our  adverse  balance  of 
payments  is  improving  hut  nevertheless  that 
is  mostly  due  to  our  exports  of  oil  from  the 
North  Sea.  If  you  look  at  our  manufactured 
goods  this  is  very  different,  and  the  ratio 
of  our  exports  to  imports  for  manufactured 
was  only  82  per  cent  last  year  as  opposed 
to  128  per  cent  in  1170.  Now  to  help  our 
manufacturers  you  have  set  up  the  Exports 
to  Europe  Branch  and  I wonder  if  you  con- 
sider this  a sufficient  response  for  the  seri- 
ous deterioration  in  our  export  ratio  in 


manufactures  and  if  you  could  explain  to 
the  Committee  how  it  works  and  how  effec- 
tive it  is? 

(Mr  Nott.)  I think  I have  to  make  a gen- 
eral statement.  Where  trade  is  between 
private  sectors,  one  business  to  another,  the 
Government  has  a supporting  role  but  our 
role  as  a Department  and  through  the 
BOTB  is  really  very  different  for  trade  with 
Europe  than  for  instance  it  would  be  with 
a state  trading  company  or  a developing 
country  in  the  Far  East  where  politician  to 
politician  contact  is  more  important.  But 
in  our  trade  with,  say,  the  United  States  or 
with  Germany  it  is  very  much  business  to 
business  contact.  These  are  private  sector 
economies  and  therefore  it  is  a different 
kind  of  role  we  can  perform  with  Europe. 
The  idea  of  the  Exports  to  Europe  Branch 
is  to  bring  together  our  expertise  on  a coun- 
try basis,  knowledge  about  Germany  and 
France  together  with  the  intelligence  that 
we  obtain  on  particular  products  and  to 
bring  them  on  to  one  desk.  That  is  the  pur- 
pose of  the  thing  and  it  is  an  experiment 
and  we  will  have  to  see  how  it  works.  I do 
not  think  one  can  look  upon  the  Depart- 
ment of  Trade  as  being  right  out  in  front 
selling  products  when  it  comes  to  selling 
goods  to  Germany  because  our  role  is  a 
rather  different  role  than  it  would  be  selling 
goods  to  Bulgaria  or  Korea. 

2273.  How  many  people  would  you 
have  in  that  Branch? 

(Mr  Nott.)  I do  not  know  exactly  what 
it  would  be. 

2274.  I wondered  how  big  the  effort 
was? 

(Mr  Nott.)  I would  guess  it  is  probably 
about  10  people1. 

Mr  Crowther 

2275.  Does  this  Branch  do  any  research 
into  the  reasons  for  the  balances  of  trade 
with  other  members  of  the  EEC  getting  so 
much  worse  than  in  the  days  when  we  were 
not  in  it? 

(Mr  Nott.)  1 do  not  think  I accept  that 
premise. 

'Note  by  witness:  In  Ihc  Exports  CO  Europe  Branch  there 
are  in  people  directly  involved  in  the  work  of  stimulating 
exports.  Another  and  important  part  of  the  work  of  the 
Branch  is  to  act  as  a central  point  for  exporters’  enquiries 
about  the  Western  European  market.  The  total  com- 
plement of  the  Branch  is  42  including  clerical  staff;  this 
represents  no  increase  from  the  number  of  people  who 
were  employed  on  similar  work  before  the  Exports  to 
Europe  Branch  was  set  up. 
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2276.  The  figures  are  quite  clear. 

(Mr  Nott.)  If  we  are  looking  at  this  thing 
on  a comparative  basis  I think  we  ought  to 
recognise  in  1970  we  were  in  an  environ- 
ment which  followed  after  a devaluation 
and  our  trade  in  1970  was  doing  very  well 
in  the  developed  world  and  there  is  no  evi- 
dence to  suggest  that  our  Hade  with  the 
EEC  countries,  other  countries  in  the  EEC, 
has  fared  any  worse  since  our  entry,  since 
1970,  than  it  has  fared  with  other  developed 
countries  in  the  world.  In  fact,  an  analysis 
of  the  situation  would  show  our  trade  from 
1970  to  now  has  fared  pretty  well  compar- 
ably with  all  developed  countries  whether 
or  not  they  are  in  the  EEC.  Finally,  may 
I say  in  fact  this  year  our  trade  in  manu- 
factures, excluding  oil,  has  in  fact  substan- 
tially improved;  of  course,  it  has  improved 
to  a significant  extent  because  of  a recession 
here  in  the  United  Kingdom  and  less 
imports  coming  in  from  Europe.  I think  I 
am  right  in  saying,  and  I quote  these  figures 
broadly,  in  1979  the  figures  were  about  a 
£24  billion  of  deficit  of  manufactures  and 
I think  this  year  the  figure  will  be  about 
£2  billion. 

2277.  Does  the  Branch  do  research  into 
the  reasons  why  we  are  not  doing  very  much 
better? 

(Mr  Nott.)  Of  course,  but  that  goes  to 
the  heart  of  the  economic  policy.  The  rea- 
son we  are  not  doing  better  is  because, 
unfortunately,  we  are  not  always  compet- 
itive in  the  widest  range  of  goods.  I do  not 
think  there  is  anything  inherent  in  our  EEC 
membership  that  is  leading  to  us  having  a 
higher  deficit  than  I would  wish.  I would 
like  us  to  be  in  a surplus  but  that  goes  to 
the  heart  of  our  economic  policy. 

2278.  But  you  would  not  disagree  at  the 
time  we  went  into  the  EEC  the  argument 
that  was  presented  in  favour  of  going  in  was 
that  our  trading  relationships  with  the 
existing  EEC  countries  would  become  very 
much  better;  in  fact,  they  have  become  very 
much  worse.  Leaving  aside  the  rest  of  the 
world,  because  that  was  not  the  subject  of 
the  argument  at  the  time,  leaving  that  out, 
why  is  it  that  our  position  in  relation  to 
other  EEC  countries  has  got  very  much 
worse  when  the  case  for  going  in  was  that 
they  would  get  very  much  better? 

(Mr  Nott.)  I must  say  I do  not  remember 
myself  being  a party  to  that  particular  prop- 
aganda exercise;  T think  it  may  have  been 
part  of  the  propaganda  that  was  put  out  by 
your  Government,  Mr  Crowther,  before 


the  referendum,  but  I was  not  myself  ran, 
to  that  propaganda.  Indeed,  my  hE 
view  ol  the  Community  always  was  that 
should  join  the  Community  for  broadsr 
general  and  strategic  reasons. 


Mr  Kerr 

2279.  But  surely  you  are  not  denying 
that  a good  deal  of  the  propaganda  avi 
lancltc  that  hit  us  at  the  time  was  that  »e 
were  going  to  be  very  much  better  vii-d-vs 
our  trade  with  Europe? 

(Mr  Nott.)  1 think  that  is  true. 

Chairman 

2280.  In  this  Committee  those  on  my 
right  appear  to  have  views  against  theCom- 
munity.  The  feeling  was  once  we  joined  we 
should  have  the  bonanza  in  trade  the  nttt 
year,  but  it  seems  a long  time  coming. 

(Mr  Nott.)  I do  not  like  giving  inaccurate 
figures;  can  I correct  the  figures  I gate 
earlier?  For  manufactures  the  deficit  icli 
between  the  three  quarter  periods  from 
£2,100  million  to  £1,600  million  and  the 
export/import  ratio  has  improved  from  81 
to  86.  Our  position  this  year  in  the  first  nine 
months  has  significantly  improved  mi 
manufactures. 


Mr  Cockeram  ; 

2281.  On  visible  trade? 

(Mr  Nott.)  On  manufactures. 

Mr  Crowther 

2282.  Leaving  out  oil? 

(Mr  Nott.)  Our  position  has  significantly 
improved. 

(Mr  Fonter.)  I seem  to  remember  Sir 
Terence  Beckett  saying  before  the  Com- 
mittee, before  he  became  Director  of  the 
CBI  — 

(Mr  Maxwell-Hyslop.)  With  his  Ford  hat 
on. 


Mr  Foster 

2283.  — that  he  regarded  many  of  the 
European  major  manufacturers  in  France 
and  Germany  as  regarding  their  total 
European  market  as  their  home  market  for 
several  years, 

(Mr  Nott.)  Yes. 

2284.  There  was  some  doubt  whether 
British  companies  regarded  the  Europtai 
market  as  tneir  home  market  and  indeed 
very  few  of  them  so  regard  that  now.  , 

(Mr  Nott.)  I think  this  is  the  change  whit  1 
is  taking  place.  I think  we  ought  to  real  j 
that  not  more  than  10  years  ago  our  tiaffi  j 
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patterns  were  very  different  from  what  they 
j,ave  become  today.  I must  say  my  own 
view  of  the  position  is  that  the  shift  which 
British  industry  has  made  away  from  the 
traditional  Commonwealth  markets  to  the 
Community  is  a magnificent  one  and  I think 
that  given  we  only  entered  the  Community 
in  1972  — 

(Mr  Gray.)  1973 

(Mr  Noll.)  — 1973,1  think  that  when  you 
now  consider  that  nine  out  of  10  of  our 
principal  export  markets  are  markets  within 
Europe,  and  most  of  those  10  leading 
export  markets  arc  Community  countries, 
there  has  been  this  tremendous  shift  going 
on  from  a world-wide  basis.  I think  British 
industry  should  be  congratulated  on  what 
it  has  done  rather  than  always  carped  at. 

I know  Mr  Carlisle  was  not  carping  at 
industry  but  I think  it  has  adapted  itself 
very  well  and  it  has  taken  time. 

Chairman 

2285.  Could  I ask  you  a particularly 
unfair  question?  In  your  tours  around  com- 
panies in  this  country,  manufacturing  com- 
panies particularly,  do  you  find  many  who 
rejoice  that  their  exports  to  Europe  have 
increased? 

(Mr  Nott.)  Yes.  I know  of  many  big  Brit- 
ish companies,  medium  companies  and  par- 
ticularly small  companies  who  have  had  a 
very  great  increase  in  their  exports  to  the 
Community. 

(Chairman.)  Some  day  we  might  share 
your  experience. 

(Mr  Crowther.)  It  is  also  clear  that  many 
manufacturers  in  other  Community  coun- 
tries have  benefited  very  much  more  from 
the  inclusion  of  Britain  as  part  of  their  home 
market. 

Mr  Mikardo 

2286.  £1.6  billion  more  in  three-quart- 
ers of  a year. 

(Mr  Non.)  I am  happy  to  get  into  a gen- 
eral debate  about  our  membership,  but  I 
think— 

(Chairman.)  I think  we  must  pass  on  now 
to  a somewhat  similar  problem  about  indus- 
tty’s  response  to  overseas  companies  and 
Mr  Foster  has  a point. 

Mr  Foster 

2287.  I understand  that  the  1976  survey 
showed  that  nearly  three-quarters  of  all 
overseas  enquiries  reported  from  overseas 
posts  attracted  a response  from  UK  export- 
ers, but  can  your  Department  judge 
whether  that  response  was  quick  enough 


or  effective  enough  and  can  you  offer  any 
explanation  for  the  lack  of  response  for  25 
per  cent? 

(Mr  Noll.)  You  mean,  Mr  Foster, 
three-quarters  of  British  manufacturers 
who  received  information  about  some 
approach  responded  to  it? 

2288.  Right. 

(Mr  Nott.)  I would  think  that  is  a — 

Mr  Mikardo 

2289.  With  respect,  it  is  that  manufac- 
turers who  received  enquiries  from  abroad 
responded  to  75  per  cent  of  those  cases. 

(Mr  Nott.)  I took  the  question  to  be  that 
this  was  information  they  received  from  the 
BOTB  and  in  three-quarters  of  those  cases 
they  responded? 

2290.  Yes. 

(Mr  Noll.)  That  seems  to  be  a very  high 
response  rate  because  there  is  in  fact  a 
massive  flow  of  information  coming 
through  our  intelligence  service  from  every 
post  throughout  the  world,  which  flows 
through  the  BOTB  and  back  down  to 
industry  on  the  ground.  Of  course  there  will 
be  many  companies  who  cannot  respond 
to  the  product  to  be  delivered  or  do  not 
actually  want  to  sell  in  that  part  of  the  world 
as  against  another  part  and  that  is  a choice 
for  them.  I think  the  important  thing  is  that 
this  intelligence  system  is  there  and  working 
and  I happen  to  think  there  is  no  other 
country  which  has  got  such  an  elaborate 
system  as  we  have. 

2291.  The  point  of  Mr  Foster’s  first 
question  was  that  there  is  a qualitative  as 
well  as  a quantitative  element  in  this  — 
what  is  a response?  If  it  is  not  quick  enough 
or  it  is  not  good  enough  the  figure  of  75  per 
cent  does  not  mean  anything. 

(Mr  Nott.)  Yes. 

2292.  Could  I ask  you  to  accept  in  my 
personal  experience  the  response  of  a Brit- 
ish company  was  a letter  sent  asking  for 
further  information  about  the  enquiry  sent 
two  weeks  after  the  order  had  been  placed 
in  another  country’s  hands? 

(Mr  Nott.)  I have  been  'to  40  countries 
with  Mr  Parkinson,  since  we  became  the 
Government  18  months  ago,  and  like  you 
I have  heard  around  the  world  the  sort  of 
criticism  you  make.  As  a trade  Minister  I 
do  not  actually  see  it  as  my  function  to 
criticise  British  industry  publicly  because 
1 do  not  think  that  that  will  help  British 
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industry.  Where  we  get  criticisms  of  par- 
ticular firms  I think  we  should  put  them  to 
it  privately  — morale  is  not  high  enough 
as  it  is. 

{Chairman.)  1 would  like  to  come  to  some 
questions  about  exchange  rates  and  I will 
ask  Mr  Maxwell-Hyslop  to  put  two  points. 

Mr  Maxwell-Hyslop 

2293.  To  what  extent  and  in  what  way 
is  the  exchange  rate  of  sterling  under  the 
control  or  influence  of  the  United  Kingdom 
Government? 

(Mr  Nott.)  Of  course  I have  all  sorts  of 
views  on  this  kind  of  subject.  I think  the 
question  should  be  addressed  to  the  Chan- 
cellor rather  than  me. 

2294.  You  are  here  as  Secretary  of  State 
for  Trade. 

(Mr  Noll.)  I think  the  answer  to  that 
question  is  at  present  the  British  Govern- 
ment, broadly  speaking,  has  a policy 
favouring  a floating  exchange  rate.  I am 
sure  the  Bank  of  England  is  ironing  out 
fluctuations  in  the  day-to-day  rate,  but, 
generally  speaking,  the  policy  of  the  Gov- 
ernment is  for  a floating  rate  of  exchange. 

2295.  Are  you  saying  that  it  is  beyond 
the  power  of  the  British  Government  to 
influence  the  exchange  rate  of  sterling 
either  up  or  down  other  than  by  pegging 

it? 

(Mr  Nott.)  My  view  on  that  topic  is  as 
follows:  the  British  Government  could  have 
a whole  series  of  mechanisms  for  influenc- 
ing the  rate.  The  most  obvious  way  of 
influencing  the  rate  would  be  for  the  British 
Government  itself  to  issue  more  Treasury 
Bills,  borrow  more  money  and  sell  its  own 
currency.  It  could  do  that;  I would  be  per- 
sonally against  such  a policy  because  I think 
it  would  increase  domestic  inflation  which 
would  therefore  come  through  in  higher 
manufacturing  costs  and  would  create  the 
very  problems  for  manufacturing  industry 
that  have  caused  many  of  its  difficulties  over 
the  last  10  years.  Of  course  the  British 
Government  could  change  its  policy  to 
attempt  to  force  the  rate  down.  I do  not 
think  it  would  be  successful  in  anything 
other  than  the  short  term  because  world 
demand  would  possibly  push  it  up  or  down. 
Secondly,  I think  it  would  be  wrong  policy 
because  I think  it  would  he  inflationary  and 
I think  inflation  is  manufacturing  industry’s 
greatest  curse. 

Mr  McNally 

2296.  But  you  are  aware  that  small  and 


large  firms  put  the  value  of  the  pound  at 
the  top  of  the  list  of  their  excuses  for  their 
poor  exporting  performance.  Almost 
everyone  we  have  talked  to  abroad  and 
when  we  go  round  at  home  say  that  the 
pound  is  crucifying  them.  You  say  you  can- 
not help? 

(Mr  Nott.)  I am  aware  of  that  but  I am 
also  aware  of  certain  fundamentals  which 
are  that  there  will  be  in  the  next  10  years 
more  and  more  countries,  low-cost  pro- 
ducers. joining  the  ranks  of  the  newly 
industrialised  world  and  their  labour  rates 
will  be  lower  than  ours.  I am  aware  that  the 
quality  of  the  goods  produced  by  them  is 
getting  better  all  the  time  and  whether  the 
pound  is  high  or  not  I see  it  inevitable  that 
British  manufacturing  industry,  if  it  is  going 
to  compete  in  the  world  in  the  next  10  years, 
has  got  to  move  up  market  and  sell  mote 
on  quality,  fashions,  style  and  all  the  non- 
price  factors.  Therefore  I understand  the 
great  problems  of  British  industry  who  are 
exporting  with  the  parity  as  it  is;  of  course 
1 understand  it,  and  it  is  because  of  the 
speed  of  the  rise  of  the  parity  which  has 
caused  more  problems  for  manufacturing 
industry.  But  1 think  it  is  only  providing  a 
climate  which  is  bound  to  come  about  in 
any  event.  We  are  now  a quasi-OPECcoun- 
try  in  the  eyes  of  the  world,  we  are  under 
constant  competition  from  low-cost  pro- 
ducers, we  have  to  sell  up  market  and  the 
Japanese  and  the  Germans  on  the  whole 
sell  on  quality  and  not  on  price  and  I think 
these  factors  are  relevant. 

Chairman 

2297.  How  concerned  are  you  that 
export  markets  today  are  being  lost  because 
of  the  high  value  of  the  pound,  and  may, 
in  the  increasingly  competitive  atmosphere 
to  which  you  nave  just  referred,  be  lost 
forever?  To  what  extent  do  you  attribute 
present  low  levels  of  profitability  to  a high 
exchange  rate? 

(Mr  Nott.)  I am  obviously  very  concerned 
when  we  lose  any  export  market  and  I 
would  not  wish  that  to  happen.  I may  say 
that  the  pound  has  been  strong  for  a con- 
siderable period  of  time  and  we  have  had 
in  the  last  five  months  three  months  in 
which  we  have  had  a record  British  trade 
surplus.  We  are  speaking  today  in  the  after- 
math of  the  largest  trade  surplus  in  history. 
I certainly  would  have  expected  export  vol- 
ume to  have  fallen  away  rather  faster  than 
it  has,  given  the  high  value  of  the  pound, 
but  it  has  been  remarkably  resilient  up  to 
now  and  that  shows  a great  deal  for  British 
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manufacturing.  It  shows  that  British  man- 
ufacturing industry  is  successfully  going  for 
markets  of  the  kind  that  the  Select  Com- 
mittee is  quoting,  markets  which  arc  grow- 
ing relatively  quickly.  I think  it  was  in  the 
quarter  before  last  when  our  exports  to  the 
oil-exporting  countries  exceeded  our 
exports  to  North  America,  which  is  an 
indication  that  British  manufacturing 
industry  is  successfully  picking  out  the  fast 
mowing  markets,  is  successfully  managing 
to  get  around  the  very  severe  problems  and 
the  hieh  pound,  and  I think  it  is  doing  a 
magnificent  job.  I find  it  very  difficult  to 
predict  what  will  happen  next  year. 

2298.  Is  the  surplus  not  due  to  the  fall 
in  imports  into  this  country? 

(Mr  Nott.)  1 referred  to  export  volume 
which  is  only  just  beginning  to  fall  to  a 
limited  extent.  I would  expect  it  to  fall  fur- 
ther but  up  to  now  export  volume  has  been 
remarkably  resilient  in  the  face  of  a strong 
pound. 

Mr  Mikardo 

2299.  What  you  are  saying  is  that  the 
Committee  should  not  pay  much  attention 
to  the  long  string  of  witnesses  who  have 
come  to  us  and  said  that  their  greatest  hand- 
icap is  the  strong  pound;  you  are  saying  we 
ought  not  to  be  too  ready  to  accept  that? 

(Mr  Nott.)  What  I am  saying  to  you  is 
that  on  the  figures  we  have  examined  every 
Dther  option  which  we  might  take  in  order 
to  force  the  pound  down,  and  my  own  view 
is  that  the  correct  policy  is  to  allow  the 
pound  to  find  its  own  level  in  markets  and 
it  is  inevitable  that  over  10  years  this  coun- 
try has  got  to  move  up  market  in  its  products 
and  sell  on  quality,  style  and  all  the  non- 
price  factors.  I do  not  doubt  the  problems 
of  British  industry;  I am  sympathetic  with 
them,  but  I do  not  think  a change  in  policy 
would  help  British  manufacturing  industry 
in  the  medium  term. 

Mr  Kerr 

2300.  As  a postscript  to  that  statement 
would  you  not  agree  there  is  an  unhealthy 
dependence  on  military  hardware  in  terms 
of  our  export  performance? 


(MrNott.)  If  we  do  not  sell  a Land  Rover 
the  French  will  sell  it. 

(Mr  Kerr.)  You  know  I am  not  talking 
about  Land  Rovers. 

Mr  Crowther 

2301 . I was  interested  in  your  reference 
to  10  years.  Is  it  not  a fact  that  if  the  level 
of  import  penetration  continues  for  the  next 
10  years,  to  increase  at  the  rate  of  the  pre- 
vious 10  years,  British  manufacturing 
industry  is  going  to  be  in  a very  sorry  state 
indeed? 

(Mr  Nott.)  I do  not  agree  with  that.  I 
think  that  you  can  look  at  almost  any  coun- 
try and  you  will  find  import  penetration  has 
increased.  What  is  happening  is  that  there 
is  far  more  inter-trading  going  on  in  the 
world.  Developed  countries  are  importing 
and  exporting  more,  so  there  is  greater 
inter-trading  going  on;  and  although  our 
import  penetration  has  substantially 
increased,  so  has  our  export  penetration 
and  in  fact  our  import  penetration'  is 
approximately  30  per  cent  and  our  export 
penetration'  is  approximately  30  per  cent. 
And  our  experience  is  similar  to  every 
country  around  the  world. 

2302.  Were  we  not  exporting  some- 
thing like  30  per  cent  of  our  GNP  10  years 
ago?  Has  the  import  percentage  not  gone 
up  substantially? 

(Mr  Nott.)  No,  the  percentage  of  GDP 
which  goes  into  exports  has  increased  over 
the  1970s. 

Mr  Maxwell-Hyslop 

2303.  By  more  or  less  of  the  oil 
equivalent? 

(Mr  Nott.)  I think  it  is  important  but 
nothing  I have  said  would  be  contradicted 
if  we  took  out  oil. 

(Chairman.)  A deal  is  a deal,  Secretary 
of  State;  it  is  now  3.30.  Your  duties  are 
down  in  the  House;  may  we  meet  again 
next  Wednesday?  We  can  arrange  the  time 
through  the  necessary  channels.  Thank  you 
very  much  indeed. 


1 Note  by  witness:  Goods  and  services. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


642 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


3 December  I960]  The  Rt  Hon  John  Non,  MP, 

Mr  R W Gray,  CB  and  Mr  J W Preston 


[Continued 


WEDNESDAY  3 DECEMBER  1980 


Members  present: 

Sir  Donald  Kaberry,  in  the  Chair 

Mr  Kenneth  Carlisle  Mr  Thomas  McNally 

Mr  Eric  Cockeram  Mr  Robin  Maxwell-Hyslop 

Mr  Derek  Foster  Mr  Ian  Mikardo 

Mr  Russell  Kerr 


Examination  of  witnesses 

The  Rt  Hon  John  Non,  a Member  of  the  House,  Secretary  of  State  for  Trade,  further 
examined,  Mr  R W Gray,  CB,  Deputy  Secretary,  and  Mr  J W Preston,  Assistant 
Secretary,  Commercial  Relations  and  Exports  Divisions,  Department  of  Trade,  called 
in  and  further  examined. 


(Chairman.)  Good  afternoon,  Secretary 
of  State.  May  I welcome  you  back  to  this 
public  sitting  of  our  Select  Committee  on 
Industry  and  Trade.  We  will  go  on  with  the 
questioning  where  we  stopped  last  Wednes- 
day and  we  will  go  straight  into  questions 
about  trade  with  Japan. 

(Mr  McNally.)  We  read  in  your  written 
response  to  our  questions  that  you  were 
going  to  “continue  to  press”  for  the  removal 
of  the  remaining  barriers  to  UK  exports  to 
Japan.  Could  I put  it  to  you  very  bluntly 
that  a large  section  of  British  industry  and 
a large  proportion  of  the  British  people  find 
that  unconvincing,  that  you  and  the  Manch- 
ester liberals  in  your  department  are  being 
taken  to  the  cleaners  by  Japan  on  trade 
matters  and  that  there  is  a need  for  a much 
more  robust  and  forthright  exchange 
between  ourselves  and  the  Japanese  before 
they  are  going  to  take  you  and  your  col- 
leagues seriously? 

Chairman 

2304.  Purely  on  a point  of  principle,  the 
Minister  will  answer  for  himself,  being 
responsible,  and  not  for  those  whom  you 
describe  as  some  kind  who  are  in  his 
department. 

(Mr  No  It.)  I am  not  sure  whether  the 
term  “Manchester  liberal"  is  intended  to 
be  one  of  abuse  or  praise.  Let  me  assume 
for  the  moment  that  Mr  McNally  means  it 
in  a neutral  sense.  I would  respond  as  fol- 
lows. There  are  undoubtedly  substantial 
non-tariff  barriers  still  existing  in  Japan.  On 
my  visit  there  a year  or  so  ago  I myself  saw 
examples  of  what  1 would  describe  as 
non-tariff  barriers.  For  instance  in  the  drug 
industry  a drug  that  has  been  tested  in 
Europe  and  is  found  acceptable  and  has 


gone  through  a long  period  of 
acceptability-testing  in  the  European  mar- 
kets still  then,  if  it  is  going  to  be  introduced 
into  Japan,  has  to  go  through  another 
five-year  testing  period  there.  That  effec- 
tively works  as  a non-tariff  barrier.  So  1 do 
not  deny  that  these  barriers  exist.  Of  course 
people  charge  us  with  having  non-tariff  bar- 
riers here.  So  if  we  are  accused  of  not  press- 
ing hard  enough  I do  not  really  know  what 
I can  answer.  I played  a leading  pan  in  the 
discussions  in  the  Community  last  week 
when  we  agreed  a new  approach  by  the 
Community  towards  Japan  on  all  these 
trading  issues.  I think  we  have  to  go  on 
fighting  the  barriers  which  exist  to  our 
trade.  The  Japanese  have  removed  many 
of  them  but  still  some  exist. 


Mr  McNally 

2305 . Your  response  is  exactly  what  fills 
us  with  misgivings.  They  are  running  a bil- 
lion pound  surplus  with  us.  Our  trade  has 
deteriorated  by  your  evidence  from  last 
year. 

(Mr  Nott.)  Yes. 

2306.  Are  they  going  to  establish  a rea- 
sonable trading  relationship  as  befits  two 
developed  countries  or  are  they  going  to 
continue  to  eat  up  every  market  available 
from  the  fortress  Japan?  T believe  they  will 
do  until  we  make  them  believe  that  we  are 
for  real  about  finding  that  kind  of  trading 
unacceptable. 

(Mr  Nott.)  This  is  a very  big  subject.  May 
I just  have  a minute  or  two  to  reply? 

Chairman 

2307.  Certainly. 
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Mr  Nott.)  Can  I just  say  first  of  all  that 
lawn  is  the  second  largest  economy  in  the 
mild.  I think  it  is  even  larger  than  the 
Soviet  economy  but  leaving  the  Soviet 
Konomy  out  of  it  it  is  the  second  largest 
economy  in  the  world.  It  is  a major  trading 
aation.  It  forms,  I believe,  a crucial  stra- 
tegic role  in  the  Western  alliance.  It  is  clear 
to  my  mind  that  however  hard  we  press  the 
Japanese  we  must  not  do  so  in  such  a way 
as  to  drive  them  out  or  deeply  restrict  their 
capacity  to  operate  within  the  Western 
trading  community.  That  is  a general  com- 
ment. Now  to  be  more  particular.  I agree 
with  you  entirely  that  our  bilateral  trade 
deficit  with  Japan  is  far  too  great.  But  we 
cannot  solely  look  at  this  thing  in  terms  of 
our  bilateral  balance  with  Japan.  If  I can 
take  an  example  of  what  I mean  by  that. 
We  have  almost  our  largest  trade  surplus 
in  the  world  with  Australia.  We  would  cer- 
tainly not  have  the  size  of  trade  surplus  we 
have  with  Australia  if  Japan  was  not  in  fact 
a be  trading  to  the  extent  that  it  does  in 
the  world.  We  have  an  enormous  invest- 
ment in  Australian  mining.  I forget  the  pre- 
cise figure.  But  a very  large  proportion  of 
the  mining  output  in  Australia  goes  to 
Japan.  Therefore  it  is  not  sensible  in  my 
view  to  regard  our  deficit  with  Japan  purely 
as  a bilateral  question.  It  is  also  a multi- 
lateral question  and  if  we  take  measures 
which  would  damage  Japan  as  a major  trad- 
ing nation  in  the  end  we  will  suffer  indirectly 
in  our  trade  surpluses  in  other  parts  of  the 
world.  Now  I come  to  the  final  point  that 
rancems  you,  quite  rightly.  I agree  with 
you  that  the  present  deficit  is  unacceptable. 
It  is  far  too  high  both  with  us  and  with  the 
Community.  That  is  why  we  took  the  major 
role,  with  tne  French,  in  requiring  the  Com- 
munity to  go  out  to  Japan  and  once  again 
demand  understanding  by  Japan  that  it  is 
not  in  her  interest  to  run  this  size  of  deficit 
with  the  Western  trading  world  because, 
if  she  does,  in  the  end  it  will  be  damaging 
to  all  of  us.  This  goes  to  the  question  of  the 
parity  of  the  yen.  It  goes  to  central  ques- 
tions of  the  Japanese  economy.  The  expan- 
sion of  the  Japanese  economy  must  come 
from  imports  and  domestic  demand  and  not 
always  from  expanding  exports  at  the 
expense  of  others.  So  all  of  that  I agree 
with.  But  when  Mr  McNally  implies  we 
should  immediately  take  major  import  con- 
trol measures  against  Japan  I would  like 
him  to  remember  some  of  the  points  that 
I made  at  this  outset  of  my  remarks.  There 
ate  strategic  and  multilateral  trade  ques- 
tions involved  and  it  is  not  really  quite  as 


straightforward  as  the  bilateral  balance 
might  indicate. 

(Mr  McNally.)  At  least  a number  of  the 
points  you  make  must  weigh  as  heavily  with 
Japanese  ministers  as  they  weigh  with  you. 
The  idea  that  Japan  can  carry  on  pleading 
that  this  is  the  only  way  she  can  remain  part 
of  the  Western  community  I just  do  not 
accept.  It  just  will  not  wash  given  the 
strength  of  her  economy  and  the  position 
she  plays  in  world  trade. 

Mr  Mikardo 

2308.  Could  I ask  you,  Secretary  of 
State,  to  comment  further  on  four  points 
that  you  made  in  answer  to  Mr  McNally’s 
first  two  questions.  You  say  that  they  are 
a major  trading  nation  and  it  is  very  import- 
ant to  keep  them  in  the  Western  trading 
system.  You  think  that.  We  are  a major 
trading  nation.  The  Japanese  seem  to  lose 
no  sleep  over  the  danger  that  they  might 
ush  us  out  of  the  Western  trading  system 
y this  ridiculous  imbalance.  Where  else 
would  Japan  go  if  they  were  not  in  the 
Western  trading  system?  This  really  will  not 
do.  One  has  been  hearing  all  this  from  your 
department,  not  just  you,  Secretary  of 
State,  but  from  your  successive  predeces- 
sors for  years.  Secondly  you  say  that  some 
people  say  we  have  non-tariff  barriers. 
Would  you  agree  that  if  we  do  have  they 
are  not  as  effective  as  the  ones  the  Japanese 
have  because  if  they  were  we  would  not 
have  f 1 billion  trading  deficit.  When  you 
say  that  one  has  got  to  look  at  the  thing 
multilaterally  as  well  as  bilaterally,  one 
would  accept  that  is  so,  not  only  in  relation 
to  Japan  but  in  relation  to  many  areas  of 
world  trade  and  that  is  a factor  which  might 
influence  one;  but  not  to  the  tune  of  £1 
billion  a year.  Finally  you  say  we  arc  fight- 
ing to  get  this  deficit  reduced . What  worries 
industry  and  what  worries  some  Members 
of  the  Committee  is  that  you  ate  fighting 
with  16  oz.  gloves.  One  wonders  whether 
you  should  not  reduce  them  a bit  to  8 oz. 
or  even  6 oz.  gloves.  Can  I ask  you  what 
you  think  would  be  the  effect  if,  instead  of 
persuading  the  Japanese  to  adopt  a self- 
quota on  their  car  exports,  which  they  con- 
sistently violate  and  which  they  are  now 
refusing  to  strengthen  anyway,  suppose  we 
said  to  the  Japanese,  we,  or  maybe  Europe, 
are  going  to  put  a quota  on  your  car  exports 
into  our  markets  and  we  will  take  it  off 
when  there  is  any  serious  movement  at 
reducing  your  imbalance?  What  do  you 
think  would  be  the  effect  of  it?  Would  not 
the  effect  of  it  be  healthy? 
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[Mr  Mikardo  Contd.  1 
(Mr  Noll.)  My  difficulty  in  a way  is  that 
I would  be  delighted  to  discuss  this  question 
with  the  Committee  at  great  length  but  I 
find  some  of  these  questions  a bit  difficult 
to  discuss  within  the  full  glare  of  the  pub- 
licity of  the  press.  I am  not  suggesting  that 
the  press  should  not  be  here  but  some  of 
these  matters  are  slightly  delicate.  I am 
determined  that  we  should  stiffen  up  our 
approach  to  the  Japanese  and  indeed  this 
is  exactly  what  the  Community  are  doing 
at  this  present  time.  But  some  of  the  things 
that  are  said  about  the  Japanese  — The 
Japanese  have  undertaken  restraint  in  their 
exports  to  us.  Almost  all  the  sensitive  items 
that  come  to  us  from  Japan  are  under  some 
kind  of  restraint.  You  said  that  they  con- 
sistently violate  these  restraint  agreements. 

1 am  not  trying  to  defend  Japan  but,  please, 
we  must  be  fair  in  our  statements.  They 
have  actually  consistently  kept  to  them. 
This  year  they  are  going  to  go  a bit  over 
their  prudent  marketing  arrangement  for 
the  first  time.  But  they  have  consistently 
kept  to  their  agreements  for  self  restraint 
on  cars.  Over  the  last  three  or  four  years, 
up  until  the  present,  the  inter-industry 
understanding  on  cars  has  kept  the  Japa- 
nese share  of  the  UK  market  to  about  10-1 1 
per  cent.  There  are  voluntary  restraint 
understandings  with  the  Japanese  on  con- 
sumer electronics  and  on  a range  of  other 
sensitive  items.  So  it  is  not  true  to  say  that 
the  Japanese  government  are  not  conscious 
of  the  danger  of  running  a greater  and 
greater  deficit  with  Europe.  They  are  con- 
scious of  it.  When  I went  to  Tokyo  recently 
this  was  the  central  point  of  my  discussions 
with  my  opposite  number  in  meetings.  They 
are  conscious  of  it.  It  comes  down  to  the 
question  of  whether  the  Community  should 
impose  firm  import  controls  against  Japa- 
nese products.  That  is  the  question  at  issue. 

Mr  McNally 

2309.  I am  sorry  but  it  does  not  go  as 
far  as  that,  although  it  may  do.  The  Japa- 
nese should  understand  that,  Let  me  give 
an  example  of  which  I hope  you  have  had 
notice;  the  Rapier  decision.  Here  is  a case 
where  we  wanted  to  sell  what  was  judged 
to  be  technically  the  best  goods,  at  the  right 
price  and  where  Japanese'politics  has  inter- 
vened to  make  a “Buy  Japanese”  policy. 
Europe  and  Britain  in  particular  have  got 
to  draw  two  conclusions  from  that.  Either 
the  Japanese  change  that  kind  of  nation- 
alistic trading  or  we  play  the  same  game. 
But  they  cannot  go  on  operating  from  a 
fortress  Japan  and  gobbling  up  markets  in 


Europe  and  in  Britain.  You  say  that  von 
do  not  like  discussing  this  in  public  I th'int 
that  it  is  time  in  public  that  the  Japanese 
understood  that  British  political  patience 
and  public  patience  is  growing  short  in  the 
light  of  the  proven  facts  and  the  statistics 
that  we  face. 

(Mr  Not!.)  Can  I say  in  response  to  that 
that  if  that  is  the  Committee’s  view  1 would 
be  very  happy  for  you  to  express  it  in  your 
report.  I think  that  Mr  McNally  and  Mr 
Mikardo  and  no  doubt  other  Members  of 
the  Committee  feel  this  question  very 
strongly  and  will  wish  to  say  so.  That  seems 
to  me  to  be  very  sensible.  So  far  as  Rapier 
is  concerned,  of  course  I am  sorry  that  the 
Japanese  did  not  buy  Rapier.  But  it  should 
really  be  said  that  the  Ministry  of  Defence 
in  this  country  buys  mostly  British  equip- 
ment. I must  thank  Mr  McNally  for  notice 
of  the  point.  We  have  tried  very  hard  to 
sell  Rapier  to  Japan.  For  a variety  of  rea- 
sons,  which  are  not  wholly  nationalistic,  the 
Japanese  decided  that  they  wanted  a’dif- 
ferent  kind  of  system.  We  will  go  on  trying 
to  sell  Rapier  to  the  Japanese.  1 do  not 
think  that  I can  say  much  more. 

Chairman 

2310.  May  I put  it  this  way.  The  Com- 
mittee has  not  yet  formed  a collective  opin- 
ion on  any  points  upon  which  we  have  been 
inquiring  for  many  months  past.  So  ques- 
tions now  being  put  to  you  are  to  elicit  your 
points  of  view  on  a variety  of  subjects.  It 
would  be  better  now  if  we  were  to  continue 
putting  a whole  series  of  specific  points  to 
you  for  your  opinion.  Then  perhaps  at  the 
end  of  this  bit  on  Japan  we  could  come  back 
and  ask  your  general  point  of  view.  So  it 
would  be  better  if  we  proceeded  now. 

(Mr  Nott.)  Yes. 

Mr  McNally 

2311.  Could  I go  back  to  the  point  that 
you  have  covered  partly  with  Mr  Mikardo. 
He  pointed  out  and  you  acknowledged  in 
your  reply  that  the  Japanese  voluntary  car 
quota  has  overshot  this  year  by  a certain 
amount.  Are  you  wanting  to  see  next  year's 
voluntary  restraint  taking  that  overshoot 
into  account? 

(Mr  Non.)  As  early  as  June  this  year  we 
were  making  representations  to  the  Japa- 
nese that  the  volume  of  shipments  from 
Japan  was  running  much  too  high  to  enable 
the  Japanese  to  keep  within  JAMA’S  self- 
restraint  arrangement.  I have  subsequently 
written  to  the  Minister  for  Trade  and 
Industry  on  this  subject  and  seen  the  Japa- 
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nese  Ambassador.  This  matter  will  be  dis-  a suggestion  that  we  should  offer  something 
cussed  by  the  SMMT  when  they  visit  Tokyo  to  Japan  in  exchange  for  them  having  fuT- 
5£.ti  week.  The  suggestion  being  made  by  ther  restraint  with  us.  I struck  that  out  and 
the  SMMT,  which  I believe  they  will  follow  said  that  there  is  nothing  that  we  are  going 
m in  Tokyo,  is  that  any  overrun  this  year  to  offer  as  part  of  these  negotiations.  It  is 
— and  it  looks  as  if  there  will  be  a small  the  Japanese  that  must  make  the  move  not 
overrun  this  year  — will  come  out  of  next  us.  I do  not  have  any  objection  to  the  Corn- 
year's  total.  Of  course  I think  the  Com-  munity  taking  a more  vigorous  part  in  this 
inittee  realise  that  the  number  of  cars  that  but  what  I do  not  want  to  see  is  us  giving 

have  come  in  from  Japan  this  year  are  much  up  what  we  have  got  until  I know  what  is 

lower  than  last  year  because  of  course  the  going  to  be  put  in  its  place, 
market  has  been  much  smaller.  Certainly  (Mr  McNally.)  1 do  not  speak  for  the 
ike  thing  is  going  to  overrun  this  year.  I Committee  but  I think  you  will  get  the  sup- 

cannot  really  quite  say  what  it  will  be  but  port  of  a large  number  on  that  point.  We 

it  will  be  11.5-12  per  cent,  something  like  note  that  France  and  Italy  do  not  seem  to 
that  by  the  end  of  theyear.  Yes,  theSMMT  have  suffered  the  same  problems  about 

will  be  suggesting  that  that  overrun  should  Japanese  imports  that  we  have, 

come  out  of  next  year’s  allocation.  (Mr  Mikardo.)  How  do  they  get  away 

with  it? 

2312.  Are  you  personally  thinking  in 

terms  of  a Community  limit  or  are  you  still  Mr  McNally 

seeing  it  in  terms  of  national  limits?  2314.  Have  we  got  something  to  learn 

(Mr  Nott.)  My  position  has  always  been  from  them  or  are  we  going  to  end  up  taking 
this  up  to  now.  Our  existing  self-restraint  the  brunt  of  any  Community  deal  with 
arrangements  with  the  Japanese  have  on  Japan? 

the  whole  worked  reasonably  well.  Con-  (Mr  Nott.)  Italy  have  a treaty  which  pre- 
trary  to  what  I thought  was  said  earlier,  I dates  the  Community  and  therefore  Italy 
believe  that  the  Japanese  have  broadly  kept  clearly  has  legal  powers  to  impose  quotas 
to  them.  Therefore  I do  not  want  to  see  on  Japanese  car  imports  into  Italy  and  they 
national  arrangements,  industry  to  industry  predate  the  Community  arrangements, 
understandings,  which  actually  are  work-  Maybe  we  have  something  to  learn  from 
ing,  abandoned  before  I know  that  the  the  French.  If  that  is  a conclusion  the  Corn- 
Community  is  going  to  put  something  inittee  want  to  draw  from  this  discussion 
equally  or  more  effective  in  its  place.  I would  not  dissent  from  that.  The  fact  is, 

as  I said  last  time,  the  French  just  do  not 

2313.  Are  you  happy  that  our  rights  and  buy  Japanese  cars.  It  would  help  me  a lot 

privileges  under  the  Treaty  of  Rome  do  give  if  the  British  did  not  either  but  I am  afraid 
its  sufficient  protection?  Do  you  think  that  that  is  not  the  environment  in  which  I am 
as  a late-comer  we  fit  in  to  their  trade  working. 

responsibilities  well?  Have  you  any  worries 

about  how  the  Community  looks  after  our  2315.  One  of  the  things  which  the  group 
uade  privileges  and  trade  negotiations  in  which  went  round  the  Far  East  came  away 
relation  to  Japan  in  particular?  with  was  a feeling  that  there  was  a fiction 

(Mr  Nott.)  To  be  fair  to  the  Community  about  the  industry  to  industry  talks  within 
it  is  the  Member  States,  including  our-  the  structure  of  Japanese  economy,  Japa- 
selves,  who  have  been  the  reluctant  parties  nese  society,  Japanese  politics  and  that 

to  handing  over  this  area  of  responsibility  really  it  would  be  better  to  remove  that 

l to  the  Commission.  I have  been  reluctant  fiction  and  get  down  to  government  to  gov- 
to  see  the  Commission  take  on  responsi-  eminent  talks  in  terms  of  restraint.  It  comes 
bilities  in  this  area.  I have  been  concerned  back  to  the  point  which  Mr  Mikardo  and 

that  out  of  us  giving  up  our  existing  industry  I launched  at  you  at  the  beginning.  But 

to  industry  and  voluntary  restraint  arrange-  really  is  it  not  better  that  we  talk  to  them 
| merits  we  would  not  get  anything  better  out  frankly  and  openly  as  government  to  gov- 
; of  a Community  deal.  If  the  Community  emment  and  get  some  cast  iron  agreements 
can  come  up  with  a more  effective  arrange-  out  of  them  rather  than  shuffling  on  as  we 
meat  than  the  one  we  have  got  now  then  have  done  over  the  last  few  years? 
that  would  be  quite  a different  matter.  In  (Mr  Nott.)  We  are  constantly  in  touch  on 
the  discussions  in  the  Community  last  week  a government  to  government  basis.  But  the 
I was  the  person  who  struck  out  of  the  for-  Japanese  prefer  to  see  their  own  industries 
mula  which  the  Commission  recommended  acting  under  restraint  arrangements  rather 
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than  government  to  government  arrange-  because  we  are  getting  imports  in  here  t 

ments.  As  1 have  said,  the  industry  to  am  also  getting  letters  from  the  consumer 

industry  understandings  that  we  have  had,  electronics  industry  complaining  that  thev 
where  they  exist  have  been  kept  to  by  the  are  being  shut  out  of  markets  in  other  parts 
Japanese.  It  would  not  be,  as  I am  sure  Mr  of  the  world  because  these  countries  are 
McNally  appreciates,  a UK  to  Japanese  retaliating  against  us  because  we  have  put 
arrangement.  It  would  be  a Community  to  protectionist  barriers  here  against  their 
Japanese  arrangement  and  that  complicates  trade.  I have  got  letters  on  my  file  now  from 
the  alternative  because  then  we  would  be  the  consumer  electronics  industry  com- 
in  a position  of  having  to  negotiate  within  plaining  that  they  cannot  sell  our’ British 
a Community  context  and  what  our  share  consumer  electronics  in  Indonesia  because 
of  Japanese  exports  to  the  Community  Indonesia  are  shutting  out  our  goods  from 
would  be.  that  particular  market  in  retaliation  for  the 

protection  that  we  are  affording  to  the  tex- 
Mr  Mikardo  tile  industry.  This  is  the  reality  of  the 

2316.  Do  you  happen  to  know  that  position, 
there  is  in  the  House  at  this  moment  a lobby 

of  a lot  of  people  who  work  in  consumer  Chairman 

electronics  in  a number  of  firms  which  are  2317.  We  have  some  questions  later 
on  the  point  of  being  shut  down  because  about  that. 

of  the  high  level  of  Japanese  imports  in  that  (Mr  Noll.)  I come  onto  the  quotas.  The 
field?  So  it  is  not  only  cars.  Could  I ask  you  answer  to  that  question  is  that  at  the  heart 
if  you  would  kindly  give  us  specific  answers  of  the  problem  lies  the  fact  that  the  Japa- 
to  one  of  the  questions  which  I fired  at  you  nesc  have  an  extremely  efficient  industrial 
and  which  you  did  not  answer.  It  was  prob-  sector.  If  quotas  were  imposed  on  them  and 

ably  my  fault  for  firing  too  many  at  once  we  said  well  they  will  come  off  when  you 
and  I apologise.  It  is  simply  that  if  we  or  open  up  your  market  in  the  way  we  want, 
the  Community  said  to  the  Japanese  that  I have  to  say  that  in  certain  sectors  they  are 
we  are  going  to  put  certain  quotas  on  certain  so  very  very  competitive  with  European 
groups  of  products  as  of  whenever  and  we  industry  that  it  is  difficult  to  see  in  the 
will  take  them  off  as  soon  as  there  is  clear  medium  term  whether  we  would  actually 
evidence  that  there  is  a real  movement  successfully  sell  more  in  their  internal  mar- 
towards  a reduction  of  this  imbalance  do  ket  even  were  there  no  non-tariff  barriers 
you  consider  that  could  have  other  than  a there.  The  fact  is  that  in  many  areas  it  is 
beneficial  effect?  a super  efficient  economy.  We  have  to 

CMrAoK.JTherearetwopoints.Thefirst  recognise  that  as  well, 
one  is  that  not  only  do  I know  that  there 

is  a lobby  from  the  consumer  electronics  Mr  Ken- 

industry  here  but  I saw  them  this  morning.  2318.  Secretary  of  State,  at  last  week’s 
The  gentlemen  who  came  to  see  me  and  meeting  you  are  asked  whether  you  would 

the  ladies  who  were  part  of  this  lobby  and  be  prepared  to  consider  any  specific  pro- 

I had  a long  talk  about  consumer  electronics  posals  for  collective  import  controls.  Let 

from  Japan.  The  NEDC  delegation  which  us  take  the  example  of  Japanese  commer- 
includecl  observers  from  trade  unions  con-  cial  vehicles.  The  Japanese  are  generally 
cerned  have  been  to  Japan  and  were  committed  to  “prurience”,  but  suppose 

actually  quite  satisfied  with  the  talks  that  their  exports  of  commercial  vehicles 

they  had  tn  Japan  on  consumer  electronics,  through  Ireland,  for  example,  were  to 
They  felt  that  it  was  satisfactory  set  of  dis-  increase  sharply  would  imports  from  there, 

cussions  with  the  Japanese  and  broadly  taken  with  other  Japanese  imports,  provide 

speaking  those  who  conducted  those  dis-  an  argument  for  British  Government 

cussions  felt  that  they  went  well.  We  have  intervention? 

major  problems  to  consider  about  the  PAL  (Mr  Nott.)  The  restraint  agreements 
colour  television  licence.  But  on  the  whole  cover  not  just  cars  hut  commercial  vehicles 
the  VRAs  on  consumer  electronics,  like  the  and  vans  as  well.  At  the  moment  the  Jap 
VRAs  on  cars,  the  industry  to  industry  anese  are  not  sending  any  heavy  commct- 
arrangements,  have  been  kept  to  by  the  cial  vehicles  to  this  country.  There  was  a 
Japanese.  I could  not  be  more  aware  of  the  case  the  other  day  of  Hino  sending  some 
fact  that  — I do  not  only  get  lobbies  from  kits  into  Ireland,  which  were  assembled  in 
the  consumer  electronics  industry  saying  Ireland  and  the  heavy  commercial  lorries 
that  country.  The 
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Japanese  are  not  sending  heavy  commercial 
vehicles  here  at  the  moment.  They  are 
tending  cars,  as  the  Committee  knows. 
They  are  also  sending  light  vans  and  they 
have  successfully  taken  a substantia)  part 
of  our  market.  It  depends  what  kind  of  vans 
one  is  talking  about  but  the  total  light  com- 
mercial vehicles  took  about  12  per  cent  of 
jie  British  market  in  January  to  October 
1950.  The  SMMT  in  their  negotiations  with 
JAMA  are  also  getting  prudent  marketing 
undertakings  from  the  Japanese  in  that  area 
as  well  as  in  cars.  I must  say  to  the  Com- 
mittee that  if  the  Committee  recommend 
5rm  quotas  against  Japan,  the  Committee 
will  do  so.  Maybe  in  certain  respects  that 
will  help  me. 

(Ur  Mikardo.)  I think  you  will  And  that 
1 the  Committee  will  be  very  willing  to  do 
your  job  for  you  if  you  do  not  want  to  do 
it  yourself. 

(Chairman.)  But  we  must  not  anticipate 
what  we  have  not  yet  discussed  in  the 
Committee. 


Chairman 

2320.  What  would  you  like  to  happen? 

(Mr  Non.)  Knowing  the  way  my  country 

is  made  up  of  a Welsh  Office,  a Scottish 
Office,  a Scottish  Grand  Committee,  a 
Welsh  Grand  Committee,  and  so  on  and 
so  forth  — 

2321.  And  Northern  Ireland? 

(Mr  Nott.)  — and  Northern  Ireland,  all 
of  whom,  understandably,  are  seeking 
greater  investment  in  their  particular 
region , it  is  a delicate  matter  for  the  Foreign 
Secretary  to  co-ordinate  these  approaches 
abroad.  Certainly  we  could  do  with  better 
co-ordination  in  this  area.  Itwould  be  a fair 
criticism. 

Mr  Kerr 

2322.  Can  I tell  you  that  when  we  were 
in  Tokyo  we  were  contemporaneous  with 
the  Telford  Development  Corporation.  It 
was  getting  rather  crowded  in  Tokyo  at  that 
time. 

(Mr  Nott.)  Yes. 


Mr  Kerr 

2319.  The  answer  to  question  14  does 
not  refer  to  the  role  that  Japanese  invest- 
ment in  the  UK  might  play  in  reducing  the 
alarmingly  large  bilateral  imbalance  of 
trade  between  the  two  countries.  Has  the 
| Secretary  of  State  any  views  on  whether  the 
I efforts  of  British  trade  missions  seeking  to 
I attract  Japanese  investments  to  the  UK  are 
I adequately  co-ordinated  and  sufficiently 
t effective? 

(Mr  Nott.)  The  answer  to  that  is  that  1 
personally  am  not  very  satisfied  with  this 
area.  As  "the  trade  Department  we  would 
feel  that  the  Department  of  Trade  and/or 
the  Foreign  Ofhce,  who  do  have  a co- 
ordinating role  in  this,  should  try  and 
ensure  that  all  countries  overseas  are  not 
1 confused  by  a series  of  British  delegations, 
some  seeking  more  investment  in  Scotland, 
others  seeking  investment  in  Wales,  others 
seeking  investment  in  Milton  Keynes  and 
Manchester  and  so  on  and  so  forth.  This 
is  a continuous  problem  but  1 do  not  feel 
j that  I should  say  here  that  the  Scottish 
| Development  Agency  should  not  send  peo- 
i pie  abroad  seeking  investment  in  Scotland. 
But  there  is  an  underlying  criticism  in  the 
question  and  it  is  partly  valid.  But  some- 
times we  do  confuse  countries  overseas  so 
far  as  direct  investment  is  concerned  by 
having  so  many  delegations  going  abroad 
from  so  many  different  parts  of  the  United 
Kingdom  seekipgjp^dJ^y^eRt. 

Uni  vet 


Mr  McNally 

2323.  On  the  broader  philosophy  of 
inward  investment  a lot  of  the  evidence  we 
have  received  from  British  firms  about  why 
they  invest  abroad  is  that  there  comes  a 
point  when  the  option  is  no  longer  open  to 
them  to  continue  to  export  from  Britain  to 
that  market.  The  recipient  government  and 
people  say  we  want  tne  factory  here.  With 
a developed  economy  like  Japan  surely 
there  must  be  much  more  emphasis  on  them 
doing  likewise.  In  your  talks  with  your  con- 
temporaries do  you  emphasise  the  fact  that 
inward  Japanese  investment  is  one  of  the 
things  which  will  improve  the  Japanese 
image  in  terms  of  trade  relations.  I again 
go  back  to  the  point  that  they  cannot 
operate  from  fortress  Japan.  They  have  got 
to  start  operating  like  a developed,  mature 
economy,  otherwise  actions  will  be  taken 
against  them. 

(Mr  Nott.)  Certainly  I believe  that  the 
more  we  can  attract  Japanese  investment, 
particularly  in  high  technology,  into  this 
country,  tne  better.  Certainly  I have  done 
my  best  on  visits  to  every  developed  country 
overseas  to  get  investment  here.  Indeed 
that  is  what  people  from  the  Scottish  Office 
and  the  Welsh  Office  and  everywhere  else 
are  attempting  to  do.  It  is  very  important 
indeed.  I must  say  that  in  the  case  of  Japan 
they  had  an  unfortunate  experience  a few 
years  ago  which  they  have  not  forgotten 
ovcj-  the  Hitachi  case  which  I think  you  will 
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[Mr  McNally  Could.] 

remember.  There  was  a tremendous  lobby  Mr  Mikardo 

against  Japanese  investment  in  this  country  2328.  Threats  but  no  action? 

and  when  I saw  the  chairmen  of  the  leading  (Mr  Noll.)  In  so  far  as  the  United  States 

electronics  companies  in  Japan — andlsaw  is  concerned,  which  is  the  other  concrete 
all  of  them  when  I was  there  — on  this  very  example  which  I mentioned  in  my  submis- 
subject  they  were  anxious  to  know,  if  they  sion,  there  of  course  there  has  already  been 

were  to  come  to  this  country  with  major  a proclamation  passed  by  President  Caner 
investments  in  the  future,  whether  they  Inthecaseofothercountriesthereisalwavs 
would  be  well  received  by  the  British  trade  the  underlying  threat  and  counter  threat 
unions  and  by  the  British  Government.  I — which  indeed  we  indulge  in  too  — that 
said  that  I could  only  speak  for  the  British  unless  we  get  our  way  on  such  and  such  a 
Government  but  1 believed  that  the  British  particular  thing  we  will  take  action  agait® 
trade  unions  would  also  welcome  them  too.  you.  This  is  actually  the  reality  of  our 

day-to-day  dealings  with  many  countries 
Mr  Kerr  around  the  world.  Obviously  this  is  not  a 

2324.  I think  that  has  been  substantially  matter,  in  terms  of  specific  circumstances 

put  right  by  the  Queen's  Award  to  Sony  which  I wish  to  put  on  the  public  record! 
last  week.  I am  sure  the  Committee  will  understand 

(Mr  Nott.)  That  was  a good  award,  yes.  that. 

(Chairman.)  I think  we  respect  your 
Mr  Carlisle  desire.  Let  us  pass  on  to  the  problems 

2325.  If  we  were  to  withdraw  front  associated  with  public  procurement. 
Europe  do  you  think  they  would  continue 

to  come  here?  Mr  Mikardo 

(Mr  Nott.)  The  Japanese  are  much  more  2329.  The  Committee  was  gratified  by 
likely  to  invest  here  whilst  we  are  a member  the  Government’s  response  to  what  we  had 
of  the  Community  because  they  would  said  about  the  CAA  radar  purchase  and  wc 
regard  this  as  a base  from  which  they  could  are  grateful  to  you.  Can  we  push  our  luck 

sell  in  the  Community.  by  asking  you  whether  you  think  more 

could  be  done  in  public  procurement — and 

2326.  There  has  been  much  talk  I am  thinking  largely  of  departments 

recently  about  the  Indonesian  cancellation  beyond  your  own  — to  get  purchasers  to 
of  contracts  in  retaliation  for  the  quotas  put  consider,  in  drawing  their  specifications, 
on  their  products  by  the  Community.  What  that  they  ought  to  draw  them  m such  a way 
is  the  latest  information  on  the  precise  as  to  make  the  product  saleable  abroad  as 
losses  involved  in  the  cancellations?  well  as  for  their  own  particular  use.  I am 

(Mr  Nott.)  I really  do  not  want  to  talk  drinking  of  such  things  as  refuse  clearing 
about  this  publicly.  It  is  a very  delicate  vehicles,  fire  fighting  vehicles,  hospital 
question.  I am  doing  my  best  to  hold  the  equipment,  measuring  equipment,  labota- 
MFA  together  in  what  are  increasingly  dif-  tory  equipment,  optical  instruments,  edu- 
ficult  circumstances.  The  Indonesians  have  cational  aids.  There  are  dozens  and  dozens 
acted  contrary  to  the  agreement  they  of  things  which  are  brought  in  large  quan- 
entered  into  with  the  Community.  This  is  tities  by  public  agencies  without  any  regard 
a Community  matter.  Certainly  there  has  to  drawing  them  in  such  a way  that  the 
been  some  retaliation  against  our  trade  and  manufacture  can  use  that  order  as  a base 
what  I am  anxious  to  bring  about  is  a solu-  to  go  and  sell  abroad.  Can  we  do  more 
tion  to  this  problem.  Clearly  I do  not  want  about  that? 

to  talk  about  it  too  much  because  the  more  (Mr  Nott.)  This  is  a very  very  important 
I do  so  — area.  So  often  one  hears  standards  being 

talked  about  in  terms  of  non-tariff  barriers 

2327.  In  your  answers  to  us  you  said  by  us.  The  charge  is  made  that  other  coun- 

that  we  have  had  retaliation  not  only  from  tries  are  erecting  standards  which  act  as  a 
Indonesia  but  the  USA  and  you  indicated  non-tariff  barrier  against  our  exports  and 
in  a previous  answer  that  you  had  other  indeed  they  do.  In  response  to  that  claim 
letters  on  your  desk.  How  many  other  coun-  people  suggest,  continuously  of  coupe  to 
tries  are  taking  retaliatory  measures  or  are  my  Department,  that  we  should  be  in  the 
likely  to?  standard-making  game  to  put  up  batrien 

(Mr  Nott.)  There  are  threats  of  retalia-  against  other  people’s  exports  to  us.  Bui 
tion  against  us  from  several  countries  at  the  in  fact  a more  important  aspect  of  this  ques- 
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[Mr  Mikardo  Conid.) 

siandard-inaking  arrangements  are  such 
that  we  are  working  to  standards  that  are 
acceptable  in  other  parts  of  the  world.  The 
whole  standard-making  process  is  very  dif- 
ferent in  this  country  to  what  it  is  in  Ger- 
many. Ours  is  a permissive  system.  It  does 
not  lie  wholly  in  my  hands.  It  lies  in  the 
hands  of  BSI  which  has  of  course  very  many 
British  industrial  representatives  on  it  and 
the  standard-making  process  goes  forward 
with  a board  which  is  comprised  of  British 
industry  and  representatives  of  my  Depart- 
ment and  the  Department  of  Industry.  So 
I agree  entirely  with  this . We  have  gone  too 
slowly  on  the  standard-making  side.  We 
want  to  speed  up  the  process.  We  want  to 
go  for  standards  which  are  acceptable  in 
world  markets.  It  might  be  sometimes  sen- 
sible — I pluck  this  out  of  the  air  — for  us, 
for  instance,  to  adopt  DIN  standards  as  our 
standards  because  DIN  Standards  in  engi- 
neering goods  are  now  in  very  many  parts 
of  the  world  the  acceptable  standard  which 
people  want  to  buy. 

2330.  Can  I pursue  that  for  a moment. 

1 am  anticipating  a question  which  was  due 
to  come  later,  because  I have  been  involved 
in  this.  The  fact  of  the  matter  is  unhappily 
that  this  standard-making  process  is  a vol- 
untary one  which  you  described  with  the 
involvement  of  industry.  The  fact  of  the 
matter  regretfully  is  that  too  often  those 
businesses  looked  at  the  standard-creating 
process  not  against  the  criteria  of  whether 
it  will  sell  abroad,  ie  whether  it  is  near  to 
DIN  standards  or  not.  but  against  the  cri- 
terion of  their  own  plant,  machinery,  jigs, 
tools,  fixtures  and  dies.  So  they  will  not  let 
a standard  go  through  which  would  involve 
them  in  scrapping  some  dies  and  buying 
some  new  dies.  That  is  the  very  opposite 
process  from  what  is  required  to  get  accept- 
ability abroad.  Would  it  not  be  better  if  a 
little  bit  of  screw  were  turned  on  this  vol- 
untary arrangement  which  does  have  this 
bad  result  of  giving  standards  which  are 
imprecise  because  they  have  got  to  cover 
everybody's  machinery  and  everybody's 
jigs? 

(Mr  Nott.)  I agree  almost  wholly  with 
everything  you  say.  The  area  of  standard- 
making may  seem  to  some  to  be  a very 
esoteric  one,  but  it  is  not.  It  is  absolutely 
central  to  our  export  effort  and  I have  in 
fact  spent  a lot  of  time  on  this  subject 
recently  because  I share  some  of  the  con- 
cern about  the  standard-making  process 
which  you  have  expressed.  It  has  also  been 
the  subject  of  several  discussions  in  NEDC. 
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I agree  with  all  the  points  that  you  make 
in  that  last  intervention. 

Chairman 

2331.  Mavlturntotheansweryougave 
to  question  17  about  the  Community’s  com- 
petition rules.  We  know  that  the  Govern- 
ment, earlier  in  our  inquiry  — in  fact  it 
seems  a long  time  ago  now  — said  that  they 
were  satisfied  with  the  progress  on  a num- 
ber of  cases  about  competition.  We  should 
like  to  know  whether  you  are  now  satisfied 
better  about  the  way  in  which  rules  of  com- 
petition are  being  conducted?  Could  you 
tell  us  what  problems,  if  any,  have  been 
resolved  recently  or  seem  likely  to  be 
resolved  as  a result  of  what  you  say  is  the 
opening  up  of  "informal  channels"  with  the 
Commission  which  may  avoid  the  necessity 
of  formal  complaints?  Even  though  we  are 
sitting  in  public  would  you  let  us  into  the 
secret  of  what  are  the  "mfonnal  channels” 
and  how  they  work? 

(Mr  Nott.)  Is  this  competition  within  the 
internal  market? 

2332.  Indeed,  yes. 

(Mr  Nott.)  We  have  not  made  much  prog- 
ress on  this.  It  was  my  view  when  we 
became  the  Government,  and  it  still  is  my 
view,  that  this  is  an  unsatisfactory  area 
within  the  Community.  The  basic  concept, 

I think,  is  understood  by  the  Committee. 
It  is  that  just  as  we  do  not  have  any  anti- 
dumping competition  rules  in  trade 
between  Liverpool  and  London  because  we 
regard  the  UK  as  a single  market  and  no 
one  suggests  that  something  made  in  Liv- 
erpool that  undercuts  something  similar 
made  in  London  is  dumping  or  anti-com- 
petitive or  unfair.  In  tbe  same  way  the  Com- 
munity conceives  of  the  European  market 
as  being  a single  market  and  the  Liver- 
pool/London analogy  is  the  same  as  the 
Liverpool/Frankfurt  analogy.  It  is  all  part 
of  the  same  market.  So  we  are  dealing  here 
with  particular  Articles  in  the  Treaty  which 
are  difficult  to  adapt  to  this  particular  kind 
of  situation.  But  clearly  there  are  situations 
within  the  Community  where  there  is  unfair 
competition  as  between  one  part  of  the 
internal  market  and  another.  Mr  Parkinson 
and  I went  to  the  Commission  and  discussed 
this  many  months  ago  to  see  if  we  could  get 
a better  system  organised  for  examining 
complaints  within  the  internal  market.  I am 
bound  to  say  that  nothing  very  much  has 
happened  although  we  have  been  pressing 
this  point.  When  we  get  complaints  — for 
instance  the  classic  case  is  Italian  steel  baths 
lily  of  Southampton  Library  Digitisation  Unit 
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(Chairman  Contd.] 

— we  put  this  to  the  Commission.  The 
Commission  investigate  it  but  I am  bound 
to  say  that  nothing  very  much  comes  out 
of  the  complaint.  Ido  think  this  is  an  area 
where  much  more  needs  to  be  done  within 
the  Community.  But  we  will  take  this  mat- 
ter up  afresh  as  soon  as  we  get  a new  Com- 
mission. There  is  no  point  ai  the  moment 

— and  there  has  not  been  for  the  last  few 
months — in  raising  this  with  a Commission 
which  is  about  to  expire.  But  it  is  a very 
important  point  for  the  new  Commission. 

Mr  Maxwell-Hyslop 

2333.  Can  I pursue  the  Secretary  of 
State’s  analogy.  Selling  at  a different  price 
in  Liverpool  and  London  may  not  be  dump- 
ing but  it  is  most  certainly  an  offence  against 
our  own  restrictive  trade  practices  Act. 
Where  secret  discounts  have  been  given. 

(Mr  Nott.)  No. 

2334.  Oh,  yes  indeed.  Where  secret 
discounts  have  been  given  — yes  indeed 
you  say  — and  this  is  what  it  often  amounts 
to.  If  a manufacturer  sells  at  one  price  in 
Italy  or  gives  a discount  in  Italy  that  he  is 
not" prepared  to  give  in  Britain,  those  are 
circumstances  in  which  if  a British  manu- 
facturer sold  to  British  Leyland  — say  Dun- 
lop, if  Dunlop  sold  their  tyres  to  British 
Leyland  — at  one  price  and  to  Chrysler  at 
another,  Chrysler  are  perfectly  entitled 
under  our  own  restrictive  trade  practices 
legislation,  are  they  not,  to  complain  to  the 
restrictive  trade  practices  enforcement 
mechanism?  It  may  not  be  dumping  but 
where  I think  the  Secretary  of  State  may 
have  understated  the  case  is  to  imply  that 
if  something  is  not  dumping  it  is  therefore 
all  right  ana  permissible. 

(Mr  Noll.)  Certainly.  The  Competition 
Directorate  of  the  Community  has,  of 
course,  taken  up  several  cases  of  the  kind 
that  Mr  Maxwell-Hyslop  describes;  for 
instance  it  took  up  the  case  of  the  pricing 
of  Scotch  Whisky,  much  to  the  dislike  of 
Distillers.  These  kind  of  cases  are  being 
taken  up  by  the  Competition  Directorate. 
Indeed,  if  there  is  an  anti-competitive  prac- 
tice which  is  contrary  to  British  law  then 
our  competition  laws  apply  to  that.  But  I 
was  not  referring  to  what  are  designated 
anti-competitive  practices  of  the  sort  that 
Mr  Maxwell-Hyslop  refers  to.  I was  talking 
about  the  more  general  question  of  charges 
of  dumping — I use  that  word  in  the  broad- 
est sense  — between  one  part  of  the  internal 
market  and  another.  There  we  do  not  have 
any  mechanism  that  is  very  effective  for 


dealing  with  it  if  it  does  not  fall  within  the 
particular  area  which  you  have  described 


2335 . But  surely  what  producers  in  this 
country  are  concerned  about  is  unfair  com- 
petition  within  the  EEC.  not  the  label  that 
is  attached  to  that  particular  category  of 
unfair  competition?  Too  often  the  Depart- 
ment of  Trade  is  apt  to  repeat  over  and 
over  again  that  there  cannot  be,  by  defi- 
nition , intra-Community  dumping,  asif  that  1 
is  all  that  can  be  said,  when  they  ought  to 
go  on  to  say,  but  under  the  competition  I 
rules  certain  practices  are  unperraissible 
for  instance,  selling  at  one  price  in  Italy  and  i 
another  price  in  the  United  Kingdom,  and  I 
if  you  will  provide  us  with  evidence  of  this  j 
we,  the  Department  of  Trade,  will  take  I 
vigorous  action.  There  is  a legitimate  crit-  ' 
icism  of  your  department  that  it  takes  the  1 
purely  negative  approach  and  points  out  j 
that  there  cannot  be  intra-Community  ! 
dumping  and  does  not  go  on  to  say  that  the 
complainant  lias  a just  case  for  which  there 

is  a remedy  but  he  has  merely  applied  the 
wrong  label  to  the  nature  of  his  complaint, 

(Mr  NoU.)  There  are  many  justified  crit- 
icisms of  my  Department. 

Chairman 

2336.  Is  there  not  a whole  series  of  set- 
tled cases  in  the  Commission  and  in  the 
European  Court  of  Justice  on  the  question 
of  giving  discounts  in  one  country  and  not 
in  another  country?  Are  there  not  a whole 
run  of  them  which  show  that  it  is  unfair 
competition? 

(Mr  Nott.)  Yes.  There  are  a vast  number 
of  cases.  We  see  it  partly  as  our  role  in  the 
Department  of  Trade  to  actually  help  Brit- 
ish manufacturers  who  are  under  attack  by 
the  Competition  Directorate  of  the  Com- 
munity. In  the  case  of  Distillers  and  the 
Scotch  Whisky  pricing  arrangements,  which 
is  an  example  which  comes  to  mind,  I did 
my  best  to  help  Distillers  in  those  circum- 
stances because  I saw  it  as  my  job  to  help 
solve  that  problem  for  British  industry.  I 
hope  the  Department  does  not  take  a 
“Manchester  liberal”  view  of  these  things. 

1 believe  the  officials  in  my  Department 
take  a wholly  pragmatic  view,  but  it  is  a 
complicated  process,  operating  within  the 
Community,  and  I think  we  do  our  best  to 
help. 

(Mr  Mikardo.)  I am  not  worried  about 
your  department  taking  a “Manchester  lib- 
eral” view,  Secretary  of  State.  I am  worried 
about  it  taking  a “Diisseldorf  liberal"  view 
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or  a “Tokyo  liberal"  view  because  that 
seems  to  be  what  happens  too  often. 

Chairman 

2337.  The  Grundig  case  made  it  quite 
clear  that  discounts  given  in  Paris  and  not 
given  in  Germany  were  improper  and 
unfair.  Could  I just  go  back  to  the  original 
question.  You  aid  tell  us  in  your  written 
answer  about  some  informal  channels  hav- 
ing been  opened  up  within  the  Commission. 

1 merely  would  like  to  have  it  even  in  a 
whisper  what  these  informal  channels  are? 

(Mr  Nott.)  Those  informal  channels 
resulted  from  an  approach  which  1 made 
personally  in  Brussels  with  Mr  Parkinson 
to  Commissioner  Davignon  and  the  Com- 
missioner in  charge  of  the  Competition 
Directorate  to  try  and  organise  better  the 
hearing  of — lam  not  referring  to  the  cases 
that  Mr  Maxwell-Hyslop  is  talking  about 
but  to  “dumping”  type  cases  within  the 
internal  market.  Those  talks  have  been 
going  on  but  they  are  slightly  suspended  at 
the  moment  pending  a new  Commission 
coming  into  being. 

Mr  Cockerman 

2338.  On  this  subject  of  unfair  com- 
petition practices  within  the  EEC,  would 
rt  be  right  to  say  that  the  Government  feel 
that  the  present  position  is  unsatisfactory, 
that  you  are  biding  your  time  until  the  new 
Commission  is  appointed  and  that  in  Jan- 
uary you  will  be  taking  what  steps  are  open 
to  you  to  endeavour  to  reform  the  EEC 
practice  so  far  as  uncompetitive  practices 
within  the  market  are  concerned? 

(Mr  Nott.)  The  answer  to  that  is  yes  I 
should  like  to  see  the  mechanism  substan- 
tially improved. 

2339.  Have  you  got  positive  proposals 
to  put  to  them  which  you  think  have  a prac- 
tical prospect  of  being  achieved? 

(Mr  Nott.)  Ultimately  it  is  a question  of 
mechanics.  I think  there  should  be  some 
kind  of  committee  or  group  operating  under 
the  Competition  Directorate  which  is  more 
able  to  examine  complaints  of  this  kind,  to 
handle  them  more  speedily  and  to  come  to 

auicker  conclusions  as  to  whether  or  not 
lere  is  a breach  of  the  internal  market. 
The  day-to-day  Competition  Directorate 
deals  with  the  Grundig  case,  the  Scotch 
Whisky;  all  these  things  are  going  on,  but 
they  are  restrictive  practices  type  attacks 
on  the  internal  market  and  not  the  kind  of 
unfair  — I mean  that  in  the  broadest  sense 
— trading  practice  within  the  internal  mar- 


ket for  which  I do  not  think  there  is  an 
adequate  mechanism  now. 

2340.  Would  it  be  fair  to  say  that  a sort 
of  commando-type  task  force  is  needed 
rather  than  get  bogged  down  in  the 
bureaucracy  of  Brussels' which  has  been  the 
practice  in  the  past? 

(Mr  Nott.)  Yes,  that  kind  of  thing. 

Mr  Maxwell-Hyslop 

2341.  Which  activities  of  the  British 
Overseas  Trade  Board  have  been  cut  and 
what,  if  any,  further  cuts  does  your  depart- 
ment envisage  in  BOTB  activities? 

(Mr  Nott.)  We  do  not  envisage  any 
reductions  in  1981-82.  The  budget  of  the 
BOTB  in  1981-82  is  effectively  preserved 
in  constant  price  terms.  Last  year  we  made 
some  reductions  in  the  budget  of  the  BOTB 
and  the  board  itself,  which  is  comprised  of 
businessmen,  as  you  know,  decided  to 
make  some  reductions  in  the  missions  area 
and  some  minor  reductions  in  other  parts 
of  the  BOTB  budget.  But  very  many  of 
these  reductions  were  offset  by  increasing 
subscriptions  from  industry  itself.  So  I do 
not  believe  that  the  major  activities  of  the 
BOTB  were  in  any  way  reduced. 

2342.  Do  you  see  such  Government  aid 
as  can  be  afforded  to  assist  and  encourage 
British  businessmen  physically  to  go  abroad 
and  progress  sales  opportunities  there?  Do 
you  see  that  public  money  as  best  being 
channelled  through  the  BOTB  or,  for 
instance,  through  Export  Credits  Guaran- 
tee Department  which  at  one  stage  would 
underwrite  a percentage,  which  I think  was 
90  per  cent,  of  the  cost  of  an  unsuccessful 
sales  survey  abroad?  Which  instrument  do 
you  judge  to  be  the  more  efficient  channel 
for  public  money,  given  that  purpose  as 
permissible? 

(Mr  Nott.)  ECGD  are  operating,  say, 
something  like  the  market  entry  guarantee 
scheme  and  on  the  other  hand  BOTB  are 
providing  help  to  businessmen  who  want 
to  join  a group. 1 1 think  that  is  probably  the 
right  distinction.  There  will  be  some  under- 
writing of  risk  which  ECGD  might  indulge 
in.  On  the  other  hand  the  actual  organi- 
sation of  a group,  of  an  exhibition,  or  a 
delegation,  is  best  left  to  the  BOTB.  Let 
the  businessmen  on  the  BOTB  themselves 


lNote  by  witness:  The  Market  entry  Guarantee  Scheme 
is  operated  by  the  British  Overseas  Trade  Board  and 
helps  ejeporters  break  into  new  markets,  while  ECGD 
facilities  come  into  play  when  exports  actually  begin  to 
flow. 
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[Mr  Maxwell-Hyslop  Contd.  ] 
decide  what  they  think  are  the  best  prior- 
ities. The  export  promotion  Vote  for 
1980/81  was  £24.7  million  net;  the  BOTB 
sit  down  and  decide  how  they  are  going  to 
divide  it  up.  L am  President  of  the  BOTB 
but  basically  I leave  these  decisions  on 
priorities  to  the  businessmen  on  the  Board. 

2343.  Do  you  think  that,  particularly 
small,  businessmen  are  aware  that  the 
Export  Credits  Guarantee  Department,  as 
well  as  ensuring  credits  and  debts,  has  this 
promotional  insurance  function  as  well? 

(Mr  Nott.)  If  they  are  not  aware  of  it 
there  is  a very  real  need  to  advertise  it  bet- 
ter. Most  small  businesses,  and  indeed  this 
information  is  provided  to  them  by  the 
BOTB,  are  aware.  The  BOTB  will  provide 
them  with  all  this  information.  But  of 
course  there  is  always  room  for  better  prop- 
aganda of  what  we  do  provide. 

(Chairman.)  May  we  turn  our  attention 
to  a country  which  some  of  us  have  recently 
visited,  but  which  you  cannot  visit. 

Mr  Kerr 

2344.  I was  with  the  Taiwan  party  and 
it  is  to  that  country  that  I wish  to  direct  my 
question.  The  Committee  have  been  con- 
cerned about  the  increasing  number  of 
reports  of  Taiwan  conterfeiting.  What  can 
Her  Majesty’s  Government  or  the  Com- 
munity do  to  deal  with  the  threat  not  only 
to  UK  domestic  markets  but,  more  import- 
antly perhaps,  to  markets  in  third 
countries? 

(Mr  Nott.)  The  counterfeiting  of  British 
goods  is  certainly  a very  serious  matter  and 
gives  us  great  grounds  for  concern.  I do  not 
think  there  is  any  improvement  in  our 
arrangements  here  that  is  needed,  If  coun- 
terfeited goods  are  discovered  in  this  coun- 
try, the  Trade  Descriptions  Act  provides 
the  means  whereby  a charge  can  be  brought 
against  the  person.  It  is  a criminal  offence 
to  pass  off  counterfeited  goods  here,  incor- 
rectly labelled.  The  difficulty  arises,  as  you 
say,  in  trade  between  third  countries  where 
it  is  less  easy  for  us,  for  instance,  to  deal 
with  a label  marked  Huddersfield  which  is 
put  on  a garment  in  the  Far  East  and  is  then 
sold  in  Nigeria.  In  that  case  we  would  make 
strong  representations  to  the  Nigerian  Gov- 
ernment that  it  should  take  action  against 
it  and  we  would  also  make  representations 
to  the  country  where  the  industry  that  is 
doing  the  counterfeiting  is  situated.  It  is  the 
third  country  problem  that  is  the  difficult 
one  to  deal  with  rather  more  than  sales  in 
our  own  market. 


Mr  McNally 

2345.  Do  you  have  any  staff  who  look 
at  counterfeiting  problems? 

(Mr  Nott.)  Yes.  The  trading  standards 
officers  throughout  the  country 

2346.  I am  sorry.  I meant  abroad.  Do 
you  have  anyone  specific  abroad? 

(Mr  Nott.)  Certainly  it  would  be  the  task 
of  our  overseas  missions  wherever  they  are 
in  the  world.  Of  course  you  are  thinking 
of  Taiwan  where  we  do  not  have  one  as  ' 
such  but  it  would  be  the  task  of  the  overseas 
missions  to  report  all  this  kind  of  business 
intelligence  information  back  to  us. 

(Mr  Maxwell-Hyslop.)  How  do  you  do 
it  in  Taiwan.  Taiwan  is  the  case  that  Mr 
Kerr  has  specifically  mentioned.  You  do 
not  have  a mission  there.  How  therefore 
do  you  deal  with  the  problem  in  the  way 
that  you  have  indicated  in  the  specific  case 
of  Taiwan  where  you  have  no  mission? 

Chairman 

2347.  May  I just  supplement  that. 
Those  of  us  who  went  there  recently  made 
it  abundantly  clear  beyond  any  doubt  that 
we  went  as  a group,  not  from  the  Govern- 
ment of  Britain,  but  from  the  British  Par- 
liament. We  had  the  fortune  to  see  the 
Prime  Minister  of  that  country  who  gave 
us  very  categorical  assurances  that  if  mat- 
ters of  counterfeiting  were  drawn  to  his 
attention  he  would  take  vigorous  steps  to 
root  it  out  and  to  punish  the  counterfeiters. 
He  told  us  that.  We  can  pass  it  back  to  the 
Anglo-Taiwan  Trade  Committee.  But  is 
there  no  means  whatever  whereby  Her 
Majesty’s  Government  can  pass  infor- 
mation back  to  the  Prime  Minister  of  that 
country?  I know  that  you  are  bound  by 
Foreign  Office  conventions  but  — 

(Mr  Nott.)  Some  of  the  difficulties  in  this 
area  are  well  known  to  the  Committee.  On 
the  question  of  representation,  I am  per- 
fectly happy  to  talk  about  it  but  really  it  is 
ultimately  a matter  for  the  Foreign  Office. 
Can  l say  that  of  eourse  we  have  means  of 
transmitting  information  to  the  Taiwanese 
authorities.  One  of  the  officials  in  my 
Department,  as  you  know,  was  in  Taiwan 
before  you  visited  there. 

Mr  Mikardo 

2348.  Can  l put  to  you  on  this  a question 
similar  to  one  I put  earlier  but  in  a quite 
different  context?  Suppose  you  were  to  sub- 
mit to  the  authorities  in  Taiwan  information 
through  whatever  sources  are  available  to 
you  the  effect  that  we  are  grossly  affronted 
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by  FERODO  brake  drums  made  in  Taiwan 
being  sold  in  FERODO  packets  in  Nigeria. 
They  are  liable  to  cause  accidents  anyway 
because  they  are  not  up  to  standard.  We 
are  affronted  by  this  and  propose  not  to 
permit  the  entry  of  Taiwanese  goods  into 
Great  Britain  until  the  authorities  in  Tai- 
wan, honouring  the  promise  they  made  to 
our  Chairman,  stop  this  practice,  which 
they  could  do.  It  is  a pretty  rough  tough 
totalitarian  country.  They  could  stop  it  by 
lifting  a finger.  We  would  propose  to  ban 
entries,  or  put  quotas  on,  or  something.  We 
would  propose  to  take  practical  retaliatory 
action,  until  that  had  stopped,  and  then  we 
would  remove  the  quotas  once  they  had 
stopped  it.  Would  that  not  do  some  good? 

(Mr  Not t.)  If  you  recommend  that  Mr 
Mikardo  it  may  help  in  one  respect.  I would 
only  ask  you  to  remember,  as  the  trade 
figures  show,  that  we  do  have  a substantial 
number  of  British  businessmen  actually 
operating  in  Taiwan.  We  are  actively  hop- 
ing to  get  some  large  orders.  Indeed,  as 
those  who  went  to  Taiwan  know,  we  have 
successfully  gained  orders  in  the  power  sta- 
tion area  ana  the  transportation  area.  The 
only  danger  to  that  kind  of  course  is  that 
these  particular  contracts  will  then  be 
awarded  to  other  countries.  May  I just  refer 
to  the  FERODO  case  because  that  is  a very 
interesting  one  in  question.  I am  very  well 
aware  that  there  has  been  counterfeiting  of 
FERODO  products  which  have  been  cir- 
culating in  Nigeria.  I raised  this  very  matter 
in  Nigeria  not  more  than  a few  months  ago 
when  I was  there.  The  Nigerian  Govern- 
ment undertook  to  pursue  it  with  all  the 
vigour  they  could  because  it  was  widely 
tecognised  that  these  particular  counter- 
feited products,  the  FERODO  products, 
were  dangerous  and  unreliable  and  the 
Nigerians  themselves  knew  they  were 
unreliable.  That  is  in  fact  our  best  means 
of  pursuing  that  particular  kind  of  case.  Of 
course  we  can  threaten  countries  with  the 
kind  of  action  that  you  suppose.  The  prob- 
lem that  I have  is  balancing  the  threat  with 
the  opportunity  that  we  have  in  these  coun- 
tries to  gain  orders. 

2349.  Has  there  been  any  effect  from 
these  representations  that  you  say  you 
made  several  months  ago  to  the  Nigerians 
and  their  promise  to  take  effective  action? 
Have  they  taken  any  action? 

(Mr  Non.)  That  is  a question  to  which 
I would  have  to  give  you  the  answer. 

(Mr  Mikardo.)  I fancy  the  answer  is  that 
they  have  not.  If  we  were  not  in  public 


session  I could  hazard  a guess  as  to  why 
not. 

Mr  Cockeram 

2350.  If  counterfeiting  takes  place  by 
a manufacturer  in  country  A and  those 
goods  are  sold  in  country  B and  we  recog- 
nise both  countries  and  have  missions  there 
you  can  take  certain  actions  which  you  have 
indicated.  Is  the  problem  greater  in  the  case 
of  Taiwan  owing  to  the  fact  that  wc  do  not 
recognise  that  country  and  have  not  got 
missions  there?  Is  the  problem  of  Taiwan 
further  compounded  by  the  fact  that  the 
international  community  do  not  permit  Tai- 
wan to  have  a seat  at  the  international  con- 
ventions on  copyright  and  patents  and  the 
like  and  in  consequence  is  the  problem 
therefore  more  difficult  in  this  specific  case 
of  Taiwan  because  of  the  international  trad- 
ing community’s  approach  to  Taiwan? 

(Mr  Nott.)  Clearly  these  matters  are 
more  difficult  with  Taiwan,  because  of  the 
sensitivity  of  problems  of  which  the  Com- 
mittee are  very  well  aware  vis-ct-vis  the  Peo- 
ple’s Republic  of  China.  It  is  quite  as  simple 
as  that.  The  position  is  well  known  to  the 
Committee  and  Taiwan  is  not  a usual  case. 
Clearly  it  would  be  much  simpler  if  we  were 
able  — which  we  are  not  — to  have  a mis- 
sion in  Taiwan.  But  I am  afraid  that  is  not 
possible  for  us  at  the  present  time.  As  to 
why,  I think  the  Committee  knows  the 
answer  why.  But  for  a detailed  answer  that 
should  be  addressed  to  the  Foreign  Office. 

Mr  Kerr 

2351.  What  scope  do  you  see  for 
increased  trade  with  both  the  People’s 
Republic  and  with  Taiwan? 

(Mr  Nott.)  I see  opportunities  for 
increased  trade  with  both. 

2352.  Could  you  give  us  a one-line 
explanation  of  why  you  are  confident  under 
both  headings? 

(Mr  Nott.)  Taiwan  is  growing  extremely 
rapidly.  It  is  a prime  example  of  a newly 
industrialised  country  with  an  enormous 
rate  of  growth,  a great  appetite  for  capital 
goods  of  the  kind  that  we  produce.  It  is  a 
good  example  of  an  economy  where  this 
country  should  be  grabbing  great  oppor- 
tunities. It  provides  great  scope  for  us. 
Therefore  I am  very  conscious  of  the  other 
end  of  this  problem  which  is  that  we  have 
import  problems  with  some  of  the  sensitive 
products  which  come  in  from  Taiwan, 
nearly  every  one  of  which  we  have  under 
some  kind  of  quota  or  restraint.  That  is  one 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


654 


MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


3 December  1980 j 


The  Rt  Hon  John  Nott,  MP. 

Mr  R W Gray,  CB  and  Mr  J W Preston 


[Continued 


[Mr  Kerr  Contd.] 

side  of  it.  The  other  side  is  that  if  we  do 
not  successfully  capture  a greater  share  of 
these  markets  all  around  the  world,  which 
are  growing  at  10  per  cent  per  annum  com- 
pound, then  we  will  be  failing.  This  is  at 
the  heart,  if  I may  say  so,  of  the  whole  of 
our  dilemma-  We  can  talk  about  protecting 
here  as  we  have  been  earlier  and  all  the 
very  real  reasons  why  we  want  to  look  after 
jobs  here  at  home.  On  the  other  hand  we 
have  great  opportunities  in  these  parts  of 
the  world  and  I really  must  insist  that  retal- 
ilation  is  not  a myth,  it  does  not  lie  just  in 
the  imagination  of  the  Department  of  Trade 
and  my  officials.  It  is  a reality. 

2353.  Where  would  you  place  your 
main  grounds  of  hope  as  far  as  the  People’s 
Republic  is  concerned  — leaving  the  Har- 
rier aside? 

(Mr  Nott.)  We  are  very  active  in  the  Peo- 
ple’s Republic  at  the  present  time,  partic- 
ularly of  course  in  the  aviation  and  aero- 
space areas  where  the  People's  Republic 
particularly  look  to  us  for  technology  and 
expertise.  We  are  very  active  and  becoming 
more  active  in  offshore  exploration  and 
on-shore  exploration.  We  have  several 
things  going  on  in  the  mining  area.  We  are 
endeavouring  to  capture  orders  for  power 
stations.  The  development  of  Guangdong 
Province  in  the  south  around  Canton  is  a 
very  interesting  opportunity  for  us  because 
of  our  position  in  Hong  Kong  and  our  abil- 
ity to  work  through  Hong  Kong  into  the 
province  which  has  been  given  a degree  of 
economic  autonomy  by  the  Government  in 
Peking.  So  China  too  provides  enormous 
opportunities. 


Mr  Foster 

2354.  On  the  somewhat  wider  point 
than  just  Taiwan  can  I press  you.  As  you 
know  we  went  to  Hong  Kong  and  South 
Korea  as  well  as  Japan.  Continually  we  had 
complaints  from  British  businessmen  that 
many  of  their  colleagues  from  Britain  did 
not  have  a sense  of  commitment  to  the 
market  over  there  nor  did  they  seem  to 
realise  the  potential  of  the  market  over 
there.  Not  wanting  to  invite  you  to  go  into 
a very  large  subject,  are  you  able  to  com- 
ment on  that? 

(Mr  Nott.)  The  tremendous  shift  in  trade 
which  necessarily  followed  our  entry  into 
the  Community  in  1973,  led  British  industry 
to  concentrate  much  more  than  it  had  done 
in  the  past  on  the  European  markets. 
Indeed  nine  out  of  our  ten  leading  export 
markets  ate  now  in  Europe.  It  is  the  case 


that  in  that  period  we  tended  to  ne»|M 
some  of  these  very  important  markets  it 
the  Far  East  where  we  were  of  course  over 
whelmingly  the  most  important  count™ 
after  the  war,  Certainly  one  can  criticise 
British  industry  for  that  but  it  would  be  fair 
to  say  that  British  industry  could  not  make 
Europe  a priority  market  as  well  as  makinv 
Korea,  Taiwan  and  everywhere  else  a prior- 
ity market  as  well.  I believe  that  now  TC 
are  better  established  in  the  Community 
and  are  doing  better  there,  that  British 
industry  in  the  last  few  years  has  begun  to 
look  outward  again  to  these  very  rapidly 
growing  markets.  Indeed  the  trade  figure 
show  it.  The  trade  figures  show  that  we  have 
been  relatively  successful  in  these  markets 
in  the  last  two  years.  But  we  certainly  fell 
down  very  badly  in  that  long  period  from 
the  sixties  up  to  the  mid-seventies. 


Mr  Cockeram 

2355.  Can  I attempt  to  bring  our  dis-  j 
cussions  an  imports  and  exports  to  a con-  I 
elusion  by  asking  you  to  comment  on  the  1 
recent  figures  where  Britain’s  exports  have  i 
exceeded  her  imports  and  we  are  steadily  j 
building  up  a credit  balance.  Do  you  think 
that  is  something  that  is  likely  to  continue 
during  1981  and  have  you  any  comments 
to  make  on  the  success  of  Britain’s  exports 
latterly,  “despite”  the  strong  pound? 

(Mr  Nott.)  The  remarkable  aspect  of  the 
last  eighteen  months  has  been  the  success 
of  British  industry  in  maintaining  and 
increasing  export  volumes  in  spite  of  a 
strong  pound.  I think  that  I am  right  in 
saying  that  export  volumes  this  year  have 
run  at  something  around  3 per  cent.  1 am 
talking  about  volumes,  not  value.  Export 
volumes  have  run  at  about  3 percenthigher 
this  year  than  last  year.  Given  the  appre- 
ciation of  our  currency,  which  clearly  has 
not  been  a favourable  factor  for  industry 
in  its  price  competitiveness,  this  is  a 
remarkable  achievement.  Furthermore  we 
do  not  have  the  figures  yet  but  it  looks  as 
if  we  may  in  1980  have  increased  our  share 
of  the  value  of  world  trade.  In  the  imme- 
diate future  and  next  year  — The  last  two 
months’  balance  of  payments  figures  have 
indicated  the  beginnings  of  a turndown  in 
export  volumes.  I think  that  that  downturn 
will  be  evident  next  year.  The  Treasury  are 
rather  gloomy  about  next  year  on  export 
volumes  because  of  price  competitiveness. 

I do  not  think  that  I am  as  gloomy  as  many 
of  the  forecasters  because  British  industry 
is  successfuly  exploiting  many  of  the  mar- 
kets which  are  not  so  heavily  affected  by 
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the  strength  of  the  pound.  To  give  an 
example  of  that,  our  exports  to  the  oil 
exporting  countries  have  recently  been 
higher  than  our  exports  to  North  America. 

It  comes  back,  Chairman,  to  your  Far  East 
visit.  I think  — and  I cannot  be  sure  of  this 
_ that  British  industry  is  successfully  con- 
centrating at  the  moment  on  the  rapidly 
growing  markets  where  our  currency  has 
not  appreciated  so  substantially  as,  for 
instance,  it  has  against  the  dollar  and  as, 
for  instance,  it  has  against  the  yen.  So  I am 
not  too  gloomy  about  next  year  but  I cer- 
tainly do  not  expect  export  volumes  to  do 
so  well  in  the  next  year  as  they  have  done 
in  the  past  year. 

Chairman 

2356.  We  have  been  told  repeatedly 
through  this  rather  long  inquiry  that  the 
United  Kingdom’s  position  as  one  of  the 
world’s  major  exporters  will  be  threatened 
if  we  were  to  adopt  import  controls.  The 
figure  usually  quoted  is  that  the  United 
Kingdom  exports  about  one  third  of  its 
gross  domestic  product.  What  we  should 
like  to  know  is  what  is  the  current  break- 
down of  that  figure  of  one  third  as  between 
services,  fuels,  basic  materials,  manufac- 
tures and  so  on?  How  do  you  see  future 
trends  of  that  breakdown? 

(Mr  Nott.)  I do  not  have  it  in  my  head. 

I will  certainly  — as  I know  you  wish  to 
have  these  answers  very  quickly — give  you 
the  answer  to  the  breakdown  of  the  30  per 
cent  of  our  GDP  which  is  in  exports  very 
rapidly  indeed.  I will  make  sure  that  you 
have  it  tomorrow.  It  is,  of  course,  made  up 
primarily  of  manufactures.  That  is  the  big- 
gest portion  of  it.  But  there  is  also  a very 
Targe  services  — invisibles  — part  of  that 
ana  of  course  a relatively  large  energy  sec- 
tor which  is  growing.  I will  let  you  have  the 
breakdown  of  those  figures  very  quickly. 

2357.  Am  I not  right  that  there  is  some 
concern  that  the  United  Kingdom  surplus 
on  invisibles  has  been  declining  recently 
and  may  go  perhaps  i nto  deficit?  That  surely 
would  be  an  alarming  development  given 
our  manufacturing  position? 

(Mr  Nott.)  I fear  that  I was  rather  mis- 
understood. This  was  my  fault.  I actually 
picked  out  a single  forecast  of  the  invisibles 
which  predicted  that  in  1982  we  might  go 
into  deficit  on  invisibles.  I said  that  I 
thought  this  particular  forecast  had  been 
proved  wrong  in  the  past  and  I was  sure 
that  it  would  be  proveef wrong  in  the  future. 
It  was  taken  by  some  newspapers  as  indi- 


cating that  that  was  a Government  forecast 
which  it  certainly  is  not.  On  invisibles  what 
is  happening  is  that  of  course  some  of  the 
invisible  surplus  is  going  out  of  invisibles 
into  visibles.  As  the  North  Sea  produces  oil 
we  are  getting  the  benefit  in  the  visible 
account  of  oil  but  we  are  getting  remittances 
from  the  companies  who  own  the  oil  which 
of  course  is  counting  against  the  invisibles. 
So  we  have  got  a shift  going  on  as  a result 
of  the  North  Sea  between  visibles  and 
invisibles.  That  will  tend  to  act  against  the 
invisibles.  It  is  purely  a transfer  from  visi- 
bles to  invisibles  in  the  North  Sea.  I have 
been  round  all  the  principal  sectors  of  the 
invisibles  recently  because  I saw  the  Com- 
mittee of  Invisible  Exporters.  Most  of  them 
are  doing  pretty  well  and  are  pretty  con- 
fident about  the  future.  May  I just  finally 
say  that  our  credits  on  invisibles  — gross 
— in  1979  were  £22  billion.  Our  gross 
exports  of  manufactures  were  £18  billion. 
So  our  gross  credits  on  invisibles  are  now 
considerably  larger  than  our  gross  exports 
of  manufactures.  That  is  the  gross  figures. 
We  seldom  see  them  gross  because  we  talk 
about  net  invisibles  and  we  talk  about  gross 
exports  of  manufactures. 

Mr  Mikardo 

2358.  Has  that  change  come  about 
because  the  gross  yield  of  invisibles  has 
grown  or  because  the  gross  yield  of  man- 
ufactures has  fallen? 

(Mr  Nott.)  Relatively  invisibles  have 
rown  far  faster  than  visibles.  There  has 
een  an  astonishing  growth  of  invisible 
trade  which  has  been  masked  to  some 
extent  by  the  growth  of  public  expenditure 
overseas.  Another  problem  is  that  very 
often  the  invisible  figures  are  masked  by 
the  fact  of,  say,  the  cost  of  keeping  our 
troops  in  Germany,  the  cost  of  the  Foreign 
Office  abroad  and  so  the  enormous  surplus 
of  private  sector  invisibles  is  masked  by 
Government  expenditure  overseas.  But 
they  have  grown  relatively  extremely  fast 
and  of  course  manufacturing  industry  in  its 
export  has  done  relatively  much  less  well. 

Chairman 

2359.  Could  you  let  us  have  the  answers 
to  the  question  of  the  breakdown? 

(Mr  Nott.)  Of  course  I will,  yes. 

2360.  As  early  as  possible,  please, 
because  we  would  like  to  annexe  it  to  the 
answer  which  we  have  now  got. 

(Mr  Nott.)  I wi\l  letyouhaveit  tomorrow.' 


‘See  p.  657. 
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2361.  The  other  one  is,  in  that  figure, 
would  you  give  us  any  indication  about  cal- 
culations of  our  invisible  balances  to  Japan . 

(Mr  Noll.)  We  gave  you,  did  we  not,  just 
after  your  trip  to  Japan,  a full  description 
of  how  it  is  that  the  Japanese  calculate  the 
invisibles  and  how  we  calculate  it.  The  Jap- 
anese calculate  it  rather  differently  from  us 
and  claim  that  we  have  as  big  a surplus  on 
invisibles  with  them  as  we  have  a deficit  on 
visibles  with  them.  We  do  not  agree  with 
their  calculations  but  you  have  a note  on 
that  already. 

Mr  McNally 

2362.  You  did  make  the  point  to  the 
Committee  on  invisible  exports  that  ways 
have  to  be  found  to  check  the  decline  in 
Britain's  share  of  what  is  an  expanding 
market.  My  point  is,  are  you  taking  vig- 
orous action  to  stop  discrimination  against 
British  invisibles.  It  seems  once  again  that 
where  we  do  things  well  we  have  got  to 
understand  when  countries  discriminate 
against  us  and  when  we  do  things  not  as 
well,  that  is  life  and  we  arc  not  good 
enough.  There  is  discrimination  against 
British  invisibles  in  various  parts  of  the 
world  and  it  does  seem  to  me  that  this  is 
a case  where  you  should  vigorously  bang 
the  table  and  stop  discrimination. 

(Mr  Nott.)  I agree  entirely.  I am  trying 
to  do  that.  I think  the  aviation  example  is 
a good  one.  Insurance  is  another  example. 
We  do  find  very  substantial  barriers  against 
our  invisible  developments.  We  are  perhaps 
not  doing  well  enough  but  hammering  away 
at  that  wherever  we  can. 


Chairman 

2363.  We  have  been  told  that  to  travel 
hopefully  is  always  better  than  to  arrive 
But  we  have  arrived  now  at  the  end  of  the 
evidence  we  have  been  taking  in  this  rather 
long  inquiry.  Before  I close  this  session 
perhaps  I should  ask  you,  Secretary  of 
State,  whether  there  is  anything  you  would 
like  additionally  to  say,  whether  we  have 
not  asked  the  question  you  would  like  us 
to  have  asked  you  so  that  you  could  give 
that  impromptu  answer  you  had  carefully 
prepared  beforehand?  Is  there  anything 
further  you  would  wish  to  say? 

(Mr  Nott.)  Only  that  I think  I can  gen- 
uinely say  — and  I would  not  put  in  the 
word  "genuinely”  if  I did  not  mean  it  — 
that  on  the  whole  the  relations  between 
your  Committee  and  my  Department  have 
been  extremely  constructive  and  helpful 
and  I actually  believe  that  your  report,  even 
although  I am  aware  it  may  well  be  critical 
in  certain  areas  — I would  be  surprised  if 
it  was  not  — can  be  of  very  great  help  and 
I welcome  it  when  it  comes.  Thank  you  very 
much  indeed  for  the  assistance  you  have 
given  us  and  the  reasonable  way  in  which 
you  have  conducted  the  inquiries. 

(Chairman.)  On  our  side  we  will  seek  not 
to  disappoint  you.  May  I thank  you  very 
sincerely  on  behalf  of  all  my  colleagues  on 
the  Committee  for  your  attendance  and  for 
the  manner  in  which  you  have  answered  all 
our  questions  throughout.  Thank  you  very 
much  indeed. 
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Utter  from  The  Rt.  Hon.  John  Nott,  Secretary  of  State  for  Trade  to  the  Chairman  of 
the  Committee  dated  4 December  1980  (M304) 

You  will  recall  that  I told  the  Select  Committee  at  yesterday’s  hearing  that  in  the  United 
Kingdom,  exports  of  goods  and  services  account  for  about  one-third  of  GDP.  As  promised, 
1 now  enclose  a note  which  sets  out  the  estimated  breakdown  of  this  proportion  according 
to  the  main  goods  traded. 


Importance  of  Exports  of  Goods  and  Services  in  GDP 

In  the  United  Kingdom,  exports  of  goods  and  services  account  for  around  one-third 
of  GDP.  This  note  provides  in  a Table  below  an  estimated  breakdown  of  this  proportion 
according  to  the  main  goods  traded.  Certain  qualifications  attaching  to  the  figures  are 
givqn  in  the  attached  technical  note. 


UK  GDP  AND  EXPORTS,  1979 


GDP  at  factor  cost 

£ billion 
164 

% of  GDP 

Exports  of  goods  and  services* 
of  which: 

52i 

32 

finished  manufactures 

171 

11 

semi-manufactures 

12 

7 

oil 

4 

21 

other  goods 

51 

31 

services 

131 

81 

•The  figures  of  exports  of  goods  and  services  included  in  this  Table  have  been  estimated  at  factor  cost.  They  differ 
from  the  market  price  figures  included  in  the  published  balance  of  payments  statistics  which  total  £54$  billion. 


Importance  of  Exports  of  Goods  and  Services  in  GDP:  Technical  Note 

1.  Gross  domestic  product  (GDP)  used  in  the  ratio  is  measured  at  factor  cost,  that  is 
representing  the  sum  of  the  incomes  of  the  factors  of  production.  (The  ratio  based  on 
market  prices,  which  is  used  in  international  comparisons,  is  a little  lower). 

2.  Exports  covers  goods  and  services  (ie  sea  transport,  civil  aviation,  travel  and  financial 
and  other  services). 


3.  The  widely-used  ratio  of  exports  of  goods  and  services  to  GDP  does  not  measure 
the  proportion  of  GDP  exported,  since  while  imports  are  excluded  from  GDP,  in  total, 
they  are  not  so  excluded  from  the  figures  of  exports.  A further  point  is  that  exports  of 
goods  include  some  re-exports  which  undergo  only  minor  processing  in  the  UK.  If  allow- 
ance is  made  for  these  factors,  the  proportion  of  GDP  exported  is  likely  to  be  closer  to 
one-quarter  rather  than  one-third.  We  use  the  latter  figure  to  facilitate  international 
comparisons.  Where  possible,  references  should  be  to  the  “proportion  of  exports  of  goods 
and  services  in  GDP”  rather  than  the  “proportion  of  GDP  exported”. 
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ECGD’S  CREDIT  LIMIT  SERVICE 

Memorandum  submitted  by  the  Export  Credits  Guarantee  Department  (M36) 
Background 

1.  Business  on  Short  Term  credit  of  up  to  six  months  represents  about  80  per  cent  nf 
all  exports  insured  by  ECGD.  Some  12,000  policyholders,  with  annual  exports  of  over 
£10, 000m  on  Short  Term  credit,  arc  covered  under  ECGD’s  Comprehensive  Guarantees 
(CGs).  That  facility  establishes  credit  limits  on  each  buyer  with  whom  a policyholder 
trades.  The  credit  limit  is  a revolving  limit,  representing  tire  amount  per  buyer  in  respect 
of  shipped  goods  which  a policyholder  may  have  outstanding  for  payment  under  the  CG 
cover  at  any  one  time.  A credit  limit  is  either  fixed  by  ECGD  upon  application  by  the 
policyholder;  or,  up  to  certain  levels  under  discretionary  provisions  within  the  CG  it 
may  be  established  by  the  policyholder  himself  without  reference  to  ECGD,  but  simply 
against  satisfactory  trading  experience  or  up-to-date  information  which  the  policyholder 
obtains  on  his  buyer  to  justify  the  amount  tn  question. 

2.  Running  for  decades  pretty  constantly  at  between  140,000  and  180,000  per  annum 
credit  limit  applications  represent  by  far  the  biggest  single  continuous  element  in  ECGD’s 
work.  However,  instead  of  an  even  flow  of  around  600  or  so  applications  daily,  the 
workload  traditionally  followed  an  annual  cycle:  rising  somewhat  during  the  Spring 
flattening  out  during  the  Summer,  rising  more  markedly  in  the  Autumn  and  falling  back 
in  the  Winter,  The  handling  of  such  “peaks  and  troughs"  by  a purely  manual  system 
obviously  suffered  from  disadvantages:  new  methods  were  needed  to  provide  a better 
service  overall  with  sufficient  resilience  for  speedier  response,  particularly  in  periods  of 
peak  demand.  Confronting  the  need  in  the  early  7U's  to  start  planning  the  replacement 
of  existing  computers  with  more  modern  machines  for  accounting  and  premium-invoicing 
purposes,  ECGD  took  advantage  of  this  opportunity  to  embark  upon  development  ol 
a computer-based  data  transmission  system  over  Post  Office  landlines  for  handling  credit 
limit  applications  as  well.  This  long-term  project  started  to  operate  early  in  mg  in  a 
transitional  mode,  after  the  installation  of  a new  Cardiff-based  computer  in  1976  had 
enabled  the  detailed  development  and  programming  work  to  proceed  in  earnest.  The 
project  affords  ECGD’s  10  Regional  Offices  virtually  instantaneous  access  to  a database 
which,  with  operational  data  from  the  HQ  CG  Underwriting  Division  held  on  it  in 
appropriate  form,  should  eventually  enable  the  Regional  Offices  to  answer  up  to  about 
50  per  cent  of  all  credit  limit  applications  within  48  hours  at  most. 

3.  However,  in  1976-77  before  the  project  became  operational,  the  annual  pattern  ol 
credit  limit  applications  changed.  The  number  of  applications  went  up  to  an  unprecedented 
level  of  between  800  and  900  daily.  Though  this  did  not  persist  indefinitely,  it  commenced 
earlier  and  lasted  longer  than  the  hitherto  normal  duration  of  the  Autumn  "surge’’;  it 
came  also  when  ECGD  had  for  some  while  faced  increasing  difficulties  over  recruitment 
in  London  particularly.  Those  difficulties  had  already  prompted  a process,  from  1975 
onwards,  of  reorganising  the  Regional  Structure  into  larger  units  and  of  decentralising 
work  from  the  London  HQ  to  the  Regional  Offices  where  recruitment  was  easier,  but, 
until  the  on-line  data  transmission  facility  became  available,  it  was  impossible  to  decen- 
tralise the  handling  of  credit  limit  applications.  Therefore  ECGD  had  resort  to  the  only 
available  alternative  at  the  time:  namely,  a significant  increase  in  the  levels  of  discretion 
under  the  CG  (to  £5,000;  with  provision  for  any  limit  to  he  increased  successively,  in  the 
light  of  satisfactory  trading  experience  by  50  per  cent  up  to  £20,000  and  by  25  per  cent 
thereafter),  coupled  with  encouragement  of  policyholders  to  use  those  discretionary 
provisions  for  the  sake  of  speed  in  their  own  interest.  Since  about  40  per  cent  of  CG 
policyholders  individually  export  less  than  £100, (Kill  pa  (he  increased  discretionary  pro- 
visions catered  (and  still  cater)  for  a substantial  proportion  of  the  turnover  of  a large 
number  of  insured  exporters.  Partly  by  these  means,  partly  because  the  unusual  peak 
demand  of  1976-77  did  not  recur  anyway,  the  flow  of  credit  limit  applications  has  since 
remained  closer  to  the  average  of  around  600  daily,  with  rather  less  marked  seasonal 
variations  than  in  the  past. 


“Turn-round"  times  with  credit  limit  applications 

4.  Under  the  former  wholly  manual  processing  system,  traditional  performance  in  die 
past  was  that  between  70-80  per  cent  of  all  credit  limit  applications  took  up  to  three 
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weeks  or  so  (between  dates  of  receipt  and  reply  by  ECGD)  to  process.  Within  this  period, 
the  proportion  taking  only  a week  or  less  would  fluctuate  widely  according  to  seasonal 
variations  in  the  volume  of  demand.  A constant  feature  of  past  performance,  however, 
was  that  around  20  per  cent  of  applications  always  took  somewhat  longer  than  three 
weeks  to  process',  they  concerned  buyers  (including  new  buyers)  on  whom  in  the  absence 
of  either  any  information,  or  of  adequate  up-to-date  information,  ECGD  had  to  make 
enquiries  overseas  before  underwriting.  Over  the  last  couple  of  years  or  so,  however, 
around  30-35  per  cent  of  applications  have  come  to  take  longer  (sometimes  significantly 
longer)  than  three  weeks  to  process,  reflecting  a two-fold  change.  First,  disturbed  trading 
conditions  in  various  markets,  coupled  with  development  of  new  indigenous  enterprise, 
have  increased  the  proportion  of  applications  throwing  up  buyers  on  whom  information 
is  either  inadequate  to  justify  the  increased  amounts  in  question,  or  is  lacking  altogether. 
Second,  overseas  banks  and  information  agencies  in  a number  of  markets  seem  less  able 
to  respond  promptly  to  enquiries  (even  where  their  “express”  service  is  sought  at  a higher 
fee  than  for  “routine”  enquiry)  than  was  formerly  the  case:  this  is  probably  because  of 
the  increasing  volume  of  enquiries  from  all  sources  (ie  not  only  ECGD).  Nevertheless, 
ECGD  spends  nearly  £lm  annually  in  obtaining  and  maintaining  information  on  buyers 
overseas;  and  an  ECGD  official  is  employed  full-time  on  a programme  of  regular  visits 
to  banks  and  information  agencies  overseas,  to  monitor  the  performance  of  agencies 
already  employed  and  to  search  out  new  ones.  In  the  absence  of  any  short-cut  to  quicker 
information  on  new  buyers,  however,  the  only  way  of  improving  “turn-round”  times  on 
the  30-35  per  cent  of  applications  concerned  lies  in  encouraging  policyholders  to  obtain 
information  themselves  on  a new  customer  when  business  with  him  is  in  prospect;  and/or 
in  giving  credit  limits  “blind"  up  to  certain  amounts  on  new  buyers.  ECGD  tried  the  first 
course  in  1977  and  it  remains  available,  but  the  response  from  policyholders  has  been 
disappointing  (even  though  certain  foreign  credit  insurers  require  an  applicant  to  produce 
information  himself  on  his  buyer,  before  underwriting  a credit  limit  at  all).  The  second 
course  (of  a limited  amount  of  cover  for  a limited  period  on  an  unknown  buyer)  is  under 
examination  by  ECGD,  in  order  to  quantify  the  possible  benefits  and  hazards  for 
consideration. 

5.  The  other  65  per  cent  or  so  of  applications  concern  known  buyers  on  whom  ECGD 
has  adequate  information:  weekly  spot  checks  establish  that  about  35  per  cent  are  answered 
within  a week  of  receipt  (mainly,  indeed,  within  a day  or  so  by  resort  to  the  on-line  data 
transmission  system).  The  remaining  30  per  cent,  including  those  which  in  some  particular 
are  defective  on  initial  submission,  all  require  some  degree  of  manual  processing  at 
present:  20  per  cent  take  between  one  and  two  weeks  to  answer,  10  per  cent  between 
two  and  three  weeks.  This  compares  with  a much  poorer  performance  over  a period  last 
year,  when  industrial  action  in  the  Civil  Service  rendered  the  on-line  system  inoperative 
and  affected  the  progress  of  work  in  Regional  Offices  (two  of  which  were  closed)  and 
HO  alike:  at  the  worst  point,  only  3 per  cent  of  all  applications  were  then  processed 
within  a week  and  over  60  per  cent  were  taking  longer  than  three  weeks.  Even  so, 
recovery  proceeded  steadily  thereafter  to  the  present  position.  Further  improvement 
should  emerge  during  this  year  and  next  when  dispersal  to  Cardiff  of  the  CG  Group  of 
Divisions  is  complete  and  the  on-line  data  transmission  facility  becomes  fully  developed, 
so  that  experience  enables  greater  advantage  to  be  taken  of  its  scope. 

5 March  1980. 
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PRODUCT  LIABILITY  INSURANCE 

Note  by  ECGD  and  the  Department  of  Trade  (M41) 

1.  In  taking  evidence  from  ECGD  officials  on  20  February  the  Select  Committee 
requested  that  a note  be  submitted  on  the  question  of  product  liability  insurance  In 
particular,  the  Department  was  asked  on  what  basis  it  considered  that  the  commercial 
market  was  able  to  provide  cover  in  respect  of  product  liability  including  legal  costs 
involved  in  defending  actions.  This  note  has  been  prepared  jointly  by  ECGD  and  the 
Department  of  Trade,  which  has  been  monitoring  the  problem  closely  in  consultation 
with  the  UK  insurance  industry  through  the  British  Insurance  Association,  Lloyds  of 
London  and  the  British  Insurance  Brokers  Association. 

2 Product  liability  is  particularly  a problem  for  British  companies  doing  business  with 
the  United  States.  The  reason  is  the  greater  tendency  of  Americans  to  seek  legal  redress 
against  manufacturers  of  faulty  or  defective  products  and  the  sometimes  excessively  high 
level  of  awards  of  damages.  This  is  reflected  in  the  high  cost  of  insurance  premiums  for 
cover  against  such  actions  and  sometimes  in  difficulty  in  obtaining  adequate  cover  on 
reasonable  terms.  This  problem  is  not  confined  to  UK  exporters,  however,  and  the 
situation  they  meet  in  the  USA  does  not  discriminate  against  them.  The  same  situation 
and  costs  are  faced  by  all  other  foreign  and  domestic  suppliers  to  the  market.  The  added 
insurance  costs  have  to  be  incorporated  in  the  manufacturers’  overall  unit  costs. 

3.  The  Department  of  Trade  is  satisfied,  on  the  basis  of  consultations  with  the  UK 
insurance  industry,  that  cover  is  available  from  the  commercial  market,  and  that  it  can 
be  extended  to  include  legal  costs  as  well  as  damages.  The  evidence  we  have  is  based  on 
assurances  given  to  us  by  the  main  representatives  of  the  industry  named  in  paragraph 
1 and  the  fact  that  over  the  past  year,  only  two  British  companies  have  written  to  the 
Department  complaining  of  difficulty  in  securing  cover;  both  subsequently  received  offers 
from  the  British  market.  Attached  for  the  information  of  the  Committee  is  a copy  of  an 
article  written  by  the  Department  of  Trade  and  published  in  the  2 November  1979  edition 
of  "British  Business”'.  This  explains  the  product  liability  position  in  the  USA  and  seeks 
to  give  guidance  to  UK  exporters  about  this  and  in  particular  about  the  question  of 
insurance. 

4.  ECGD’s  facilities  are  intended  to  protect  exporters  against  risks  related  to  payment 
under  export  contracts.  The  Department  does  not  provide  cover  for  product  liability 
which  would  involve  an  entirely  different  field  of  operation  requiring  an  expertise  which 
it  does  not  possess.  Moreover,  it  has  been  the  policy  of  successive  governments  that 
ECGD  should  provide  cover  that  the  commercial  insurance  market  was  unable  to  make 
available  and  not  compete  with  the  market.  There  have  been  isolated  requests  for  ECGD 
to  provide  insurance  for  product  liability  but  the  basis  of  these  rcouests  has  been  the  high 
cost  of  cover  from  the  market  rather  than  its  non-availability.  Even  if  it  was  felt  that 
ECGD  should  provide  cover  there  is  no  reason  to  think  that  it  could  do  so  at  any  lower 
cost  than  the  market. 

ECGD,  Department  of  Trade. 

March  1980. 


•Not  printed  with  this  evidence. 
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GOVERNMENTAL  OR  INDUSTRY-TO-1NDUSTRY  UNDERSTANDINGS 
RESTRICTING  IMPORTS  FROM  JAPAN 

Note  by  the  Department  of  Trade  (M42) 


Background 

1.  Although  both  the  UK  and  Japan  arc  major  trading  nations,  the  trade  between  the 
two  countries  is  still  relatively  small.  In  1979,  only  1.4  per  cent  of  our  exports  went  to 
japan  (making  up  1.5  per  cent  of  her  imports),  while  3.1  per  cent  of  our  imports  (3  per 
cent  of  Japan’s  exports)  came  from  Japan.  The  bilateral  visible  trade  account,  which  was 
in  balance  in  1970,  has  moved  steadily  in  Japan’s  favour,  reaching  a deficit  of  £884  million 
in  1979.  In  1979,  Japan’s  exports  to  the  UK  were  £1,490  million  against  British  exports 
to  Japan  of  £606  million;  and  only  40.7  per  cent  of  UK  imports  from  Japan  were  covered 
by  exports.  With  no  other  major  industrial  trading  partner  is  the  bilateral  account  so 
unbalanced. 

2.  There  is  a tendency  for  Japanese  exports  to  be  concentrated  on  fairly  narrow  product 
sectors  (eg  vehicles  represent  about  25  per  cent  of  UK  imports  from  Japan);  but  where 
difficulties  have  arisen  in  relation  to  sensitive  sectors  of  UK  industry,  the  Japanese  have 
been  ready  to  discuss  the  problems  with  the  industries  concerned.  About  one  third  of 
our  total  imports  from  Japan  are  covered  in  this  way. 

Industry-to-industry  understandings 

3.  Vehicles 

3.1  Discussion  between  the  industries  began  in  1975.  The  UK  industry  is  represented 
by  the  Society  of  Motor  Manufacturers  and  Traders  (SMMT);  the  Japanese  industry  by 
lie  Japanese  Automobile  Manufacturers’  Association  (JAMA).  Discussions  take  place 
once  or  twice  a year  and  cover,  inter  alia,  a review  of  the  motor  vehicle  markets  and  of 
the  economic  and  industrial  outlook  in  Japan  and  the  UK,  and  a discussion  of  prospects 
for  the  coming  period. 

3.2  Japanese  car  registrations  have  remained  at  around  the  same  penetration  level 
(between  9-11  per  cent)  for  about  five  years.  Unit  sales  have  increased  substantially, 
however,  in  line  with  the  growing  UK  market. 

3.3  Following  recent  talks  between  the  two  Associations,  the  SMMT  expect  that  JAMA 
members  will  continue  their  prudent  marketing  policy  during  1980'. 

3.4  The  Government  has  made  it  clear  that  it  supports  the  SMMT  in  its  regular  talks 
with  JAMA  to  promote  understandings  and  welcomes  the  restraint  which  JAMA  have 
shown  voluntarily  as  a consequence.  Apart  from  the  instance  in  1978,  it  has  not  so  far 
been  necessary  for  the  Government  to  intervene  in  the  inter-industry  discussions  although 
levels  of  shipments  and  sales  are  closely  monitored  within  the  Department. 

4.  Consumer  Electronics 

4.1  Discussions  between  the  industries  have  taken  place  since  1972.  The  UK  industry 
is  represented  by  the  Radio  Industries  Council  (RIC);  the  Japanese  industry  by  the 
Electronics  Industries’  Association  of  Japan  (EIAJ).  Discussions  usually  take  place  once 
a year  and  cover  the  performance  and  prospects  for  a full  range  of  video  and  audio 
consumer  electronic  products,  with  a review  of  the  UK  market  situation. 

4.2  At  the  discussions  for  1980,  the  EIAJ  again  confirmed  its  fundamental  policy  of 
orderly  marketing  in  these  product  areas  and  stated  that  its  exports  of  these  products  to 
the  UK  would  be  maintained  at  a reasonable  level  in  accordance  with  the  UK  market 
demand. 

4.3  The  Government  has  expressed  its  support  for  the  RIC  in  these  discussions  and 
has  welcomed  the  restraint  shown  by  the  EIAJ  while  the  process  of  restructuring  and 
modernising  the  UK  industry  continues.  The  Department  of  Trade  continues  to  monitor 
imports  closely. 


'Footnote  (November  1980):  FoUowing  subsequent  talks  in  September  1980,  it  is  expected  that  JAMA  will  continue 
their  prudent  marketing  policy  during  1981. 
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Official  and  public  Japanese  restraint 

5.  General 

Formal  export  controls  on  pottery  and  stainless  steel  tableware  are  imposed  bv  Janar, 
through  the  Ministry  of  International  Trade  and  Industry  (MITI)  Ordinance.  ’ 

6.  Pottery 

This  is  a long-standing  official  Japanese  restraint  following  the  abolition  of  UK  Quota  1 
restrictions  under  the  1962  Anglo-Japanese  Trade  Treaty,  It  was  renewed  in  December  I 
1979  for  1980  and  limits  Japanese  exports  to  the  UK  in  1980  to  7,470  cubic  metres  of  ■ 
tableware  and  3,960  cubic  metres  of  ornamental  ware.  Exports  are  fixed  after  consultation  ' 
between  the  industries  and  are  monitored  by  Japan. 

7.  Stainless  Steel  Cutlery 

This  is  another  long-standing  official  restraint  following  the  abolition  of  UK  quota  ■ 
restrictions  under  the  1962  Anglo-Japanese  Trade  Treaty.  Japanese  exports  to  the  UK 
in  1979  were  limited  to  one  mdlion  dozens  of  sets  with  f.o.b.  price  above  £1.45.  1 

restraint  is  expected  to  be  renewed  soon  for  1980. 


8.  UK  Industries'  Attitude 

The  UK  trade  associations  involved  have  welcomed  the  continuation  of  official  Japanese 
restraint  in  these  areas. 


Steel:  EECIJapan  understandings 

9.  Since  1978,  annual  understandings  between  Japan  and  the  Commission,  as  part  of 
the  steel  anti-crisis  measures,  have  set  out  the  prices  and  maximum  quantities  of  steel 
to  be  supplied  by  Japan  to  the  Community.  Unusual  regional  and  product  concentrations 
in  steel  exports  are  avoided. 


Textiles 

10.  The  recent  action  taken  by  the  European  Commission  at  the  UK’s  request  to 
impose  quotas  on  imports  into  the  UK  of  polyester  filament  yarn  and  nylon  carpet  yam 
under  Article  XIX  or  the  GATT  will  cover  Japan  which  has,  in  recent  years,  exported 
very  small  quantities  of  polyester  filament  yam  to  the  UK. 

March  1980. 


Letter  from  the  Secretary  or  State  Department  of  Trade  to  the  Chairman  of  the 
Committee  dated  17  March  1980  (M45) 

As  you  know,  I am  happy  to  help  the  Committee  in  any  way  I can  and  I have,  therefore, 
asked  my  Department  to  prepare  notes  on  the  matters  on  which  the  Committee  have 
asked  for  further  information . I have  to  say , however,  that  the  sheer  volume  of  information 
involved  has  placed  some  strain  On  my  Department’s  resources. 

There  is  one  matter  on  which  I thought  it  best  to  write  to  you  myself  rather  than  to 
deal  with  the  point  in  a departmental  note.  This  concerns  the  question  whether  the 
Departments  of  Trade  and  Industry  should  or  should  not  be  merged. 

You  will  remember  that  the  former  Department  of  Prices  and  Consumer  Protection 
was  merged  with  the  Department  of  Trade.  I understand  that,  as  it  was  not  wished  to 
recreate  a very  large  department  so  soon  after  the  old  DTI  had  been  broken  up,  the 
Departments  of  Trade  and  Industry  were  left  separate.  This  arrangement  is  working  well, 
and  the  Prime  Minister  has  no  plans  to  change  it. 

Obviously  there  is  nothing  I can  add  to  this  about  the  Prime  Minister's  views  and,  as 
I am  sure  you  will  understand,  it  would  not  be  profitable,  therefore,  for  the  Committee 
to  invite  me  to  appear  before  them  to  amplify  this  particular  matter. 
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CRITERIA  FOR  EMERGENCY  SAFEGUARD  ACTION  UNDER  ARTICLE  XIX  OF 

THE  GATT 

Paper  by  (he  Department  of  Trade  (M67) 

1.  Article  XIX  of  the  GATT  says: 

“If,  as  a result  of  unforeseen  developments  and  of  the  effect  of  the  obligations 
incurred  by  a contracting  party  under  this  Agreement,  including  tariff  concessions, 
any  product  is  being  imported  into  the  territory  of  that  contracting  party  in  such 
increased  quantities  and  under  such  conditions  as  to  cause  or  threaten  serious  injury 
to  domestic  products,  the  contracting  party  shall  be  free,  in  respect  of  such  product, 
and  to  the  extent  and  for  such  time  as  may  be  necessary  to  prevent  or  remedy  such 
injury,  to  suspend  the  obligation  in  whole  or  in  part  or  to  withdraw  or  modify  the 
concession". 

2.  The  effect  of  the  Article  is  that,  in  the  specified  circumstances  quantitative  restrictions 
can  be  imposed  or  a duty  increased  beyond  the  ceiling  otherwise  permitted  by  the  member 
state’s  obligations  under  the  Agreement. 

3.  The  term  “serious  injury"  is  not  defined  in  the  GATT  itself;  nor,  so  far,  has  any 
new  Code  on  Safeguards  been  negotiated,  which  might  have  been  expected  to  provide 
a greater  degree  of  definition.  But  on  the  basis  of  past  practice  in  the  GATT  it  is  necessary 
to  show  that  it  is  the  imports  themselves  which  are  causing  damage  to  the  domestic 
industry.  The  factors  which  are  normally  considered  as  contributing  to  injury  m such 
cases  are  a combination  of  the  following:  decline  in  output,  turnover,  market  share, 
profits,  exports,  utilisation  of  productive  capacity,  productivity,  domestic  prices,  domestic 
employment,  wages  and  investment.  This  list  is  drawn  from  the  preparatory  work  for  a 
safeguards  code  and  is  in  turn  based  on  practice  in  the  operation  of  Article  XIX.  Naturally 
not  all  these  factors  need  to  be  present  in  each  individual  case,  but  some  at  least  will 
certainly  need  to  be  before  action  under  Article  XIX  can  be  taken. 

4.  It  is  not  possible  to  put  any  precise  quantitative  measure  on  the  degree  of  injury 
at  which  emergency  safeguard  action  can  be  justified.  But  it  is  important  to  note  that  a 
high  level  of  import  penetration  does  not  of  itself  form  grounds  for  action  under  Article 
XIX,  since  it  is  quite  possible  for  an  industry  to  exist  profitably  with  a very  high  level 
of  import  penetration.  More  important  is  the  rate  at  which  imports  have  increased,  since 
it  is  this  that  is  likely  to  be  the  main  cause  of  disruption. 

5.  It  should  be  noted  that  Article  XIX  of  the  GATT  refers  to  “serious  injury”.  This 
should  not  be  confused  with  the  phrase  “material  injury”  which  is  used  in  the  quite 
different  context  of  anti-dumping  and  countervailing  action  under  Article  VI  of  the 
GATT. 

6.  It  is  open  to  any  UK  manufacturer  who  considers  he  is  suffering  injury  from  imports 
to  submit  a case  for  Article  XIX  action.  The  normal  procedure  is  for  the  manufacturer 
first  to  seek  the  support  of  his  trade  association,  and  for  the  trade  association  then  to 
discuss  the  matter  with  the  branch  in  the  Department  of  Industry  responsible  for  spon- 
soring the  industry  in  question.  It  is  for  the  Government  to  decide,  in  the  light  of  the 
facts  put  to  it  and  any  wider  considerations  of  commercial  or  economic  policy,  whether 
and  in  what  terms  the  case  should  be  submitted  to  the  European  Commission. 

24  March  1980. 
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PAPERS  ON  ANTI-DUMPING  AND  COUNTERVAILING  (M25)  AND  UNFAIR 
COMPETITION  FROM  DISRUPTIVE  IMPORTS  WITHIN  THE  COMMUNITY 


Supplementary  note  by  the  Department  of  Trade  (M68) 

1.  This  note  provides  the  supplementary  information  requested  by  the  Committee  on 
the  original  papers. 

Illustration  of  the  progress  on  one  or  two  typical  cases 

2.  At  Annex  1 are  three  illustrative  examples  of  anti-dumping  cases.  They  cover  a case 
where  fast  action  was  taken  when  good  information  was  supplied  by  the  Community 
industry  (Rosin),  a case  where  the  Commission  did  its  best  to  assist  a small  UK  firm 
which  is  the  sole  Community  producer  of  the  product  concerned  (Stereo  Cassette  Heads) 
and  a complex  case  (Integral  Electric  Motors).  This  annex  contains  commercially  con- 
fidential information1. 

3.  At  Annex  2 are  details  of  the  Prato,  chipboard  and  steel  baths  intra-Community 

cases.  This  annex  contains  commercially  confidential  information1.  ’ 

Anti-Dumping  and  countervailing  cases  since  the  end  of  the  transitional  period  for  UK 
membership  of  the  Community 

4.  Annex  1 of  the  note  by  the  Department  of  Trade  on  anti-dumping  and  countervailing 
action  (M25)1  sets  out  brief  details  of  the  37  cases  accepted  by  the  Commission  for  forma! 
investigation  since  the  UK  became  a full  member  of  the  Community.  Since  that  paper 
was  submitted  there  have  been  a number  of  further  developments.  These  are: 


Case  22  (Integral  Electric  Motors) 

Price  undertakings  have  been  accepted  from  Czechoslovakia,  the  GDR,  Hungary,  Poland, 
Bulgaria  and  Romania.  A provisional  duty  has  been  imposed  against  the  USSR. 


Case  27  (Cold  Formed  Steel  Sections) 

A price  undertaking  has  been  accepted  from  Romania. 

In  addition  a further  investigation  into  ammonium  nitrate  fertiliser  from  the  USA  has 
been  announced. 

5.  At  Annex  3 is  a supplement  to  Annex  1 of  M25  which  indicates,  where  possible, 
for  all  anti-dumping  and  countervailing  cases  opened  by  the  Commission  since  July  1977 
where  there  was  a UK  producer  interest  and  where  the  UK  industry  concerned  was  a 
major  instigator  of  the  action. 


United  Kingdom  reactions  to  the  Commission’s  handling  of  cases 

6.  Any  industry  approaching  the  Commission  for  action  against  dumped  or  subsidised 
imports  will  have  one  major  objective  in  mind  — to  secure  as  quickly  as  possible  remedial 
measures  which  will  bring  to  an  end  the  injury  that  the  industry  believes  it  is  suffering. 
The  achievement  of  this  objective  will  however  depend  on  a number  of  factors  — the 
complexity  of  the  case  (itself  a function  of  eg  the  number  of  Community  companies 
supporting  the  complaint,  the  number  of  exporters  alleged  to  be  dumping,  and  the  nature 
of  the  product  under  investigation),  the  extent  of  dumping  or  subsidisation  (many  appli- 
cants argue  that  cheap  imports  making  inroads  into  their  markets  must  necessarily  be 
dumped  but  cheapness  is  not  of  itself  a proof  of  dumping  or  subsidisation)  and  the  extent 
of  the  injury  caused  by  the  dumped  or  subsidised  imports  (the  injury  felt  by  an  industry 
may  in  fact  spring  from  factors  other  than  dumped  imports).  In  short  the  speed  with 
which  the  outcome  of  a case  can  be  reached  and  the  nature  of  the  outcome  itself  will 
reflect  the  strengths  and  weaknesses  of  the  case  itself. 


lNot  printed. 
Evidence  Page  66. 
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7.  Given  that  the  speed  and  ease  with  which  a case  can  be  brought  to  conclusion  will 
vary,  the  reaction  of  the  industries  concerned  will  also  vary.  Nevertheless,  although  their 
expectations  may  not  be  fully  realised,  companies  in  general  recognise  that  the  Com- 
mission makes  every  effort  to  carry  out  its  investigations  as  quickly  and  thoroughly  as 
possible  and  to  secure  the  best  outcome  consistent  with  the  Community  legislation  and 
the  GATT  Codes.  HMG  continues  to  impress  on  the  Commission  the  need  for  swift  and 
effective  handling  of  cases  but  has  no  reason  to  believe  that  this  need  is  not  fully  recognised 
by  the  Commission.  In  the  case  of  alleged  unfair  competition  within  the  Community,  as 
we  indicated  in  the  main  paper  we  are  not  satisfied  with  the  present  situation.  Consid- 
eration is  still  being  given  to  means  of  ensuring  that  due  weight  is  given  to  the  problem 
within  the  Community.  No  proposals  have  yet  been  formulated. 

Difficulties  with  the  Commission’s  anti-dumping  questionnaire  and  other  administrative 
provisions 

8.  The  questionnaire  which  the  Commission  ask  applicants  for  anti-dumping/ 
countervailing  action  to  fill  up  and  the  other  procedures  folllowed  in  the  investigation 
of  a complaint  derive  from  the  relevant  Community  legislation  which  in  turn  implements 
the  international  codes  and  agreements  negotiated  in  the  GATT.  These  codes  and  agree- 
ments were  drawn  up  in  an  attempt  to  ensure  that  all  relevant  considerations  in  a complaint 
were  taken  into  account,  that  all  those  concerned  had  an  opportunity  to  present  their 
views  and  to  protect  Lheir  interests  and  that  broadly  consistent  procedures  were  operated 
by  all  signatories  to  the  GATT  agreements. 

9.  The  ability  of  particular  industries  to  respond  to  the  initial  questionnaire  and  to 
participate  in  the  formal  investigation  depends  on  the  circumstances  of  the  industry.  An 
industry  comprised  of  medium  and  large  companies  with  a strong  national  trade  asso- 
ciation, or  better  still  with  a strong  European  trade  association  with  some  experience  of 
anti-dumping  practices,  is  likely  to  have  fewer  problems  than  for  example  a highly  frag- 
mented industry  with  a weak  trade  association  and  perhaps  no  European  bade  association 
at  all.  Both  the  Department  of  Trade  and  the  Commission  are  well  aware  of  this  problem, 
and,  so  far  as  they  are  able,  seek  to  overcome  it  by  providing  guidance  notes  which 
outline  the  information  to  be  given  and  the  procedures  to  be  followed  in  an  anti-dumping 
or  countervailing  case  and,  as  appropriate,  by  providing  information  which  the  industry 
itself  may  not  have.  In  addition  the  Department  is  ready  to  give  help  and  advice  at  all 
stages  in  the  formulation  and  processing  of  an  application  and  is  thus  able  to  advise  the 
applicant  as  to  which  information  called  for  in  tne  questionnaire  is  crucial  to  his  case, 
which  is  merely  helpful,  and  which  in  the  particular  circumstances  involved  is  irrelevant. 
The  cases  listed  in  Annex  1 to  the  original  note  submitted  to  the  Committee  suggest  that 
a wide  range  of  industries  have  found  it  possible  successfully  to  formulate  and  launch 

. applications  in  Brussels.  Both  we  and  the  Commission  stress  that  it  is  not  for  the  applicant 
to  prove  dumping;  that  it  is  not  necessary  in  every  case  to  be  able  to  answer  every  question 
on  the  form;  and  that  the  Commission  can  and  frequently  do  open  cases  for  investigation 
where  there  is  simply  a prima  facie  indication  that  dumping  is  taking  place. 

10.  The  negotiation  in  the  MTNs  of  the  new  Agreements  on  anti-dumping  and  coun- 
tervailing measures  has  provided  an  opportunity  to  redraft  in  a clearer  and  more  readily 
understandable  form  the  basic  anti-dumping  and  countervailing  legislation.  The  Com- 
mission, at  the  instigation  and  with  the  co-operation  of  HMG,  intends  to  redraft  both 

[ the  questionnaire  and  the  notes  for  guidance  with  the  aim  of  facilitating  the  industry’s 
task  in  preparing  an  application’. 


21  March  1980. 

I 


'Note  by  witness:  The  revised  questionnaire  and  guidance  notes  were  published  in  the  autumn  of  1980. 
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ANNEX  3 

As  anti-dumping  cases  have  to  be  brought  on  the  basis  of  injury  to  a major  proportion 
of  the  European  industry,  it  is  often  not  possible  to  indicate  in  cases  submitted,  for 
example  by  a European  trade  association,  whether  the  UK  industry  were  the  major 
instigators  in  an  application. 

Set  out  below  is  a list  of  anti-dumping/countervailing  cases  handled  by  the  European 
Commission  since  July  1977  in  which  UK  producers  have  had  an  interest  in  the  application. 
We  have  also  attempted  where  possible  to  indicate  the  occasions  when  the  Uk  industry 
were  prime  movers  in  the  application. 


Commodity  and  country  of  origin 

Cases  in  which  UK 
producers  have  had  an 
interest 

Cases  where  the  UK 
industry  were  a major 
instigator 

1.  Housed  bearings 
Japan 

V 

2.  Kraft  liner 
USA 
Sweden 
Finland 
Portugal 
Austna 
Canada 
USSR 

V 

3.  Wrought  titanium 
Japan 

V 

4.  Hole  punching  machines 
Japan 

V 

V 

5.  Chipboard 

Sweden 

Spain 

V 

V 

6.  Rosin 

Sweden 

V 

V 

7.  Enamelled  winding  wire 
Spain 

V 

8.  High  tenacity  polyamide  and 
polyester  yarn 
USA 

V 

V 

9.  Styrene  butadiene  rubber 
GDR 
Poland 
Romania 

V 

V 

10.  Vinylacetate 
USA 

V 

11.  G/S  light  bulbs 
GDR 
Hungary 
Poland 

Czechoslovakia 

V 
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Commodity  and  country  of  origin 

Cases  in  which  UK 
producers  have  had  an 
interest 

Cases  where  the  UK 
industry  were  a major 
instigator 

12.  Sodium  carbonate 
Bulgaria 
GDR 
Poland 
Romania 
USSR 

V 

13.  Fibre  building  board 
USSR 
Romania 
Poland 

Czechoslovakia 

Spain 

Sweden 

Norway 

Finland 

V 

V 

14.  Herbicide 

Romania 

V 

V 

15.  Gas  tubes 

Spain 

Romania 

Spain  only  V 

16.  Dressed  bovine  leather 
Brazil 

V 

V 

17.  Integral  horsepower  electric  motors 
Czechoslovakia 
GDR 
Hungary 
Poland 
USSR 
Bulgaria 
Romania 

V 

18.  Motor  car  tyres 

Czechoslovakia 

GDR 

Romania 

V 

V 

19.  Acrylic  £bre 

Japan 

Spain 

Turkey 

Greece 

USA.  only  V 

20.  Cotton  yarn 

Turkey 

V 

21.  Stereo  cassette  heads 
for  car  stereo  units 
Japan 

V 

V 

22.  Saccharin 

Japan 

China 

USA 

V 

V 
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Commodity  and  country  of  origin 

Cases  in  which  UK 
producers  have  had  an 
interest 

Cases  where  the  UK 
industry  were  a major 
instigator 

23.  Mechanical  alarm  clocks 
GDR 

Hong  Kong 
Czechoslovakia 
China 
USSR 

V 

V 

24,  Ball  hearings 
Japan 
USSR 
Poland 
Romania 

V 

25.  Seamless  steel  tubes 
Spain 

V 

V 

26.  Anchor  chains 
Sweden 
Spain 

V 

V 

27.  Stainless  steel  bar 
Brazil 

V 

V 

HANDLING  OF  CLAIMS 

Supplementary  information  by  the  Export  Credits  Guarantee  Department  (M74) 

At  26  February  1980,  ECGD  had  3,162  claims  on  hand  under  Comprehensive  Guar- 
antees covering  export  contracts  on  Short  Term  credit.  Of  these,  636  received  in  February 
and  127  received  in  January  were  undergoing  or  awaiting  initial  processing  which  might 
or  might  not  throw  up  need  for  reference  back  to  policyholders.  Correspondence  with 
policyholders  was  in  train  on  the  remaining  2,399  claims  of  which: — 

57  were  received  in  February  1980 
424  were  received  in  January  1980 
281  were  received  in  December  1979 
309  were  received  in  November  1979 
1,328  were  received  before  November  1979 


Of  the  1,328  claims  received  before  November  1979: — 

(i)  About  25  per  cent  were  on  the  point  of  final  action  (by  payment  or  withdrawal  of 
claim  or  refusal  of  liability)  at  26  February  and  were  thereby  cleared  in  the  following 
week  or  so; 

(ii)  Another  25  per  cent  consist  of  cases  where  policyholders  are  either  contesting 
ECGD’s  refusal  of  liability;  or  where  ECGD  is  unlikely  to  be  liable  but  awaits 
further  information  from  policyholders  before  reaching  a final  decision. 

(iii)  About  10  per  cent  cases  where  buyers  are  disputing  contractual  performance  by 
policyholders:  pending  settlement  of  such  disputes,  ECGD’s  liability  (if  any)  cannot 
be  established  under  the  cover. 

(iv)  The  remaining  40  per  cent  are  cases  where  ECGD’s  liability  remains  an  open 
question  to  be  determined  in  the  light  of  further  information  awaited  from 
policyholders. 

24  March  1980. 
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INSURANCE 

Written  evidence  submitted  through  CBI  by  the  Hon  Mrs  Liliana  Archibald,  EEC 
Adviser  to  Lloyd’s,  British  Insurance  Brokers’  Association  and  the  International  Group 
of  Protection  and  Indemnity  Clubs  (M96) 

This  note  deals  with  two  issues:  marine  cargo  insurance  and  insurances  related  to  public 
supply  contracts  within  the  EEC  open  to  competitive  tender. 

Marine  Cargo  Insurance 

Marine  cargo  insurance  is  concerned  with  property  which,  in  the  course  of  its  journey, 
is  removed  from  the  direct  control  of  the  contracting  parties.  Goods  in  transit  face  hazards 
such  as  the  many  varied  marine  perils,  accidents  during  transit,  careless  handling  and 
dishonesty.  Such  problems  and  dangers  may  vary  in  scope  and  size  but  can  arise  in  similar 
ways  throughout  the  world;  and  this  has  contributed  to  the  development  of  marine  cargo 
insurance  as  an  international  type  of  business.  The  imposition  of  compulsory  local  restric- 
tions is  a step  back  from  true  internationalisation,  a hindrance  to  free  trade  and  may 
result  in  additional  cost  to  the  consumer. 

The  buyer  of  marine  cargo  insurance  differs  from  other  buyers  of  insurance.  Firstly, 
he  is  a professional  trader  (often  using  a professional  intermediary)  who  needs  a freedom 
of  choice  to  be  able  most  effectively  to  obtain  tailor-made  cover  for  his  own  requirements. 
Secondly,  ownership  often  changes  during  the  journey,  through  precisely  when  such  a 
change  occurs  is  not  always  easy  to  determine  — the  seller  may  retain  an  interest  far 
longer  or  the  buyer  acquire  one  far  earlier  than  either  party  expects  during  the  transaction, 
and  the  insurance  document  must  provide  an  assurance  to  seller  and  buyer  that  whichever 
party  bears  the  loss  will  be  compensated.  And  thirdly,  the  owner  is  not  necessarily  the 
only  person  with  a financial  interest  in  the  goods  being  shipped  — for  example,  bankers 
require  adequate  guarantees  before  advancing  credit  on  a trading  transaction;  and  insur- 
ance plays  an  important  role  in  providing  them. 

A marine  cargo  loss  may  occur  anywhere  and  the  party  needing  reimbursement  may 
require  settlements  where  repairs  or  replacements  are  paid  for.  For  claims  to  be  met 
speedily,  foreign  exchange  must  be  readily  available. 

The  absence  of  total  free  choice  of  insuring  may  prevent  the  trader  from  taking  advan- 
tage of  more  competitive  terms  of  cost  or  quality  that  would  otherwise  have  been  trans- 
acted by  the  exporter,  thus  prejudicing  the  national  interest. 

The  USA  has  managed  to  negotiate  an  Agreement  with  the  USSR  relating  to  marine 
cargo  insurance;  a copy  of  this  Agreement  is  attached.  Also  attached  is  a note  specifying 
some  of  the  effects  of  Russian  demands  concerning  insurance  on  UK-USSR  trade. 

What  British  business  needs  is  for  the  UK  to  press  the  European  Community  to 
negotiate  an  agreement  similar  to  the  one  concluded  between  the  USA  and  Russia. 

EEC  — Second  Supplies  Directive 

Since  this  Directive  on  public  contracts  came  into  effect  on  1 July  1978,  certain  public 
purchasing  authorities  in  the  Member  States  are  required  to  advertise  for  competitive 
bidding  from  firms  throughout  the  community  on  virtually  all  contracts  worth  more  than 
£130,000.  It  appears  that  the  insurance  which  go  with  these  public  supplies  contracts  are 
not  open  to  competitive  bidding;  and  this  is  something  which  the  UK  industry  will  wish 
to  change. 


31  March  1980 
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UK  TEXTILES  UNDER  MFA  II 
A MID-TERM  REVIEW  OF  THE  NEW  RESTRICTIONS 

Paper  submitted  by  the  Hong  Kong  Government  Office  (MI37) 

1.  The  Multi-Fibre  Arrangement  (MFA)  was  first  negotiated  in  1973  to  run  for  four 
years,  1974-1977  (MFA  I).  Under  the  MFA,  developing  country  (LDC)  suppliers  of 
textile  products  gave  up  their  rights  in  GATT  to  non-discriminatory  treatment  in  return 
for  guaranteed  access  rights  to,  and  growth  in,  the  import  markets  of  the  advanced 
industrial  countries  (AICs).  A principal  aim  of  the  MFA  is  “to  provide  scope  for  a greater 
share  for  (LDCs)  in  world  trade  in  (textile)  products". 

2.  In  1977  the  MFA  was  renewed  for  a further  four  year  period,  1978-1981  (MFA  II) 
under  a protocol  which  enabled  the  EEC  to  set  tighter  restrictions,  reducing  access  rights 
and  lowering  growth  rates,  on  LDC  suppliers,  particularly  the  so-calied  dominant  suppliers 
such  as  Hong  Kong.  Hong  Kong  objected  to  these  tighter  restrictions  as  further  discrim- 
ination against  LDC  suppliers,  while  the  cut-backs  imposed  on  "dominant  suppliers” 
were  contrary  to  the  fundamental  principles  of  the  MFA. 

3.  The  attached  tables  give  details  of  UK  trade  in  textiles  and  clothing  in  the  first  two 
years,  1978-1979,  of  MFA  II  and  also  compare  imports  in  this  period  with  those  under 
MFA  1,  1974-1977.  Even  under  MFA  I,  it  is  doubtful  that  the  aim  of  providing  a greater 
share  for  LDC  suppliers  was  fulfilled  in  the  UK;  the  growth  rate  of  imports  from  LDC 
suppliers  was  the  same  as  from  OECD  suppliers  (Table  2).  But  under  MFA  II,  so  far 
from  having  a greater  share,  imports  from  LDC  suppliers  have  been  restricted  to  a lower 
share  of  the  import  market  than  under  MFA  I,  down  from  33  per  cent  to  31  per  cent 
(Table  1). 

4.  Hong  Kong,  despite  full  utilization  of  many  of  its  quotas,  has  been  cut-back  from 
16  per  cent  of  the  import  market  under  MFA  I to  13  per  cent  (Table  1).  The  EEC  claimed 
that  such  cut-backs  would  make  room  for  more  favourable  treatment  for  small  suppliers 
and  newcomers,  but  the  main  beneficiaries  have  been  EEC  suppliers,  up  from  37  per 
cent  to  42  per  cent  of  the  import  market  (Table  1). 


UK  TRADE  IN  TEXTILES  AND  CLOTHING  1978  and  1979 

Textiles 

5.  UK  imports  of  textiles  (Table  6)  increased  at  a compound  rate  of  23  per  cent  p.a., 
but  exports  (Table  7)  at  only  8 per  cent  p.a.  The  visible  trade  balance  (Table  8),  which 
had  been  in  surplus  due  to  trade  with  LDCs,  deteriorated  by  £380  million  to  a deficit  of 
£352  million,  nearly  all  attributable  to  trade  with  OECD  countries.  The  LDC  share  of 
imports  dropped  from  19  per  cent  under  MFA  I (Table  12)  to  17  per  cent,  while  the  EEC 
share  increased  from  45  per  cent  to  51  per  cent.  The  UK  market  increased  slightly  but 
domestic  production  and  employment  fell  (Table  15). 

Clothing 

6.  UK  imports  of  clothing  (Table  9)  increased  at  a compound  rate  of  25  per  cent  p.a., 
but  exports  (Table  10)  at  only  12  per  cent  p.a.  The  visible  trade  balance  (Table  11) 
deteriorated  further  by  £274  million  to  a deficit  of  £443,  mostly  attributable  to  trade  with 
LDCs.  The  LDC  share  of  imports  dropped  from  53  per  cent  under  MFA  I (Table  13) 
to  52  per  cent,  while  the  EEC  share  increased  from  26  per  cent  to  29  per  cent.  The  UK 
market  increased  by  some  10  per  cent  but  production  by  only  7 per  cent  with  a slight 
reduction  in  employment  (Table  15). 


Overall  Trade  in  Textiles  and  Clothing 

1.  There  was  a massive  deterioration  in  the  visible  trade  balance  (Table  5)  by  £654 
million  to  increase  the  deficit  to  £795  million.  While  the  deficit  in  trade  with  LDCs 
increased,  of  more  significance  and  greater  impact  was  the  turnaround  in  trade  with 
OECD  countries  from  a surplus  to  a deficit,  the  main  cause  of  which  was  trade  with  the 
rest  of  the  EEC. 
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g.  As  UK  production  did  not  keep  pace  with  the  rise  in  home  demand,  it  appears  that 
import  penetration  increased.  In  contrast  to  the  UK  industry’s  vociferous  complaints 
about  imports  from  LDCs,  it  is  clear  that  it  was  AICs  with  unrestricted  access  that 
increased  their  penetration  of  the  UK  market.  It  would  be  difficult  to  draw  any  other 
conclusion  than  that  the  UK  industry’s  problem  was  that  it  was  not  internationally  com- 
petitive, even  with  countries  with  much  higher  wage  rates  than  in  the  UK. 


TRADE  POLICY  CONSIDERATIONS 


UK 

9.  The  UK  industry  advances  many  claims  to  justify  restrictions  on  imports  from  LDCs 
and,  at  first  sight,  it  might  appear  from  the  large  deficit  in  textile  trade  with  the  LDCs 
that  this  trade  is  not  beneficial  to  the  UK.  On  the  contrary,  it  is  only  natural  that  there 
should  be  such  a deficit  so  that  LDCs  can  purchase  more  advanced  manufactured  products 
to  the  benefit  of  AIC  industries.  Indeed,  AICs  increased  their  trade  surplus  in  manu- 
factures with  LDCs  from  $40  billion  in  1973  to  $140  billion  in  1979.  Not  is  this  true  only 
of  trade  with  LDCs  as  a group  but  also  with  the  newly  industrialising  countries  (NICs), 
such  as  Hong  Kong,  which  are  sometimes  labelled  as  “super-competitive”!  a number  of 
recent  reports,  emanating  from  such  authorities  as  the  Foreign  and  Commonwealth  Office, 
OECD,  and  Economist  Intelligence  Unit,  have  shown  that  the  UK  has  a trade  surplus 
in  manufactures  with  the  NICs. 

10.  The  oft-repeated  complaints  that  imports  from  LDCs  cause  unemployment  are 
also  answered  in  those  reports,  which  found  that  jobs  lost  in  one  sector  were  compensated 
by  jobs  gained  in  other  sectors.  In  any  case,  as  the  Minister  of  Trade  said  (31  January), 
the  “falling  workforce  (in  the  UK  textile  industry)  can  be  shown  to  be  principally  a 
reflection  of  technological  advance  and  increased  productivity”. 

11.  While  it  is  difficult  to  determine  precisely  the  amount  by  which  prices  arc  raised, 
it  is  certain  that  restrictions  on  LDC  imports  cause  prices  to  rise,  so  that  inflation  is 
increased  and  consumers  have  to  pay  for  the  protection  of  the  UK  textile  industry.  Given 
that  the  import  restrictions  are  aimed  at  “low-cost”  imports,  it  follows  that  it  will  be  the 
cheaper  textile  products  that  will  be  most  affected  by  the  price  rises,  so  it  is  not  just 
consumers  in  general  who  pay  but  particularly  the  less  well-off  and  those  with  large 
families,  making  it  a regressive  and  clearly  inequitable  method  of  financing  protection 
for  the  textile  industry. 

12.  If  there  are  restrictions  on  imports  of  cheap  textile  products,  as  there  have  been 
for  20  years,  it  is  to  be  expected  that  international  competition  at  the  higher  quality  end 
of  the  market  will  be  intensified.  In  such  a situation,  there  will  be  an  incentive  for  the 
UK  textile  industry  to  concentrate  in  the  lower  quality  market,  which  becomes  a soft 
option  where  higher  than  international  level  prices  can  be  charged.  This  may  enable  some 
marginal  units  in  the  industry  to  continue  in  business  for  longer  than  would  otherwise 
be  the  case  without  adjustment,  such  as  new  investment  and  modernization,  but  will 
hardly  lead  to  a more  competitive  industry. 

13.  Restrictions  on  textile  imports  are  contrary  to  the  interests  of  other  industries, 
increase  inflation,  place  a burden  on  less  well-off  consumers,  and  do  not  lead  to  a more 
competitive  textile  industry.  It  is  clear  that  such  restrictions  serve  only  short-sighted  and 
narrow  sectional  interests. 
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Hong  Kong 
14.  Hon 
is  indeed 


and  to  the 


Hong  Kong  Government 
Office  London 


March  1980. 
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UK  IMPORTS  OF  TEXTILES  AND  CLOTHING^) 

Comparison  of  import  market  share  and  growth  rates  in  MFA  I (1974-77)  and  MFA  II  (1978—79) 

Table  1 


Import  Market  Share 


Supplier 

MFA  I 
1974-1977 
% average 

MFA  11 
1978-1979 
% average 

EEC 

37 

42 

EFTA(1)  

11 

8 

Mediterranean^)  

....  7 

8 

Other  OECD  . . 

....  9 

8 

OECD  total 

64 

66 

Hong  Kong 

16 

13 

Other  LDC 

17 

18 

LDC  total  

33 

31 

CPE(4)  

....  3 

3 

Total 

100 

100 

Table  2 

Import  Growth  Rate(5) 


MFA  1 

MFA  II 

Supplier 

1974-1977 

1978-1979 

% average 

% average 

EEC 

29 

25 

EFTA(2)  

....  9 

13 

Mediterranean^)  

13 

34 

Other  OECD  . . 

17 

33 

OECD  total 

22 

25 

Hong  Kong  

14 

19 

Other  LDC 

31 

24 

LDC  total 

22 

22 

CPE(d)  

32 

13 

Total  . . 

22 

24 

Source : Tables  3 & 14 

Notes:  1 SITC  Division  65  and  84. 

2 Excluding  Portugal. 

3 Spain,  Portugal,  Greece,  Turkey. 

4 Centrally  planned  economies. 

5 These  compound  growth  rates  reflect  only  trade  levels  at  the  beginning  and  end  of  each 
period,  ie  1973  & 1977, 1977  & 1979,  so  do  not  take  account  of  trade  performance  in  the  intervening 
years  and  may  be  unduly  affected  by  any  anomalous  trade  levels  in  the  particular  reference  years. 
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UK  Trade  in  Textiles  and  Clothing^) 
1977-1979 


Table  3 IMPORTS £ million 


1978 

% 

1979 

% 

1978-79  average 
share  growth 
% % 

EEC 

EFTAO 

Mediterranean^)  . . 
Other  OECD 

rail 

1,036  (44) 

209  (9) 

171  (7) 

175  (7) 

1,193  (41) 

223  (8) 

219  (7) 

2S4  (9) 

42  25 

| 13 

8 34 

8 33 

OECD  total 

iEEZSSSI 

66  25 

Hong  Kong 
Other  LDC  . . 

264  (14) 

354  (19) 

—a 

}3  19 

18  24 

LDC  total 
CPEC) 

618  (33) 

63  (3) 

<8 

31  22 

3 13 

Total 

2,376  (100) 

2,886  (100) 

Table  4 EXPORTS 


Market 

1977 

% 

1978 

% 

1979 

% 

1978-79 

share 

% 

average 

growth 

% 

EEC 

719 

(41) 

840 

(44) 

999 

(481 

46 

18 

EFTA(2) 

289 

17 

268 

(14 

303 

15 

14 

2 

Mediterranean^3) 

42 

(2 

36 

(2 

45 

(2 

2 

3 

Other  OECD 

266 

15 

297 

16 

294 

14 

15 

OECD  total 

W&m 

1,641 

■ V;L9 

■“  '"Kl 

LDC 

K&l 

383 

R I 

CPE(4) 

mm 

ttl 

Kl 

67 

Kl 

Total 

1,745 

IGBl 

(100) 

2,091 

(100) 

100 

Table  5 VISIBLE  TRADE  BALANCE 


Trading  Partner 

1977 

1978 

1979 

1977-79 

Absolute  change 

EEC 

-45 

-196 

-194 

-149 

EFTA(2) 

114 

59 

80 

-34 

Mediterranean(3) 

-80 

-135 

-174 

-94 

Other  OECD 

122 

122 

40 

-82 

OECD  total 

111 

-359 

LDC 

-244 

-289 

CPE(4) 

-8 

-6 

Total 

-141 

-654 

Source:  UK  Overseas  Trade  Statistics. 

Notes:  1SITC  Divisions  65  and  84.  3Spain,  Portugal,  Greece,  Turkey. 

^Excluding  Portugal.  ^Centrally  planned  economies. 
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UK  Trade  in  Textiles^) 
1977-1979 


Table  6 IMPORTS  £ million 


1977 

% 

1978 

% 

1979 

% 

1978-79  average 
share  growth 

i % % 

EEC 

■eezh 

(49) 

764 

(53) 

855 

(51) 

51 

25 

eftap) 

123 

(11) 

152 

(10) 

151 

(9 

10 

11 

Mediterranean^) 

82 

(7 

116 

(8 

144 

(8) 

8 

33 

Other  OECD 

114 

■Gi« 

142 

KUl 

209 

(12 

11 

35 

OECD  total 

WEM 

KEE3I 

■CB1 

KE9 

151 

25 

Hong  Kong  . . 

49 

(4) 

56 

(4) 

66 

(4) 

4 

16 

Other  LDC  . . 

161 

(15) 

■Ul 

(12) 

218 

(13) 

13 

16 

LDC  total 

210 

(191 

236 

(16) 

284 

(17) 

17 

16 

CPE(4) 

(4) 

45 

(3) 

49 

(3) 

3 

11 

Total 

HEM 

■Gal 

IKEttfl 

KES1 

\MEM 

EES1 

■B 

23 

Table  7 EXPORTS 


■ 

■ATM 

REV 

■£5l 

Bg&jl 

Bfrjl 

|k|] 

jjBpF-1 

■151 

CB1 

KLfl 

»£» 

ESI 

■a 

men 

■SI 

■Em 

■iqI 

■a 

Kl 

■til 

Kifl 

■51 

ma 

IIEEil 

IgjBl 

ESDI 

SES1 

im 

2S3 

Table  8 VISIBLE  TRADE  BALANCE 


Trading  Partner 

1977 

1978 

1979 

1977-79 

Absolute  change 

EEC 

-97 

-255 

-248 

-151 

EFTA(2) 

39 

-5 

13 

-26 

Mediterranean(3) 

-47 

-86 

-108 

-61 

Other  OECD 

77 

75 

9 

-68 

OECD  total 

-28 

-271 

-334 

-306 

LDC 

47 

52 

-30 

-77 

CPE(4) 

9 

2 

12 

+3 

Total 

28 

-217 

-352 

-380 

Source:  UK  Overseas  Trade  Statistics. 

Notes:  1SITC  Divisions  65.  3Spain,  Portugal,  Greece,  Turkey. 

Excluding  Portugal.  4Centrally  planned  economies. 
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Table  11 


VISIBLE  TRADE  BALANCE 


Source:  UK  Overseas  Trade  Statistics. 

Notes:  *SITC  Division  84.  3Spain,  Portugal,  Greece,  Turkey. 

^Excluding  Portugal.  4Centrally  planned  economies. 
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UK  Imports  of  Textiles  nnd  Clothing 
1974-1977 

Table  12 

TEXTILES^) 

£ million 

Table  14  TEXTILES  AND  CLOTHING(6) 


Source:  UK  Overseas  Trade  Statistics. 

Notes:  ^SITC  Divisions  65.  ^Centrally  planned  economies. 

Excluding  Portugal.  SSITC  Division  84. 

3Spain,  Portugal,  Greece,  Turkey.  6SITC  Divisions  65  and  84. 
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Table  15  UK  Activity  in  Textiles  and  Clothing 


1977 

1978 

1979(l) 

1977-79 

change 

Textiles 

725 

704 

- 

Fibre  consumption 

696 

+u% 

(million  kgs.) 
Production  Index 

100.9 

99.3 

97.6 

-3.3% 

(1975  = 100) 

Employment 

484.4 

464.2 

452.4 

-6.6% 

(thousands,  excluding  N. 
Ireland) 

Clothing 

Consumers’  expenditure 
(Constant  price  index, 
1975  = 100) 

99.4 

104.7 

109.1 

+9.8% 

Production  Index 

103.0 

105.9 

110.1 

+6.9% 

(1975  - 100) 

289.8 

Employment 

(thousands,  excluding  N. 

297.1 

293.0 

-1.4% 

Ireland) 

Source:  Quarterly  Statistical  Review  of  The  Textiles  Statistics  Bureau. 
Note:  xbased  on  first  three  quarters. 


DECISION  ON  EEC  ANTI  DUMPING  CASES 
Note  provided  by  UK  Permanent  Representative’s  Office  in  Brussels  (M141) 

1.  A decision  to  impose  a definitive  anti-dumping  duty  on  imports  from  outside  the 
Community  is  taken  by  the  Council  on  a proposal  from  the  Commission.  (The  Council 
would  if  necessary  decide  by  qualified  majority,  but  voting  is  uncommon). 

2.  In  more  detail,  the  anti-dumping  procedure  can  involve  different  kinds  of  decision, 
namely. 

(a)  A decision  to  open  a formal  anti-dumping  investigation:  This  is  taken  by  the 
Commission  on  prima  facie  evidence,  and  after  consulting  the  Anti-Dumping 
Committee  of  national  officials. 

(b)  A decision  to  terminate  an  investigation  (other  than  by  imposing  a duty).  This 
might  for  example  be  a decision  that  there  is  no  dumping  because  the  evidence 
does  not  satisfy  the  various  criteria;  or  a decision  to  accept  a voluntary  price 
undertaking  from  the  exporter  instead  of  completing  the  procedure.  This  is  a 
Commission  decision,  but  can  be  overturned  by  the  Council  on  a qualified 
majority. 

(c)  A decision  to  impose  a provisional  anti-dumping  duty:  This  is  a Commission 
decision,  but  can  be  overturned  by  the  Council  on  a qualified  majority. 

(d)  A decision  to  extend  provisional  measures:  This  is  a Council  decision,  on  a 
proposal  from  the  Commission. 

(e)  A decision  to  introduce  a definitive  anti-dumping  duty:  This  is  a Council  decision, 
on  a proposal  by  the  Commission. 
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IMPORT  PENETRATION 

Paper  submitted  by  the  Trades  Union  Congress  (M142) 

f}ie  Growth  of  Managed  Trade 

1.  The  debate  on  imports  is  often  polarised  between  “free  trade”  and  “protection”, 
but  what  is  clear  is  that  the  international  trading  environment  in  which  the  UK  will 
operate  in  the  1980s  is  hardly  one  which  can  be  characterised  as  “free  trade”.  During 
the  1970s  the  degree  to  which  international  trade  was  “managed”  in  one  form  or  another 
increased.  This  trend  increasingly  affected  trade  in  manufactures,  as  well  as  trade  in 
primary  commodities  which  has  traditionally  been  managed  to  some  extent.  The  thesis 
of  this  document  is  that  the  Government  must  recognise  the  international  trading  reality. 
Neither  free  trade  nor  protectionism  are  in  themselves  desirable.  What  is  needed  is  a 
managed  approach  to  the  growth  of  trade  which  will  allow  the  improvement  of  living 
standards  both  in  this  country  and  abroad. 

2.  Managed  trade  is  trade  that  is  contained  by  some  form  of  control,  either  on  exports 
or  on  imports.  Tariff  and  quota  controls  on  imports  are  the  best-known  examples.  These 
are  for  example  extensively  used  by  other  countries  in  the  clothing  and  footwear  industries. 
In  an  article  in  the  NIESR  publication,  "Britain’s  Trade  and  Exchange  Rate  Policy”, 
Sheila  Page  identifies  a number  of  other  forms  of  managed  trade.  Examples  of  these  are: 
market  sharing  arrangements  among  consumers  with  the  (possibly  forced)  agreement  of 
suppliers  such  as  those  covering  the  EEC  steel,  textile  and  clothing  industries;  minimum 
prices  such  as  those  operated  by  the  EEC  to  protect  the  steel  industry;  anti-dumping 
duties;  import  licenses;  technical  and  health  and  safety  standards  designed  to  discriminate 
against  imports;  imposition  of  a premium  for  purchasing  foreign  currency  to  import,  such 
as  the  15  per  cent  surcharge  recently  introduced  by  Brazil;  and  Government  and  public 
sector  purchasing  policies.  The  distribution  system  of  a particular  country  can  also  mitigate 
more  or  less  against  imports.  In  his  reply  to  the  TUC,  the  Secretary  of  State  for  Trade 
states  that  the  efficiency  of  the  UK  distribution  system  acts  as  encouragement  to  imports. 

3.  Another  form  of  managed  trade  can  be  through  export  controls.  The  voluntary 
restraint  agereements  reached  with  Japan  covering  exports  to  the  UK  of  motor  cars  is 
a good  example.  Exporting  controls  can  also  be  looked  at  in  the  negative  sense  of  the 
subsidies  given  by  certain  countries  to  exporters.  For  example,  in  the  Republic  of  Ireland 
profits  derived  from  export  sales  are  eligible  for  100  per  cent  tax  relief.  Tax  exemption 
given  in  free  enterprise  zones  in  Sri  Lanka  are  related  to  export  earnings  — whicn  has 
led  the  US  to  seek  action  against  low  priced  imports  from  Sri  Lanka. 

4.  The  table  below  is  reproduced  from  Sheila  Page’s  article  and  shows  that  the  pro- 
portion of  trade  managed  between  all  countries  increased  between  1974  and  1979.  In 
particular  the  proportion  of  manufactured  trade  which  is  managed  grew  from  4 per  cent 
to  15  per  cent.  The  table  excludes  tariff  controls,  and  administrative  non-tariff  controls 
such  as  technical  and  health  and  safety  standards.  Thus  the  table  understates  the  degree 
to  which  trade  is  managed. 
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TABLE  1 


Managed  Trade  by  Country:  1974  and  1979 

Import  value  1974  Percentage  of  total  "managed" 

Total  Manufactures  All  trade  Manufn™ 

(billion  dollars)  1974  1979  l974  irZL 

Belgium 

29.4 

18.9 

28 

33 

1 

iji  y 
0 

Denmark 

9.8 

6.4 

30 

40 

0 

France 

51.1 

30.1 

33 

42 



14 

16 

o 

Germany 

69.0 

36.5 

37 

46 



Ireland 

3.8 

2.4 

27 

32 

2 

Italy 

Netherlands 

40.7 

17.7 

44 

52 

V 

IS 

13 

13 

14 

32.4 

19.3 

32 

39 



United  Kingdom 

54.0 

27.8 

38 

45 



EEC(8) 

291.2 

159.1 

36 

43 



Australia 

11.1 

8.7 

18 

34 

8 

30 

13 

6 

4 

Austria 

9.0 

6.4 

21 

30 

Canada 

32.3 

24.6 

22 

18 

11 

Finland 

6.8 

4.4 

33 

34 

3 

Greece 

4.4 

2.5 

100 

100 

100 

100 

Iceland 

0.5 

0.4 

21 

31 

1 

16 

Japan 

62.0 

14.5 

51 

55 

4 

Norway 

8.4 

6.0 

16 

34 



25 

Portugal 

4.6 

2.7 

26 

28 

10 

12 

Spain 

15.3 

7.2 

32 

37 



4 

10 

Sweden 

15.7 

10.9 

25 

30 

3 

Switzerland 

14.4 

10.6 

17 

18 

2 

3 

Turkey 

3.7 

2.4 

100 

100 

100 

100 

United  States 

101.0 

56.2 

36 

44 

6 

18 

Other  OECD  (14) 

289.2 

157.5 

36 

41 

8 

16 

Total  OECD  (22) 

580.5 

316.6 

36 

42 

4 

15 

5.  A further  type  of  trade  which  is  managed  is  trade  within  multinational  companies. 
Sheila  Page  estimates  that  intra-firm  trade  accounts  for  about  20  per  cent  of  industrialised 
countries’  manufactured  exports,  the  significance  in  the  UK  is  even  greater.  A Department 
of  Trade  enquiry  in  1976  found  that  29  per  cent  of  total  UK  exports  were  between 
multinational  companies  and  their  foreign  subsidiaries.  The  sectors  most  affected  were 
motors  (60  per  cent  of  total  exports),  chemicals  (37  per  cent)  and  metal  manufacturing 
and  engineering  (29  per  cent). 


UK  TRADE  PERFORMANCE 

6.  The  past  decade  has  seen  a major  deterioration  in  the  UK’s  manufacturing  trade 
performance.  The  table  below  illustrates  this,  showing  how  the  surplus  in  manufactured 
trade  has  declined  in  relation  to  the  total  volume  of  manufactured  trade  since  1970. 


TABLE  2 


(1) 

Year 


1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 


The  UK’s  declining  surplus  in  Manufacturing  Trade 


(?) 

Manufacturing 
Trade  Surplus 
(exports*  Imports) 
£m 
2,490 
3,000 
2,130 
1,630 
2,080 
3,820 
5,110 
6,160 
5,190 


(3) 

Volume  of 
Manufacturing  Trade 
( exports + Imp  o rts) 
£m 

11,230 

12,420 

13,810 

18,580 

25,000 

28,140 

36,700 

45,840 

51,160 


Manufacturing  Trade 
Performancee 
(2)  as  a percentage  of  (3) 
% 

22 

24 

15 

9 
8 
14 
14 
13 

10 


Source:  UK  Balance  of  Payments 
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7.  Although  the  table  shows  some  fluctuations  associated,  for  example,  with  the  boom 
of  1972-73  — during  which  considerable  quantities  of  imports  were  sucked  into  the 
economy  — the  general  trend  is  that  th  UK's  trading  surplus  in  manufactures  has  been 
declining  in  relation  to  the  total  trade  in  manufactures. 

8.  The  table  below  demonstrates  this  more  clearly  by  comparing  the  value  of  manu- 
factured exports  with  the  value  of  manufactured  imports  since  1970. 


TABLE  3 


UK  Manufactured  Trade  Performance 


(1) 

(2) 

(3) 

(4) 

Year 

Manufactured 

Manufactured 

UK  Manufactured 

Exports 

Imports 

Trade  Performance 
(2)  - (3) 

1970 

5,670 

3,790 

1.49 

1971 

6,520 

4,170 

1.56 

1972 

8,260 

6,090 

1.35 

1973 

10,460 

8,910 

1.17 

1974 

13,690 

11,910 

1.15 

1975 

16,460 

12,890 

1.27 

1976 

21,570 

17,170 

1.26 

1977 

27,110 

21,610 

1.25 

1978 

29,980 

26,010 

1.15 

1979 

33,110 

31,450 

1.05 

Source:  Monthly  Digest  of  Statistics 


In  1963  the  UK  doubled  the  amount  of  manufactures  it  imported.  The  table  shows  that 
by  1970  manufactured  exports  were  only  50  per  cent  greater  than  manufactured  imports; 
by  1977  only  25  per  cent  greater.  By  1979  manufactured  exports  were  a mere  5 per  cent 
greater  than  manufactured  imports.  The  UK’s  Historic  surplus  in  manufactured  trade  has 
almost  been  eliminated.  In  the  next  year  or  two  the  UK  could  have  a deficit  in  its 
manufacturing  trade. 


Inability  to  Export ? 

9.  The  deterioration  in  the  UK’s  manuafacturing  trade  performance  could  arise  either 
from  an  inability  to  export  or  from  an  over-propensity  to  import.  In  his  reply  to  the 
Committee  the  Secretary  of  Trade  (see  attached  letter)  points  out  that  “although  we  are 
importing  more,  we  arc  also  exporting  more  each  year,  and  our  share  of  world  trade 
over  the  last  six  or  seven  years  has  been  constant  at  about  9 per  cent  despite  increasing 
competition.”  The  table  below  shows  that  since  1973  this  is  broadly  the  case. 


TABLE  4 

UK  share  of  World  Trade  in  Manufactures 

Value  of  Exports  of  Manufactures  UK  % Share  of  World  Market 

1960  1965  1970  1973  1979 

16.5  13.9  10.8  9.4  9.7 

Source:  CSO 

The  table  suggests  that  at  least  since  1973  the  UK’s  trading  performance  has  not  suffered 
because  of  an  inability  to  export.  In  the  difficult  trading  environment  since  the  oil  crisis 
UK  exporters  have  held  their  share  of  world  markets. 

10.  Paragraphs  6 to  9 suggest  that  the  major  cause  of  the  deterioration  in  the  UK’s 
manufacturing  trade  performance  over  the  past  decade  is  an  over-propensity  to  import. 
Since  1970  manufactured  imports  of  manufactured  goods  as  a percentage  of  domestic 
consumption  (import  penetration)  have  grown.  In  1970  manufactured  imports  represented 
17  per  cent  of  UK  consumption  on  manufactures,  in  1975  21  per  cent,  in  1977  24  per  cent 
ana  in  the  twelve  months  to  September  1979  26  per  cent. 
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Imports:  A General  or  Selective  Problem? 

11 .  However  although  import  penetration  has  risen  for  manufacturing  as  a whole  trends 
in  different  industries  have  varied  as  the  table  below  shows. 


TABLES 

Import  Penetration  by  Industry  1970-79 


(D  (2) 

Industrial  Sector 

1970 


Food  and  drink  18 

Coal  and  Petroleum  Products  17 

Chemicals  18 

Metal  Manufacture  19 

Mechanical  Engineering  19 

Instrument  Engineering  34 

Electrical  Engineering  18 

Shipbuilding  43 

Vehicles  12 

Metal  goods  not  elsewhere  specified  6 

Textiles  14 

Leather  and  Leather  Goods  21 

Clothes  and  Footwear  12 

Bricks,  Pottery,  etc  6 

Timber,  Furniture,  etc  26 

Paper,  Printing  and  Publishing  19 

Other  Manufacturing  Industries  9 

Total  Maunfacturing  17 

Source:  Trade  and  Industry 


m 

{port 

(4) 

Penetration 

% 

(5) 

(5)-(2) 
UK  Market 
Share  Lost 

1975 

1977 

I979u 

(12  months  to 
September) 

1970-79 

% 

22 

19 

17 

-1 

14 

14 

15 

-2 

23 

27 

30 

12 

22 

23 

23 

4 

28 

20 

31 

12 

51 

53 

57 

23 

28 

35 

37 

19 

59 

48 

42 

-1 

28 

38 

41 

29 

10 

12 

13 

7 

25 

28 

33 

19 

25 

31 

36 

15 

22 

25 

29 

17 

7 

9 

10 

4 

24 

27 

28 

2 

21 

22 

20 

1 

14 

17 

18 

9 

22 

24 

26 

9 

12.  The  table  shows  that  whilst  some  industries  have  lost  a significant  part  of  their 
market  share  since  1970  (defined  as  10  per  cent  or  more),  other  industries  have  broadly 
held  or  even  slightly  increased  their  market  share.  The  motor  vehicle  industry  lost  almost 
30  per  cent  of  tne  UK  market  to  imports  between  1970  and  1979  followed  by  instrument 
engineering  (23  per  cent),  electrical  engineering  and  textiles  (19  per  cent),  and  clothing 
ana  footwear  (1/  per  cent).  The  leather  industry  lost  15  per  cent  of  its  market  share,  and 
two  major  industries  — chemicals  and  mechanical  engineering  — both  lost  12  per  cent 
of  their  home  market  share.  In  contrast  to  these  industries  food  and  drink,  coal  and 
petroleum  products  and  shipbuilding  have  all  slightly  increased  their  home  market  share. 
Thus  whilst  the  performance  of  a number  of  major  industries  has  been  poor,  other 
industries  have  held  or  slightly  increased  their  share  of  the  UK  market. 


MANAGING  TRADE 

13.  The  shift  towards  “managed”  trade  internationally  combined  with  the  increased 
propensity  of  the  UK  to  import  manufactures  means  that  action  must  be  taken  in  the  UK 
to  manage  trade  and  the  level  of  import  penetration.  The  management  of  trade  can  take 
many  forms.  Paragraphs  14  to  38  describe  some  of  the  policies  which  have  to  be  adopted. 
Deliberate  stress  is  laid  on  industrial  policies  rather  than  pure  trade  policies.  Paragraphs 
39  to  48  then  set  out  the  sectoral  approach  to  the  identification  oi  problems  and  how 
these  can  be  pursued.  The  Annex  to  the  document  describes  the  relevant  approaches  for 
individual  sectors. 
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Core  industries 

14.  A policy  to  protect  the  UK’s  manufacturing  capability  must  be  based  on  an  agreed 
definition  between  Government,  employers  and  trade  unions  as  to  which  industries  are 
strategically  important  to  the  economy  in  terms  of  output,  employment  and  contribution 
to  the  balance  of  payments  as  well  as  national  defence.  In  this  context  the  TUC  has 
welcomed  the  CBl’s  suggestion  that  special  policies  need  to  be  evolved  to  protect  the 
UK’s  “core”  industries. 

15.  Other  western  countries  have  already  gone  some  way  towards  protecting  strategic 
industries.  In  West  Germany,  the  coal,  rail  and  steel  industries  all  receive  much  higher 
levels  of  subsidy  than  their  UK  counterparts.  Indeed  an  EEC-wide  approach  in  identifying 
core  industries  and  measures  to  protect  them,  could  prove  useful  so  long  as  the  approach 
started  from  the  common  basis  that  each  country  should  maintain  core  industries. 

16.  The  concept  of  core  industries  should  embrace  industries  producing  basic  industrial 
materials,  such  as  coal,  steel,  petrochemicals  or  providing  basic  infrastructure,  such  as 
railways.  Another  type  of  core  industry  would  be  those  industries  manufacturing  products 
which  are  essential  for  the  assembly  and  production  of  finished  goods.  These  industries 
would  include  machine  tools,  foundries,  diesel  engines,  industrial  electrical  equipment, 
electronic  components  and  textiles.  However,  the  demand  for  many  of  these  industries 
is  dependent  on  the  performance  of  finished  goods  manufacturers.  Thus  the  largest  of 
these,  such  as  the  motor  industry,  electronic  products  industries  and  clothing  and  footwear 
industries  should  be  regarded  as  a third  type  of  core  industry. 

17.  Core  industries  would  be  the  subject  of  an  agreed  strategic  policy.  Such  a policy 
would  have  to  comprise  first  and  foremost  of  a speedy  procedure  for  identifying  increases 
in  import  penetration  which  threaten  UK  output  and  employment,  and  secondly  measures 
to  check  and  reduce  this  increase  suitable  for  the  industry  affected.  But  the  policy  should 
go  further  than  this  and  involve  promotion  by  Government  of  industrial  modernisation 
and  restructuring,  including  the  adoption  of  new  technologies,  to  make  core  industries 
more  competitive  in  the  broadest  sense  so  that  they  can  exploit  world  market 
opportunities. 


Measures  to  Manage  Import  Penetration 

18.  A variety  of  ways  of  managing  import  penetration  were  described  in  paragraph 
2.  Different  measures  will  be  appropriate  for  specific  industries,  because  of  differing 
industrial  structures.  In  addition  industries  have  lost  market  share  to  imports  for  different 
reasons  varying  from  intense  price  competition  from  low-cost  producers  to  failure  to 
embody  latest  technology  in  UK  products. 

19.  Types  of  action  that  may  be  taken  by  the  Government  include  the  imposition  of 
quotas,  reaching  voluntary  restraint  agreements  with  exporters,  reaching  agreements  with 
multinational  companies  on  plant  location,  UK  content  and  intra-firm  trade,  matching 
subsidies  paid  to  certain  industries  in  competitor  nations,  strengthening  public  sector 
purchasing  requirements,  ensuring  that  wherever  possible  Government  assistance  to  pri- 
vate industry  results  in  the  purchase  of  equipment  and  improving  anti-dumping  proce- 
dures. Some  controls  on  imports  already  exist. 


The  Extent  of  Current  Controls  on  Imports 

20.  At  the  February  meeting  of  the  NEDC  the  Secretary  of  State  for  Trade  presented 
a paper  which  summarised  the  controls  on  imports  of  various  products  which  already 
exist.  In  textiles  and  clothing  the  Multi-Fibre  Arrangement  provides  for  quota  controls 
on  imports  from  27  supplying  countries  into  the  EEC,  covering  68  per  cent  of  low  cost 
imports.  In  addition  mere  are  voluntary  restraint  arrangements  with  eight  supplying 
countries  which  have  a preferential  trading  relationship  with  the  EEC.  Quotas  also  exist 
for  imports  from  Taiwan  and  some  eastern  European  countries.  Recently  quotas  have 
been  placed  on  imports  of  certain  man-made  fibre  products  from  the  US.  Jute  from  India 
and  Bangladesh  is  subject  to  quota. 
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21.  In  footwear  quotas  exist  for  imports  of  non-leather  products  from  Taiwan  and  east 
European  countries;  voluntary  restraint  arrangements  exist  for  import  of  leather  footwear 
from  Poland,  Hungary  and  Romania  and  for  all  footwear  from  South  Korea. 

22.  Steel  imports  into  the  EEC  from  major  suppliers  are  negotiated.  Consumer  elec- 
tronics imports  are  under  quota  from  eastern  European  countries.  Certain  products  are 
the  subject  of  voluntary  restraint  agreements  with  Japan,  South  Korea,  Taiwan  and 
Singapore.  Imports  of  motor  cars  from  Japan  have  been  subject  to  a voluntary  restraint 
agreement  since  1977.  The  PAL  licensing  system  has  restrained  the  import  of  Japanese 
televisions  into  the  EEC.  Quotas  exist  for  other  products  from  east  European  countries, 
including  gloves,  hats,  matches  and  ceramics. 

Action  by  Industry 

23.  Types  of  action  that  can  be  taken  by  industry  itself  include  strengthening  Liaison 
between  makers  and  suppliers  and  makers  and  customers.  Industry  can  also  play  a major 
role  in  achieving  agreements  on  voluntary  export  restraint.  The  motor  industry  is  a good 
example.  Moves  to  standardise  products  can  improve  industry's  competitiveness  as  well 
as  facilitating  the  development  of  UK  standards  for  testing  imports. 


Cross-Sectoral  Measures 

24.  A number  of  these  measures  are  general  or  cross-sectoral  measures  which  could 
benefit  all  industries,  but  which  at  present  will  particularly  benefit  certain  industrial 
sectors.  For  example.  Government  financial  assistance  should  result  in  the  purchase  of 
UK  equipment  wherever  possible.  The  Department  of  Industry  claim  that  this  criterion 
is  operated  in  giving  selective  financial  assistance  to  companies,  and  that  this  lever  has 
led  to  a larger  proportion  of  Government  assisted  investment  being  spent  on  UK  plant 
and  equipment,  than  is  the  case  with  investment  which  is  not  Government  assisted.  In 
the  specific  case  of  the  Wool  Textiles  Industry  Act  scheme,  however,  the  proportion  of 
machinery  purchased  in  the  UK  under  assisted  projects  was  no  better  than  the  industry 
average.  This  was  largely  because  the  UK  textile  machinery  was  unable  to  provide  the 
modern  machines  required.  The  textile  machinery  industry  was  the  subject  of  a later 
Industry  Act  scheme  to  enable  it  to  modernise  its  product  range.  Co-ordination  between 
the  two  schemes  could  have  resulted  in  a much  higher  proportion  of  equipment  required 
by  wool  textiles  being  UK-supplied. 

25.  Considerable  room  exists  for  strengthening  public  sector  purchasing  policies  to 
ensure  that  UK  equipment  is  bought  wherever  possible.  Competitor  nations,  such  as 
France  and  West  Germany,  have  strict  public  sector  purchasing  policies.  In  office  machin- 
ery and  computers,  for  example,  many  local  and  public  authorities  have  purchased  equip- 
ment produced  overseas  because  complete  product  ranges  are  not  available  from  UK 
producers. 

26.  A further  area  in  which  general  Government  policies  can  be  of  great  assistance 
is  in  ensuring  that  UK  industries  are  competing  on  a similar  basis  to  their  competitors. 
As  paragraph  15  has  already  noted,  competitor  nations  give  considerable  assistance  to 
basic  industries  such  as  the  steel  industry. 

State  Subsidies  to  the  Steel  Industry 

27.  This  issue  is  difficult  to  unravel,  because  governments  and  steel  industries  have  a 
direct  interest  in  minimising  information  on  the  degree  of  state  subsidies  received.  Where 
steel  industries  are  part  of  a larger  commercial  grouping,  as  with  the  German  steel 
companies,  they  have  also  been  subsidised  by  profit  from  the  healthier  parts  of  the 
grouping.  Moreover,  subsidies  can  be  roughly  divided  into  direct  subsidies  to  the  steel 
industry  and  indirect  subsidies,  and  there  has  been  a tendency  over  time  for  indirect 
subsidies  to  become  more  important,  with  some  governments  being  particularly  adept 
at  the  provision  of  indirect  subsidies.  The  following  paragraphs  elaborate  on  some  of  the 
subsidies  on  which  information  is  readily  available. 
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28.  Taking  indirect  subsidies  first,  the  two  most  important  categories  are  subsidised 
coking  coal  and  subsidised  freight.  In  1978  the  aids  granted  to  EEC  coal  undertakings 
by  national  governments  for  deliveries  of  coking  coal  to  Community  steel  undertakings 
were  as  follows: 


Country 

£M 

£ per  ton  of 
delivered  coking  coal 

Belgium 

54 

14.6 

West  Germany 

329 

10.6 

France 

56 

8.6 

UK 

19 

2.0 

[Source:  European  Parliamentary  Answer,  January  18  1980.) 


Under  European  Coal  and  Steel  Community  rules,  member  states  can  subsidise  their 
domestic  industries  so  as  to  reduce  the  price  for  their  domestic  coking  coal  to  world  price 
levels.  West  Germany  is  a high  cost  coking  coal  producer  and  takes  Full  advantage  of  the 
levels  of  subsidy  allowed  under  ECSC  rules;  it  has  been  estimated  that  in  1978  the  West 
German  government  provided  its  steel  industry  with  over  £200  million  indirect  support 
through  subsidised  coking  coal.  The  UK  is  a low  cost  producer  in  EEC  terms  and  therefore 
can  provide  only  a modest  subsidy  to  its  industry  under  EEC  rules.  However,  the  UK 
does  not  provide  even  the  maximum  amount  of  subsidy  allowed  under  ECSC  rules,  so 
that  the  UK  coking  coal  industry  is  vulnerable  to  imports  and  the  BSC  has  to  operate 
at  a disadvantage  compared  to  its  EEC  competitors. 


29.  The  steel  industry  is  a major  user  of  the  railway,  so  that  any  discrepancies  between 
state  aids  to  the  railways  impact  on  the  various  steel  industries'  competitiveness,  given 
that  much  of  the  steel  related  bulk  carriage  (iron  ore,  coal,  coke,  inter-works  traffic  and 
finished  goods)  is  virtually  captive  to  the  railways.  In  1978,  BR  carried  25m  tonnes  of 
iron  and  steel  at  a cost  of  over  £100m,  and  94m  tonnes  of  coaJ  and  coke  at  a cost  of  about 
£200m  (a  sizeable  proportion  of  which  would  be  steel  related).  If  anything,  European 
steel  industries  send  more  of  their  freight  by  rail  than  does  the  British  steel  industry;  but 
it  does  so  on  the  basis  of  very  different  levels  of  subsidies.  BR  operates  its  freight  services 
at  approximately  break  even  and  in  1977  the  percentage  of  public  support  maefe  available 
to  the  railways  as  a proportion  of  GDP  was  as  follows:  0.35  per  cent  for  BR,  0.94  per 
cent  for  German  railways,  0.82  per  cent  for  French  railways,  1.46  per  cent  for  Belgium 
railways,  and  1.38  per  cent  for  Italian  railways. 


30.  Direct  state  funding  of  the  steel  industries'  capital  expenditure  or  revenue  losses 
can  take  a number  of  forms.  Capital  write-offs,  soft  loans,  deferred  interest  payments 
and  the  provision  of  equity  capital  with  no  expectation  of  dividends  are  some  of  the 
obvious  examples.  In  many  cases  this  support  is  being  renewed,  not  phased  out. 


31 .  The  TUC  Steel  Committee  have  drawn  attention  in  particular  to  the  crippling  levels 
of  interest  and  depreciation  charges  incurred  by  the  British  Steel  Corporation.  In  1978-79 
the  BSC  made  a loss  of  £308  million,  but  this  was  more  than  accounted  for  by  interest 
payments  of  £208  million  and  depreciation  charges  of  £111  million,  so  that  on  its  trading 
account  the  BSC  was  in  profit.  Other  EEC  Governments  have  recognised  that  their  steel 
industries  needed  the  support  of  a write-off  of  debt.  For  example,  the  main  French 
company  Usinor  recently  secured  a write-off  of  all  debts  owed  to  State  bodies  before 
June  1978,  a figure  in  the  order  of  £800  million.  In  a complicated  arrangement,  a special 
financial  company,  owned  by  the  state  and  its  agencies,  was  set  up  to  take  over  this  debt. 
Usinor  was  charged  interest  by  this  new  financial  company  at  1 per  cent  and  a further 
arrangement  was  in  turn  made  tor  the  Government  indirectly  to  pay  these  interest  charges. 
In  effect,  therefore,  all  Usinor’s  liabilities  for  £800  million  of  debt  was  written  off,  with 
a resulting  saving  to  Usinor's  1978-79  profit  and  loss  account  of  £88  million  or  £8  a tonne. 
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for  expenditure  in  the  Nord-Rhein  Westfalen  industries  as  a part  of  a large  (SiSk 
million)  programme  of  industrial  support  over  the  next  five  years.  Moreover  man 
governments  (such  as  the  German  and  French)  contribute  to  expenses  such  as  R & 
education  and  training  which  the  BSC  has  to  meet  out  of  its  own  resources,  thoueh  t 
is  particularly  difficult  to  get  information  on  these  points.  1 g 11 


Anti-dumping 

33.  A further  area  of  action  against  imports  is  through  measures  to  combat  dumping 
Under  GATT  rules  anti-dumping  action  may  only  be  taken  against  imports  which:  E 

(a)  are  priced  lower  in  the  export  market  than  in  the  producers  home  market  and 

(b)  threaten  disruption  to  industry  in  the  importing  country. 

Cases  where  dumping  affects  the  UK  have  to  be  taken  up  through  the  Department  of 
Trade  with  the  European  Commission.  In  proving  (b)  disruption  has  to  be  of  significance 
within  the  EEC  as  a whole.  At  present  16  anti-dumping  duties  and  27  price  undertakings 
are  currently  in  force,  affecting  28  products.  The  most  recent  example  is  the  tyre  industry 
where  several  east  European  countries  have  given  price  undertakings  on  tyres  being  sold 
in  the  UK.  The  case  took  a whole  year  for  the  Commission  to  investigate.  At  the  end 
of  March  eleven  anti-dumping  cases  were  being  investigated  by  the  Commission.  The 
earliest  of  these  dated  from  1978. 


34.  Proving  dumping  has  taken  place  can  be  difficult.  Evidence  of  under-pricing  by 
an  exporter  can  be  difficult  to  obtain  because  of  the  retail  structure  in  the  exporting 
country,  or  because  the  product  is  not  sold  in  the  exporter’s  domestic  market.  In  proving 
that  material  damage  or  disruption  to  the  industry  has  occurred  the  Commission  wifi 
examine  whether  the  disruption  is  significant  at  an  EEC  level.  Thus  disruption  maybe 
significant  in  the  UK  but  not  in  the  EEC  as  a whole.  In  addition,  the  applicant  has  to 
demonstrate  that  disruption  is  the  direct  result  of  the  import  in  question.  A further 
problem  exists  where  manufacturers  produce  a mixture  of  goods,  for  example,  in  clothing. 
A manufacturer  may  have  switched  out  of  production  of  the  “dumped”  good  into  pro- 
duction of  other  goods  and  thereby  suffered  no  visible  material  injury.  Further  drawbacks 
are  that  a successful  dumping  allegation  may  result  in  an  undertaking  from  the  exporter, 
but  in  no  reparations.  The  following  paragraphs  give  two  examples  which  illustrate  these 
problems. 

Synthetic  Fibres 

35.  After  complaints  made  by  industry  and  member  states,  the  EEC  opened  an 
anti-dumping  investigation  into  high  tenacity  industrial  yams  of  polyamide  and  polyester 
imported  from  the  USA.  The  EEC  investigation  began  on  May  17,  1978  and  closed  on 
April  28  1979.  Dumping  was  found  in  the  case  of  polyamide  yam  and  a "satisfactory 
ifndertaking”  was  given  by  the  US  exporter  concerned.  No  dumping  of  polyester  was 
proved.  In  the  event,  the  investigation  took  nearly  a year  and  no  reparation  was  gained, 
only  a promise  to  behave  properly  in  future  by  the  offender. 

Clothing 

36.  A second  example  was  a complaint  of  suits  imported  from  Romania.  Numbers  of 
these  suits  coming  into  the  UK  rose  from  148,000  in  January-September  1978  to  196,000 
in  January-September  1979.  In  addition,  it  was  claimed  that  a further  50,000  Romanian 
suits  entered  the  UK  in  1979  outside  of  quotas  because  they  came  via  Italy.  It  was  reported 
that  Romanian  three-piece  suits  were  entering  the  EEC  at  a landed  price  of  £8  — less 
than  the  costs  of  materials  in  the  UK.  Two  forms  of  action  were  taken. 

37.  First  of  all,  on  15  November  1979,  the  UK  Government  applied  for  authority  under 
Article  115  of  the  Treaty  of  Rome  to  withhold  import  licences  of  Romanian  suits  in  free 
circulation  in  the  EEC.  The  EEC  Commission  rejected  the  application,  pointing  out  that 
the  quota  for  Romanian  suits  entering  the  UK  direct  was  not  fully  used. 
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38.  Secondly,  a complaint  was  lodged  bv  the  UK  clothing  industry  and  subsequently 
by  the  UK  Government  under  the  price  clause  of  the  MFA  in  November  1979.  Under 
the  price  clause,  the  EEC  can  take  action  if  imports  are  entering  the  EEC  at  “uneconomic” 
prices,  and  are  therefore  causing  disruption.  Again  “prejudice”  must  be  proved.  The 
background  to  the  case  was  a rise  of  UK  import  penetration  from  35  per  cent  in  1977-78 
up  to  50  per  cent  in  1979.  In  1979  the  quota  for  Romania  accounted  for  some  12  per  cent 
of  UK  suit  imports  or  14  per  cent  including  imports  via  Italy.  Average  wholesale  prices 
for  imported  woollen  suits  from  Romania  fell  between  1977  and  1979  from  £16.18  to 
£14.45.  It  was  claimed  that  suits  were  being  offered  for  as  little  as  £7.50.  In  February 
1980,  the  EEC  Commission  took  up  the  case  and  discussions  with  the  Romanian  authorities 
are  continuing,  but  no  solution  has  been  reached. 


The  Sector  Approach 

39.  The  TUC  has  repeatedly  advocated  that  as  well  as  strengthening  general  or 
cross-sectoral  policies  on,  for  example,  public  sector  purchasing,  aids  to  industry  and 
anti-dumping,  a detailed  industry  by  industry  approach  is  needed  to  the  problem  of 
increasing  import  penetration.  In  1976  a TUC  initiative  resulted  in  the  newly  established 
NEDO  Sector  Working  Parties  (SWPs)  being  asked  by  the  National  Economic  Devel- 
opment Council  to  adopt  market  share  targets.  This  request  has  been  repeated  each  year 
in  the  Steering  Brief  that  the  NEDC  asks  the  SWPs,  and  some  of  the  EDCs,  to  work  to. 
It  is  a matter  of  concern  that  some  SWPs  and  EDCs  have  as  yet  failed  to  establish  market 
share,  or  import  penetration,  targets,  and  that  others  have  not  updated  their  targets. 


40.  As  well  as  setting  targets  for  reducing  import  penetration,  EDCs  and  SWPs  should 
now  set  specific  import  penetration  ceilings  beyond  which  import  penetration  should  not 
be  allowed  to  rise.  When  import  penetration  approaches  the  ceiling  the  EDC  or  SWP 
should  urgently  consider  what  action  should  be  taken  by  the  Government  to  prevent  the 
ceiling  being  breached.  For  example,  the  Tyres  SWP  should  now  be  considering  what 
form  of  import  control  the  industry  requires.  Through  the  tripartite  framework  the  Gov- 
ernment will  have  been  a party  to  the  agreement  of  a ceiling.  It  is  essential  that  the 
Government  is  committed  to  taking  action  when  a ceiling  is  threatened  with  "being 
breached. 


41.  The  ceiling  mechanism  must  not  be  allowed  to  engender  complacency.  Seeking 
means  of  reducing  import  penetration  must  remain  a major  part  of  EDCs  and  SWPs 
work.  The  Annex  outlines  import  penetration  sector  by  sector  and  proposes  appropriate 
action  for  each  sector. 


42.  In  some  instances  the  SWP  or  EDC  will  be  a major  agent  in  achieving  results.  For 
example,  EDCs  and  SWPs  have  provided  useful  forums  through  which  representations 
of  makers  and  users  can  meet  each  other  with  the  aim  of  strengthening  maker-user 
relations.  In  footwear  this  has  resulted  in  the  drawing  up  of  a formal  commitment  by 
retailers  to  inform  UK  producers  of  changes  in  styles  and  fashions  of  overseas  products, 
enabling  UK  producers  to  meet  changes  in  market  demand.  In  domestic  electrical 
appliances  understandings  have  been  reached  with  electricity  boards  on  the  sourcing  of 
showrooms,  and  manufacturers  have  agreed  to  factor  each  other’s  rather  than  imported 
products. 


43.  More  usually  the  SWP  will  recommend  that  action  is  taken  by  the  Government 
or  by  companies.  Types  of  action  that  may  be  taken  by  the  Government  have  been 
outlined  in  paragraph  19. 
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Action  at  Company  Level 

44.  The  TUC  is  concerned  that  SWPs  recommendations  and  objectives  are  acted  on 
by  companies.  In  the  TUC  “Industrial  Strategy  Checklist”  published  in  1976  and  repub. 
lished  in  1978  the  TUC  stressed  that  issues  relating  to  imports  should  be  raised  by  trade 
union  representatives  in  discussions  on  company  strategy  with  management.  This  should 
include  companies'  own  purchasing  policies.  The  recent  initiative  taken  by  the  TGWU 
on  imports  is  particularly  welcome  as  it  includes  a recommendation  that  negotiators 
raise  import  penetration  problems  with  companies.  The  six-point  initiative  is  summarised 
below: 


1.  The  publicity  to  include  a special  pamphlet,  a "RECORD"  supplement  and 
posters  for  mass  distribution  to  the  public  and  possibly  hiring  advertising  space. 

2.  A research  survey  of  all  our  national  trade  groups  to  establish  a Databank  on 
import  problems  and  redundancies. 

3.  A conference  of  all  our  NEDC  members  (there  are  37  T&G  representatives  both 
full  time  officers  and  lay  members),  from  the  sector  working  panics  (SWPs)  and 
Economic  Development  Committees  (EDCs)  with  Brother  John  Silkin  and  mem- 
bers of  the  Parliamentary  Group  in  attendance. 

4.  A request  for  all  T&G  negotiators  to  raise  import  penetration  problems  directly 
with  employers  with  a view  to  establishing  working  parties  at  company  level. 

5.  Press  even  more  fully  the  TUC  to  implement  their  Task  Force  approach  with 
at  least  Britain’s  top  20  companies.  This  has  arisen  from  the  TUC’s  major  review 
of  progress  — or  the  lack  of  it  — on  the  industrial  strategy  issue. 

6.  Use  the  Parliamentary  Group  of  the  T&G  to  raise  questions  in  the  House  on 
a systematic  basis. 


45.  A major  area  which  requires  particular  attention,  by  negotiators,  by  SWPs  and  by 
Government,  is  the  investment  and  intra-firm  trade  decisions  of  multinational  companies. 
The  annex  proposes  that  in  a number  of  sectors  dominated  by  multinational  companies 
agreements  are  reached  on  future  investment  decisions,  particularly  relating  to  plant 
location,  UK  content  and  intra-firm  trading. 


Import  Penetration  Task  Forces 

46.  In  certain  import  sensitive  sectors  the  TUC  has  proposed  that  special  import 
penetration  task  forces  are  established  to  promote  action  at  company  and  plant  level. 
Task  forces  must  have  a tripartite  composition  and  be  drawn  from  the  S\VP's  membership 
supplemented  by  additional  management  and  trade  union  representatives.  Task  forces 
should  visit  manufacturers  in  the  industry  to  discuss  the  prospects  for  containing  and 
reducing  import  penetration  by  such  means  as  broadening  product  ranges,  adopting  new 
production  techniques,  embodying  new  technology,  standardising  products,  and  improv- 
ing relations  with  both  customers  and  suppliers.  It  may  be  necessary  for  the  task  force 
to  visit  both  the  industry’s  suppliers  and  customers,  for  example,  if  companies  claim  that 
they  are  not  able  to  obtain  the  supplies  they  require,  or  that  customers  given  unreasonably 
short-notice  when  ordering. 

47.  Task  forces  should  also  investigate  companies  own  purchasing  policies. 

48.  The  annex  proposes  that  the  following  import  sensitive  industries  should  establish 
task  forces:  organic  chemicals,  machine  tools,  diesel  engines,  construction  equipment, 
office  machinery,  printing  machinery,  food  and  drink  machinery,  electronic  computers, 
footwear,  printing  industries,  and  tyres, 

1 May  1980. 
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Imports:  An  Industry  Guide  to  Action 

1.  The  following  paragraphs  outline  a sector-by-sector  analysis  of  import  penetration. 
The  attached  table  shows  import  penetration  across  17  groups  of  industries,  and  42 
sub-sectors.  The  last  column  of  the  table  compares  import  penetration  in  September  1979 
(the  latest  figures  available)  with  two  years  previously.  Where  import  penetration  has 
risen  sharply  appropriate  action  to  control  imports  is  suggested. 

Food  and  Drink 

2.  Import  penetration  in  the  food  and  drink  manufacturing  industries  has  fallen  since 
1977.  The  EDC  both  directly  , and  through  its  Sector  Working  Groups  for  various  products 
eg  meat  and  milk  has  been  investigating  ways  of  increasing  home  market  share  through 
increased  UK  production.  In  the  brewing  sector  the  Sector  Working  Group  has  paid 
attention  to  improving  maker-user  relations. 

Proposed  Action : Continuing  support  needs  to  be  given  to  the  EDC  and  its  sub-groups 
and  a close  watch  kept  on  possible  dangerous  developments,  eg  imports  of  treated  milk 
from  France  or  increasing  competition  from  Japanese  whisky  producers. 

Coal  and  Petroleum  Products 

3.  Import  penetration  remains  relatively  low,  although  it  has  increased  sharply  in  the 
past  two  years.  The  main  problem  has  been  the  increase  of  imported  coking  coal  by  the 
steel  industry. 

Proposed  Action:  The  TUC  has  made  representations  to  the  EEC  Commission  and  is 
seeking  a special  meeting  with  the  Government  to  press  for  equal  treatment  for  coking 
coal  with  other  EEC  countries.  The  TUC  has  called  for  long  term  contracts  between  the 
NCB  and  major  customers  such  as  the  BSC  and  the  CEGB. 

Chemicals  and  Allied  Industries 

4.  Two  Sector  Working  Parties  cover  the  organic  chemicals  sector,  the  Specialised 
Organics  SWP  and  the  Petrochemicals  SWP.  Import  penetration  has  risen  by  5 per  cent 
in  the  past  two  years.  Both  SWPs  have  balance  oi  trade  targets.  The  Specialised  Organics 
SWP  aims  to  eliminate  the  sector’s  trade  deficit  by  the  mid-1980s,  and  the  Petrochemicals 
SWP  to  increase  UK  exports  to  the  EEC  to  75  per  cent  of  UK  imports  from  the  EEC. 
The  Specialised  Organics  SWP  has  recently  established  a Market  Information  Service, 
to  provide  information  on  product  gaps  to  UK  manufacturers. 

Proposed  Action : both  SWPs  should  adopt  specific  import  penetration  target  and  form 
import  penetration  task  forces.  In  the  longer  run  agreements  should  be  sought  with  the 
multinational  companies  who  dominate  petrochemicals  on  location  of  plant  and  internal 
trading. 

5.  Import  penetration  has  remained  steady  in  pharmaceuticals.  'Hie  Sector  Working 
Party  has  a target  of  achieving  a £500  million  trade  surplus  (at  1975  prices)  in 
pharmaceuticals. 

Proposed  Action:  the  SWP  should  now  formulate  specific  market  share  targets.  In  the 
longer  run  agreements  on  plant  location  and  intra-firm  trading  should  be  sought  with  the 
multinational  companies  in  the  sector. 

6.  Import  penetration  has  risen  by  4 per  cent  in  the  past  two  years  in  synthetic  resins 
and  plastics  materials.  This  sector  is  not  covered  by  a tripartite  committee. 

Proposed  Action:  unions  with  negotiating  rights  in  this  sector  should  be  asked  to  agree 
an  import  penetration  target  with  employers. 

Metal  Manufacture 

7.  Although  import  penetration  has  been  held  broadly  steady  in  iron  atid  steel  and  steel 
tubes  there  are  continuing  problems  of  imports  of  special  steel.  The  Iron  and  Steel  SWP 
has  a target  of  reducing  import  penetration  to  10  per  cent  by  1985. 

Proposed  Action:  Quota  controls  for  special  steels  are  needed.  Further  assistance  should 
be  given  to  the  steel  industry  by  giving  the  same  subsidies  for  coking  coal  and  rail  transport 
that  exist  in  other  EEC  countries,  such  as  West  Germany. 
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8.  The  Foundries  EDC  covers  both  iron  castings  and  non-ferrous  metals.  Import  pen- 
etration has  been  held  steady.  The  major  problem  faced  by  the  foundries  industry  is 
declining  demand  from  customer  industries,  such  as  the  motor  industry.  In  this  context 
the  industry  through  the  EDC,  is  trying  to  improve  relations  with  customers. 

Proposed  Action:  The  EDCs  work  aimed  at  improving  customer-maker  liaison  should 
continue. 

Mechnical  Engineering 

9.  Import  penetration  increased  by  3 per  cent  between  1977  and  1979  across  this  broad 
industrial  sector. 

10.  Import  penetration  has  increased  by  4 per  cent  in  machine  tools  over  the  past  two 
years.  The  EDC  has  a target  of  pegging  back  import  penetration  to  42  per  cent  by  1982. 
The  EDC  has  pointed  to  the  failure  of  UK  companies  to  adopt  new  technology  as  a major 
reason  for  lost  market  share,  and  the  need  for  companies  to  concentrate  on  product 
development.  The  EDC  has  also  concentrated  on  improving  maker-user  relations. 
Proposed  Action:  the  EDC  should  establish  an  import  penetration  task  force.  The  Gov- 
ernment must  ensure  that  selective  financial  assistance,  for  example,  funds  for  BL,  are 
used  to  purchase  UK  machine  tools.  Continued  NEB  involvement  in  modernising  the 
industry,  through  Alfred  Herbert  is  essential. 

11.  Import  penetration  has  been  held  steady  within  the  pumps  and  valves  sector, 
although  the  SWP  report  that  valve  imports  have  been  increasing.  Nationalised  industries 
are  major  purchasers  from  the  sector,  and  their  specifications  can  hinder  exporting. 
Proposed  Action:  the  SWP  should  strengthen  relations  with  its  customers,  particularly 
nationalised  industries.  A standard  ordering  schedule  could  prove  useful. 

12.  Although  the  statistics  suggest  that  import  penetration  in  fluid  power  equipment 
is  low  and  stable,  the  SWP  has  recently  estimated  that  it  is  over  20  per  cent  and  rising. 
However,  the  SWP  has  recently  been  disbanded  following  the  management  side's 
withdrawal. 

Proposed  Action : restructuring  of  the  industry  is  required  to  enable  it  to  produce  complete 
hydraulic  systems. 

13.  Import  penetration  has  risen  dramatically  in  industrial  engines.  In  1979  import 
penetration  was  11  per  cent  higher  than  in  1977.  The  SWP  for  Diesel  Engines  partially 
covers  this  sector.  Although  the  SWP  has  not  set  import  penetration  targets  it  has  set 
targets  for  UK  share  of  world  production.  One  of  the  major  problems  faced  in  the 
production  of  small  horse-power  engines,  which  have  major  industrial  applications,  is  the 
non-integration  of  diesel  engine  manufacturers  and  final  equipment  producers  in  the  UK. 
Proposed  Action:  the  SWP  should  speedily  set  import  penetration  targets  and  a ceiling 
beyond  which  quota  controls  would  come  into  operation.  An  import  penetration  task 
force  should  be  formed  to  pay  particular  attention  to  strengthening  producer-customer 
relations. 

14.  The  September  1977  figure  for  textile  machinery  is  particularly  high.  The  industry 
has  broadly  held  import  peneUation  steady  in  the  past  two  years.  The  work  of  the  SWr 
in  strengthening  relations  with  user  sectors  has  been  valuable. 

Proposed  Action:  the  SWPs  maker-user  initiative  should  be  strongly  supported. 

15.  After  rising  alarmingly  in  1978  import  penetration  in  construction  equipment  has 
fallen  during  1979.  Nevertheless  penetration  is  9 per  cent  above  the  1977  level.  The  SWP's 
objective  of  reducing  import  penetration  to  SO  per  cent  by  1980  has  not  been  realised. 
The  SWP,  which  also  covers  mobile  cranes,  has  recently  concluded  a study  on  import 
substitution  possibilities. 

Proposed  Action:  the  SWP  has  recently  been  selected  by  the  TUC  and  CBI  for  special 
attention  in  promoting  action  at  company  and  plant  level.  This  should  include  the  for- 
mation of  an  import  penetration  task  force  to  follow  up  the  SWP's  report  with  makers, 
customers  and  suppliers.  The  SWP  should  adopt  an  import  penetration  target  for  1985. 
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16.  Import  penetration  in  mechanical  handling  has  not  increased  greatly.  The  SWP, 
otiose  coverage  excludes  mobile  cranes,  has  set  a target  of  maintaining  the  low  level  of 
imports. 

Proposed  Action:  the  SWP  should  meet  public  sector  bodies  to  achieve  improved  public 
sector  purchasing. 

17.  Industrial  trucks  is  another  sector  where  import  penetration  has  risen,  but  slowlw 
In  1978  the  SWP  carried  out  a survey  of  why  customers  purchased  imports.  The  SW 
no  longer  has  a target,  and  has  now  disbanded  because  of  lack  of  support  by  employers. 
Proposed  Action:  negotiators  in  the  industry  should  raise  import  penetration  and  pur- 
chasing policy  issues  with  companies. 

18.  Although  the  statistics  for  office  machinery  clearly  suggest  that  a certain  proportion 
of  imports  must  be  re-exported,  high  and  increasing  import  penetration  is  a problem. 
The  sector  is  dominated  by  three  companies  who  factor  imported  products  as  well  as 
manufacturing  in  the  UK.  However,  the  UK’s  strength  is  in  the  traditional  equipment 
areas,  and  the  industry  has  been  slow  to  move  into  new  product  areas  associated  with 
micro-electronic  technology.  A number  of  firms  are  now  entering  this  area,  including 
NEXOS  (a  NEB  subsidiary)  which  was  formed  to  bring  together  and  market  complete 
systems. 

Proposed  Action:  an  import  penetration  task  force  shold  be  formed  through  the  SWP, 
paying  particular  attention  to  achieving  a high  UK-content  in  public  sector  purchases. 
Continued  support  for  the  NEB’s  NEXOS  venture  aimed  at  providing  a complete  range 
of  equipment,  is  essential.  UK  companies  must  be  assisted  in  moving  up-market. 

19.  Import  penetration  in  mining  machinery  remains  minimal. 

Proposed  Action:  close  relations  with  the  industry’s  main  customer,  the  NCB,  should  be 
maintained. 

20.  Import  penetration  in  printing  machinery  has  increased  by  7 per  cent  since  1977. 
The  SWP  has  adopted  import  penetration  targets  for  the  four  main  sub-sectors  of  the 
industry:  type-setting  equipment,  presses,  bookbinding  equipment  and  paper  converting 
equipment.  This  is  another  sector  which  has  failed  to  embody  new  technologies  in  its 
products  speedily  enough. 

Proposed  Action:  the  SWP's  targets  should  be  revised  beyond  1980  and  an  import  pen- 
etration task  force  formed. 

21.  In  the  heating,  ventilating,  air  conditioning  and  refrigeration  equipment  industries 
import  penetration  overall  has  remained  low  and  stable.  Refrigeration  has  the  highest 
import  penetration  (about  48  per  cent)  and  the  SWP  aims  to  reduce  this  by  1985.  The 
SWP  is  also  looking  to  reduce  import  penetration  in  other  sectors  through  action  on 
testing  and  standardisation,  and  improving  public  sector  purchasing. 

Proposed  Action:  the  SWP’s  work  should  continue  to  be  supported. 

22.  Import  penetration  has  increased  by  16  per  cent  in  the  past  two  years  in  food  and 
drink  machinery.  The  SWP’s  target  is  to  reduce  import  penetration  to  35  per  cent  in 
processing  machinery  and  33  per  cent  in  packaging  machinery.  The  SWP  has  been  actively 
involved  in  promoting  maker-user  relations  with  food  and  drink  manufacturers. 
Proposed  Action:  the  industry  is  unlikely  to  achieve  the  SWP  targets.  An  import  pene- 
tration task  force  should  be  formed.  The  SWP  should  step  up  the  maker-user  work.  A 
ceiling,  backed  up  by  quota  controls,  should  be  urgently  agreed  at  the  SWP. 

23.  Import  penetration  in  both  process  plant  fabrication  and  constructional  steelwork 
is  low  and  stable. 

Proposed  Action:  discussions  between  process  plant  fabricators,  contractors  and  Gov- 
ernment are  needed  to  increase  UK  sourcing  of  process  plant. 

24.  A further  area  not  detailed  in  the  statistics  is  the  provision  of  offshore  oil  equipment. 
This  sector  provided  an  early  use  of  the  import  penetration  target  concept.  The  TUC  was 
active  in  pushing  for  action  to  increase  the  UK  share  of  this  growing  and 
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important  market.  The  Offshore  Oil  Industry  Liaison  Committee  has  acted  as  a tripartite 
committee  in  this  area  and  specific  Government  action  has  included  the  “full  and  fair 
opportunity”  clause  in  offshore  licences,  selective  financial  assistance  and  the  active 
policies  pursued  by  the  Offshore  Supplies  Office. 

Proposed  Action:  OILCO  must  resume  regular  meetings.  The  remit  of  OSO  should  be 
extended  to  linked  onshore  projects. 


Instrument  Engineering 

25.  Import  penetration  has  risen  across  the  industry.  The  industry  was  partially  covered 
by  the  Automation  and  Instrumentation  SWP,  now  disbanded  because  of  lack  of  employer 
support. 

Proposed  Action:  negotiators  should  raise  import  penetration  and  purchasing  policy  issues 
with  companies. 


Electrical  Engineering 

26.  The  electrical  machinery  sector  is  partially  covered  by  two  Sector  Working  Parties: 
the  Heavy  Electrical  Machinery  SWP  and  the  Industrial  Electrical  Equipment  SWP. 
Import  penetration  across  the  sector  has  increased  by  8 per  cent.  In  heavy  electrical 
machinery  imports  are  minimal.  The  Industrial  Electrical  Equipment  SWP  concentrates 
on  the  rotating  electrical  machinery  industry.  In  smaller  np  electrical  motors  import 
penetration  has  been  held  stable.  Import  penetration  for  generator  sets  and  for  alternators 
has  fallen.  The  SWP  has  set  targets  for  reducing  the  volume  of  imports. 

Proposed  Action:  The  Electrical  Engineering  EDC  should  investigate  the  causes  of  grow- 
ing import  penetration  in  the  lamp  and  highlights  and  wire  and  cable  sectors. 

27.  Import  penetration  has  remained  low  and  stable  in  the  telegraph  and  telephone 
apparatus  sector.  However,  the  adoption  of  System  X is  essential  if  the  industry  is  to 
remain  internationally  competitive. 

Proposed  Action:  the  Government's  policy  to  open  up  the  UK  telecommunications  market 
is  out  of  line  with  all  the  UK’s  major  competitors  and  should  be  resisted,  as  it  will  threaten 
UK  manufacturers. 

28.  In  electronics  components  the  SWP  aims  to  continue  to  hold  import  penetration 
steady  at  1979  levels  by  1984.  In  a sector  with  many  companies  operating  the  SWP  has 
been  active  in  strengthening  maker-user  relations. 

Proposed  Action:  UK  productive  capacity  should  be  extended  by  the  immediate  release 
by  the  Government  of  the  second  tranche  of  £25  million  for  Inmos.  The  Microelectronics 
Industry  Support  Programme  should  be  expanded  to  meet  demand  from  inward  investors. 

29.  In  electronic  consumer  goods  import  penetration  is  90  per  cent.  In  many  products 
the  UK  is  no  longer  a producer.  The  SWP  concentrates  on  those  products  where  the  UK 
still  has  a presence,  mainly  televisions,  and  aims  to  reduce  import  penetration  to  1975 
levels  (35  per  cent)  by  1984.  The  SWP  is  laying  particular  emphasis  on  restructuring  and 
strengthening  maker-user  relations. 

Proposed  Action:  the  industry  is  some  way  from  the  penetration  target.  The  SWP’s  work 
should  be  fully  supported. 

30.  Import  penetration  is  high  and  rising  in  electronic  computers.  The  SWP  has  no 
import  penetration  target.  Public  purchasing  is  a major  problem  in  this  sector. 

Proposed  Action:  the  SWP  should  set  an  import  penetration  target,  and  a task  force 
should  be  formed  to  pay  particular  attention  to  gearing  public  purchasing  policies  towards 
UK-made  computers. 

31 . Import  penetration  has  been  held  steady  in  electronic  capital  goods  over  the  past 
two  years.  Public  purchasing  is  also  a problem  in  this  sector. 

Proposed  Action:  tighten  public  sector  purchasing  policies  to  ensure  UK  equipment  is 
purchased  whenever  possible.  Civil  Aviation  Authority  order  for  radar  equipment  must 
be  placed  with  a UK  producer. 
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32.  Domestic  Electrical  Appliances  is  a sector  which  has  met  with  major  success  in 
constraining  import  penetration.  The  SWP  now  has  a target  of  reducing  penetration  to 
24  per  cent  by  1983.  Extensive  discussions  have  been  held  with  retailers,  particularly 
Electricity  Boards,  on  the  product  ranges  they  offer.  UK  companies  have  also  agreed  to 
factor  each  other’s,  rather  than  imported,  products. 

Proposed  Action:  the  SWP’s  work  should  be  fully  supported. 

Shipbuilding 

33.  The  Nationalised  Industries  Committee  are  pursuing  a two-pronged  strategy  for 
shipbuilding  aimed  at  increasing  the  proportion  of  orders  placed  by  UK  owners  in  UK 
yards  and  increasing  demand  for  new  ships  through  a scrap-and-build  scheme.  The  Com- 
mittee have  brought  together  shipbuilding  and  seafaring  unions  to  evolve  a common 
policy  towards  the  shipping  and  shipbuilding  industries,  and  making  representations  to 
Uie  General  Council  of  British  Shipowners. 

Proposed  Action:  modernisation  of  UK  shipyards  to  facilitate  the  building  of  sophisticated 
vessels  for  UK  owners  is  dependent  on  further  resources  being  allocated  by  the  Government 
to  British  Shipbuilders  beyond  the  current  financial  year. 

Vehicles 

34.  The  share  of  the  passenger  car  market  taken  by  imports  has  risen  from  45  per  cent 
in  1977  to  60  per  cent  in  1979.  Over  the  same  period,  UK  car  production  fell  from  1.38 
million  to  1.07  million,  almost  30  per  cent.  The  impact  of  multinationals  on  the  industry 
is  illustrated  by  Ford's  recent  announcement  that  almost  half  of  their  UK  sales  in  1979 
were  imported,  compared  to  one-third  in  1978.  The  company’s  UK  trading  surplus  of 
£200  million  in  1978  was  eliminated  in  1979.  BL’s  market  share  fell  from  23f  per  cent  in 
1978  to  194  per  cent  in  1979.  In  early  1980,  this  share  slipped  still  further. 

Proposed  Action:  immediate  quota  controls  are  needed  to  bring  import  penetration 
progressively  down  to  below  50  per  cent.  Increased  public  financial  support  is  required 
for  BL  to  enable  it  to  modernise  its  plant  and  product  range.  Agreements  are  needed 
with  multinational  companies  producing,  in  the  UK,  and  with  major  importers,  on  a 
minimum  domestic  content  as  called  for  by  the  1979  Congress. 

35.  Import  penetration  of  commercial  vehicles  is  lower,  but  has  nevertheless  risen  from 
164  per  cent  in  1977  to  23  per  cent  in  1979.  However,  whilst  1979  was  a boom  year  for 
UK  sales,  other  West  European  markets  were  depressed.  The  import  penetration  level 
may  therefore  be  unusually  high.  In  commercial  vehicles  the  UK  has  benefited  from  the 
decisions  of  US  multinationals  Ford  and  GM  to  locate  much  of  their  commercial  vehicle 
activity  in  the  UK.  Volvo  also  produce  a significant  part  of  their  products  in  the  UK. 
Proposed  Action:  agreements  on  domestic  content  are  needed  with  multinationals  pro- 
ducing in  the  UK,  and  major  importers. 

Other  Metal  Goods 

36.  The  SWP  for  gauges  and  tools  has  only  recently  been  formed.  Import  penetration 
is  a growing  problem  in  the  sector. 

Proposed  Action:  the  SWP  should  involve  itself  in  strengthening  maker-user  relations. 
Textiles 

37.  Import  penetration  in  textiles  has  risen  by  5 per  cent  in  the  past  two  years.  The 
renewal  of  the  Multi-Fibre  Arrangement  in  1981,  which  covers  the  clothing  industry  as 
well,  provides  the  opportunity  to  secure  a stable  share  of  the  UK  market  for  UK  producers. 
Proposed  Action:  the  revised  MFA  should  include  a “recession  clause”  for  revising  global 
quotas  to  keep  within  import  penetration  ceilings.  A social  clause  should  also  be  included 
linking  trade  growth  with  social  progress  in  exporting  countries.  In  addition,  the  Textiles, 
Clothing  and  Footwear  Industries  Committee  would  like  to  see  the  following 
improvements: — 

(i)  Global  ceilings  for  the  most  sensitive  imports  should  again  be  set  and  strictly 
adhered  to. 

(ii)  Import  quota  growth  should  be  kept  in  line  with  likely  demand  growth  in  the 
EEC. 
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(iii)  Outward  processed  imports  should  be  counted  fully  against  normal  quotas  in 
all  EEC  countries. 

(iv)  Stricter  arrangements  should  be  agreed  with  Mediterranean  Associate  countries 
and  transitional  arrangements  introduced  for  the  new  entrants  to  the  EEC.  ’ 

(v)  The  burden-sharing  arrangement,  under  which  free  circulation  may  be  limited 
for  most  low  cost  textile  imports,  should  be  applied  to  all  low  cost  textile  imports 
including  those  from  Mediterranean  Associates. 

(vi)  The  basket  extractor  mechanism  designed  to  stop  sudden  upsurges  from  new 
sources  should  be  strengthened  by  making  it  operate  automatically  pending 
negotiations. 

38.  Import  penetration  has  risen  by  7 per  cent  in  man-made  fibres  largely  due  to  low 
cost  US  imports  produced  with  cheap  energy  products.  The  sector  is  dominated  by  six 
multinational  companies.  EEC  synthetic  fibre  producers  have  a capacity  reduction  plan 
to  eliminate  overcapacity. 

Proposed  Action:  the  SWP  should  seek  agreements  with  the  multinationals  on  location 
of  production  facilities. 

39.  Import  penetration  of  cotton  and  allied  textiles  increased  by  8 per  cent  between 
1977  and  1979.  The  industry  has  suffered  because  of  deficiencies  in  the  MFA,  particularly 
the  absence  of  a recession  clause. 

Proposed  Action:  the  EDC  should  adopt  an  import  penetration  target  to  be  incorporated 
in  tne  new  MFA  and  explore  the  possibility  of  a section  8 Industry  Act  Scheme  (see 
paragraph  37). 

40.  Import  penetration  in  woollen  and  worsted  products  has  risen  by  4 per  cent  in  the 
past  two  years.  The  Wool  Textiles  EDC  has  been  engaged  in  strengthening  maker-user 
relations  and  has  established  import  penetration  targets  for  various  product  areas.  The 
industry  has  also  benefited  from  restructuring  and  modernisation  under  a Section  8 
Industry  Act  Scheme. 

Proposed  Action:  the  EDC’s  work  in  strengthening  maker-user  relations  should  continue. 

41.  The  carpet  industry  has  traditionally  held  imports  to  a low  level.  However,  import 
penetration  has  doubled  in  two  years  and  numerous  redundancies  have  followed.  The 
main  reason  has  been  tufted  carpets  imported  with  cheap  feedstocks.  The  EEC  turned 
down  a UK  application  for  import  controls  on  US  carpets.  Informal  joint  discussions 
between  unions,  employers  and  Government  have  been  going  on  for  nearly  a year. 
Proposed  Action:  controls  on  US  carpets  are  urgently  required.  The  joint  discussions  on 
securing  the  industry’s  future  should  continue. 

42.  Import  penetration  in  hosiery  and  other  knitted  goods  has  risen  slowly.  The  Knitting 
SWP  is  currently  resetting  its  import  penetration  targets  for  years  beyond  1980. 
Proposed  Action:  the  SWP’s  work  should  be  supported. 


Leather  and  Leather  Goods 

43.  This  sector  has  suffered  from  high  world  hide  prices  and  the  difficulties  of  its  main 
customer,  the  footwear  industry.  Some  countries  have  banned  the  export  of  hides  in 
order  to  ensure  cheap  supplies  to  their  home  industry,  and  this  has  been  proposed  for 
the  EEC.  Import  penetration  has  increased  6 per  cent  in  the  past  two  years. 

Proposed  Action:  the  sector  should  work  through  its  representation  on  the  Footwear 
EDC  towards  establishing  orderly  marketing  arrangements. 


Clothing  and  Footwear 

44.  Import  penetration  in  clothing  has  risen  by  4 per  cent  in  the  two  years  since  1977. 
The  industry  is  also  covered  by  the  MFA.  The  EDC  has  set  a target  for  imports  as  a 
percentage  of  domestic  production  (ie  home  demand  plans  exports)  of  10  per  cent  by 
1982.  The  current  figure  is  26  per  cent. 

Proposed  Action:  see  paragraph  37. 
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45.  Import  penetration  in  footwear  has  increased  by  4 per  cent  since  1977.  After  falling 
in  early  1978  there  has  been  a steady  rise  through  1979.  The  Footwear  EDC  has  played 
a major  role  in  efforts  to  restrain  import  penetration  through  the  establishment  of  a 
formal  commitment  by  retailers  to  notify  UK  producers  of  footwear  of  changes  in  styles 
and  fashions  of  overseas  products,  so  that  UK  producers  can  compete  more  effectively. 
The  EDC  has  also  set  an  import  penetration  target  of  29  per  cent  (or  1978  levels)  to  be 
achieved  by  1982. 

Proposed  Action:  consideration  should  be  given  to  an  MFA  style  arrangement  for  foot- 
wear. An  import  penetration  task  force  should  be  formed. 


Building  Materials 

46.  Import  penetration  in  building  materials  has  remained  stable.  The  Building  and 
Civil  Engineering  EDCs  have  recently  completed  a report  on  trade  performance  in 
construction  materials  and  have  pointed  to  areas  where  import  substitution  will  be 
affected.  The  Construction  Industry  Committee  will  be  considering  the  report. 

Proposed  Action:  the  EDC  report  should  be  followed  up.  The  industry  should  examine 
its  purchasing  policy. 


Paper , Printing  and  Publishing 

47.  Import  penetration  in  paper  and  board  has  risen  by  only  3 per  cent  in  the  past  two 
years.  The  SWP  has  been  involved  in  improving  maker-user  relations,  and  in  exploring 
import  substitution  possibilities  through  more  effective  use  of  waste  paper,  alternative 
materials  and  increasing  UK  timber  supply.  However,  the  SWP  has  not  yet  set  targets. 
Proposed  Action:  the  SWP  should  set  import  penetration  targets  for  paper  and  board 
products. 

48.  Import  penetration  in  the  priming  industries  is  low  but  has  risen  from  12  per  cent 
in  1972  to  15  per  cent  in  1978.  Printing  work,  particularly  books  and  cards,  has  increasingly 
been  placed  abroad. 

Proposed  Action:  this  sector  is  the  subject  of  a special  TUC  and  CBI  programme  of 
action.  The  SWP  already  has  an  import  penetration  task  force. 


Other  Manufacturing  Industries 

49.  Tyre  manufacture  accounts  for  about  40  per  cent  of  sales  of  rubber  products.  Import 
penetration  of  the  market  for  replacement  markets  has  increased  rapidly  in  the  past  two 
years  — from  38  per  cent  to  over  60  per  cent  in  cars,  from  35  per  cent  to  nearly  50  per 
cent  in  commercial  vehicles.  In  tractor  tyres  and  earthmover  tyres,  import  penetration 
of  the  replacement  market  is  over  100  per  cent.  Original  equipment  manufactures  are 
clearly  turning  to  overseas  products.  Major  closures  include  Firestone,  at  Brentford.  The 
SWP’s  targets  for  1981  have  been  rendered  meaningless,  although  the  industry  has  recently 
been  successful  in  persuading  the  European  Commission  to  act  against  dumping  from 
eastern  European  countries. 

Proposed  Action:  immediate  quota  controls  should  be  imposed.  Agreements  are  also 
needed  on  sourcing  with  the  seven  multinationals  who  dominate  tyre  production.  The 
SWP  provides  a framework  for  achieving  this  and  the  TUC  and  CBC  have  selected  this 
sector  for  special  study  to  see  how  the  SWP’s  recommendations  can  lead  to  action  at 
company  and  plant  level. 

50.  Import  penetration  in  plastics  processing  is  low,  although  rising  a little.  The  SWP 
has  been  active  in  promoting  import  substitution  and  has  the  target  of  halving  imports 
in  certain  areas  by  1982. 

Proposed  Action:  the  SWP’s  work  should  be  supported. 

1 May  1980. 
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Trade  performance:  decline  continues 

In  the  12  months  to  September  1979  import  penetration  was  marginally  higher  than  in 
the  12  months  to  June  while,  over  the  same  period,  UK  manufacturers'  export  share  fell 
slightly  despite  some  improvement  in  the  UK’s  crude  overseas  trade  balance  in  the 
products  of  manufacturing  industry  between  the  second  and  third  quarters.  Taking  a 
longer  term  view  the  figures  confirm  the  deterioration  of  trade  performance  evident  earlier 
in  1979.  Thus  in  the  12  months  to  September  1979  import  penetration  was  about  1 
percentage  point  higher  than  in  the  12  months  to  September  1978  while  over  the  same 
period  export  share  has  fallen  by  a similar  amount . In  the  latest  figures,  none  of  the  broad 
sectors  of  manufacturing  industry  showed  a fall  in  import  penetration  (ratio  1)  while  the 
largest  increase  of  some  2 percentage  points  occurred  in  the  leather  and  leather  goods 
sector.  This  was  the  fifth  successive  quarterly  rise  in  import  penetration  in  this  sector 
while  its  export  share  remained  broadly  constant. 

The  overall  position  in  the  chemicals  sector  did  not  change  in  the  latest  period.  Within 
the  sector,  however,  import  penetration  in  the  synthetic  resins  and  plastics  industry 
showed  a 1 percentage  point  increase  (ratio  1)  continuing  a fairly  slow  but  steady  upward 
trend  that  is  not  being  matched  by  any  increase  in  manufacturers'  export  share, 

The  mechanical  engineering  sector  saw  another  sharp  fail  in  manufacturers’  home  sales 
of  industrial  engines  resulting  in  further  increases  in  both  import  penetration  and  the 
export  sales  ratios  (ratios  1 and  3 respectively)  while  for  the  sector  as  a whole  ratio  1 
increased  by  1 percentage  point  with  ratio  3 unchanged.  Also  in  this  sector,  the  food  and 
drink  processing  machinery  industry  showed  an  increase  of  4 percentage  points  in  import 
penetration  (ratio  1)  in  the  latest  period  which  was  partially  offset  by  a 3 percentage  point 
rise  in  the  export  sales  ratio. 

In  the  electrical  engineering  sector  the  latest  figures  show  an  increase  of  1 percentage 
point  in  import  penetration  of the  electrical  machinery  industry.  This  extends  the  upward 
trend  of  ratio  1 but  this  trend  is  well  matched  by  increases  on  the  export  side  in  ratio  3. 
The  domestic  electrical  appliances  industry  on  the  other  hand  suffered  its  fifth  successive 
fall  in  export  share  with  no  indication  that  import  penetration  is  likely  to  be  reduced. 

The  latest  figures  show  no  change  in  the  textiles  sector  where  slow  growth  in  import 
penetration  (ratio  1)  compares  with  a constant  export  share.  Within  the  sector,  however, 
Doth  the  man-made  fibres  industry  and  the  cotton  and  allied  textiles  industries  experienced 
a 1 percentage  point  increase  in  ratio  1 matched  in  both  cases  by  a similar  increase  in  ratio 
3 on  the  export  side. 

Many  of  the  remaining  industries  reflected  the  movements  for  total  manufacturing; 
slightly  increased  import  penetration  and  no  change,  or  a slight  fall,  in  export  share. 

Inquiries:  Economic  and  Statistics  Division  3B,  Department  of  Industry,  Millbank 
Tower,  Millbank,  London  SW1P  4QX,  Tel.  01-211  4380. 


Import  penetration  and  export  sales  ratios  to  September 


Ratio  1 imporu/homc  demand 

12  months  ended 

1977-1979 

Sep 

% 

SIC  reference 

Product  group 

77 

77 

78 

78 

78 

7H 

79 

79 

79 

increase 

Order  fll 

Food  and  drink 

20 

19 

19 

18 

17 

17 

17 

17 

17 

-3 

(excluding  MLH's  239  and  240) 

Order  IV 

Coal  and  petroleum  products 

13 

14 

15 

15 

15 

15 

15 

15 

IS 

2 

Order  V 

Chemical!  and  allied  industries 

27 

27 

28 

28 

28 

29 

29 

30 

30 

J 

MLH  271.2 

Organic  chemicals 

3K 

39 

42 

42 

44 

44 

44 

43 

5 

MLH  272 

Pharmaceuticals 

2(1 

19 

IK 

IK 

IK 

19 

19 

19 

20 

- 

MLH  276 

Synthetic  resins  and  plastics 

materials 

35 

35 

36 

37 

37 

3H 

38 

38 

39 

Order  VI 

Metal  manufacture 

24 

23 

23 

23 

23 

22 

22 

23 

23 

-1 

MLH  31 1 and  312 

Iron  and  steel  and  steel  tubes 

18 

17 

18 

17 

IK 

17 

16 

16 

17 

-1 

MLH  313 

Iron  castings 

4 

4 

4 

3 

3 

3 

3 

2 

2 

-2 

MLH  321  to  323 

Non-ferrous  metals 

3d 

39 

38 

38 

37 

38 

37 

38 

40 
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Import  penetration  and  export  sales  ratios  to  September  (continued) 


Ratio  [ impottVhomc  demand 


gc  reference 

Product  group 

12  months  ended 
Sep  Dec  Mar 
77  77  78 

Jun 

78 

Dec 

78 

Mar 

79 

Jun 

79 

1977-1979 

% 

increase 

Mechanical  engineering 

29 

29 

29 

30 

30 

31 

31 

31 

32 

3 

(excluding  MLH  342) 
MLH  332 

Machine  tools 

44 

43 

42 

43 

44 

47 

46 

46 

48 

4 

MLH  333 

Pumps  valves  and  compressors 

30 

2V 

28 

28 

27 

28 

28 

28 

7.6 

-2 

MlH  333-1+2 

Pump  and  valves 
Fluid  power  equipment 

34 

33 

32 

32 

31 

32 

32 

33 

32 

-2 

MLH  333.4 

— 

— 

— 

— 

— 

12 

12 

12 

13 

MLH  334 

Industrial  engines 

23 

23 

22 

23 

24 

24 

27 

30 

34 

11 

MLH  335 

Textile  machinery 

61 

36 

55 

56 

56 

58 

5H 

56 

58 

-3 

MLH  336 

Construction  equipment 

62 

63 

70 

74 

79 

80 

75 

73 

MLH  336+ 337.2 A 
MLH  337 

Construction  and  earthmoving 
equipment  and  mobile  cranes 
Mechanical  handling  equipment 
Other  mechanical  handling 
equipment 

22 

24 

24 

25 

82 

24 

76 

23 

75 

24 

73 

25 

3 

MLH  337.1 +2B  + 

3+4 

_ 

_ 

15 

IS 

lfi 

17 

MLH  337.5 

Industrial  ttucks 

26 

27 

29 

?8 

?8 

28 

27 

28 

?9 

3 

MLH  338 

Office  machinery 

87 

91 

96 

107 

107 

110 

105 

99 

101 

M 

MLH  339 

Other  machinery 

34 

33 

33 

34 

34 

35 

35 

36 

37 

3 

MLH  339.1 

Mining  machinery 

3 

3 

3 

3 

2 

2 

2 

2 

3 

MLH  339.2 

Printing  and  bookbinding 
machinery 

53 

52 

55 

58 

59 

58 

57 

58 

60 

MLH  339.3  +4 

Heating  and  refrigerating 
equipment 

Food  and  drink  processing  etc 
machinery 

18 

18 

18 

18 

17 

17 

17 

18 

19 

1 

MLH  339.7  +8 

42 

44 

47 

51 

54 

54 

S3 

54 

58 

16 

MLH  341 

Industrial  plant  and  steelwork 

a 

9 

10 

10 

10 

10 

10 

10 

10 

2 

MLH  341.1  + 2+5 

Process  plant  lubrication 

9 

10 

11 

12 

11 

n 

11 

11 

11 

2 

MLH  341.4 

Constructional  steelwork 

7 

8 

8 

7 

7 

7 

8 

8 

7 

Order  VU1  Instrument  engineering  64  64  63  64  64  63  63  67  69  4 

MLH  354  Scientific  and  industrial 

instruments  and  systems 4U  39  38  40  40  42  43  43  43 3 


Order  IX 

MLH  361 
MLH  363 

MLH  364 
MLH  365.2 

MLH  366 
MLH  367 
MLH  368 

J§S 

36 

21 

10 

53 

48 

83 

23 

30 

36 

21 

10 

52 

48 

82 

23 

30 

36 

22 

11 

51 

46 

80 

23 

30 

36 

24 

11 

51 

44 

82 

24 

29 

36 

25 

11 

52 

45 

84 

24 

28 

36 

27 

10 

53 

46 

88 

24 

29 

37 

27 

10 

53 

49 

90 

23 

28 

37 

28 

10 

54 

51 

90 

23 

2$ 

33 

29 

10 

54 

52 

22 

29 

3 
8 

1 

4 
7 

-l 

-1 

Order  X 

Shipbuilding  and  marine  engi- 
neering (see  note  3) 

42 

49 

47 

50 

50 

44 

40 

42 

42 

_ 

Order  XI 

Vehicles 

37 

38 

38 

38 

38 

39 

40 

41 

— 

4 

Order  Xn 

jexdudwg  MLH  396) 

Metal  goods  not  elsewhere 
specified 

Engineers  small  tools  and  gauges 

12 

18 

12 

17 

12 

17 

12 

17 

12 

17 

13 

18 

13 

18 

13 

18 

13 

18 

1 

Order  Xin 

(excluding  MLH  423) 
MLH  411 

MLH  412.  413  & 422 
MLH  414 
MLH  417 

Textiles 

Man-made  fibres 
Cotton  and  allied  textiles 
Woollen  and  worsted 
Hosiery  and  other  knitted  goods 

29 

36 

39 

18 

22 

29 

38 

39 
18 
22 

29 

39 

41 

18 

21 

29 

39 

42 

19 

21 

30 

39 

43 

20 

22 

31 

40 

46 

21 

22 

32 

41 

46 

21 

23 

33 

42 

46 

22 

24 

33 

43 

47 

22 

24 

5 

7 

8 
4 
2 

Order  XIV 

(excluding  MLH  433) 

Leather  and  leather  goods 

32 

31 

32 

31 

33 

33 

34 

36 

36 

6 

Order  XV 
MLH  441  to  445 
and  449 
MLH  450 

Clothing  and  footwear 

Clothing  other  than  headgear 
Footwear 

26 

25 

30 

25 

24 

30 

25 

24 

29 

25 

24 

28 

25 

25 

29 

27 

25 

30 

27 

26 

31 

29 

28 

33 

30 

28 

34 

4 

3 

4 

Order  XVI 

llrlcks,  pottery,  glare  content,  etc 

9 

9 

9 

9 

9 

9 

10 

10 

10 

1 

Order  XVII 
(excluding  MLH  474) 

Timber,  furniture,  etc 

28 

27 

28 

28 

28 

27 

27 

28 

28 

** 

Order  XVIII 

MLH  481  b.  c&d 
MLH  482.  483  & 489 

22 

44 

5 

22 

44 

5 

21 

45 

5 

21 

45 

S 

20 

45 

5 

20 

46 

S 

20 

45 

5 

20 

46 

S 

21 

47 

6 

-1 

3 

1 

Order  XIX 
MLH  491 
MLH  496 

Other  manufacturing  Industries 
Rubber 

Plastics  products  nes 

17 

17 

10 

17 

17 

9 

17 

18 
10 

17 

18 
10 

17 

17 

10 

18 

17 

n 

18 

17 

11 

18 

18 

11 

18 

18 

12 

2 

2 

Orders  XV  to  XIX  Total  manufacturing 

(excluding  industries  listed  on  in  note  5) 

24.3 

24.2 

24.3 

24.5 

24.5 

24.9 

24.9 

24.6 

25.7 

Note* 


1 The  minimum  list  headings  for  which  ratios  are  shown  in  the  table  are  a selection  approximating  to  the  industries  for  which  the 
sector  working  parries  of  the  National  Economic  Development  Office  are  responsible.  Ratios  for  over  a hundred  minimum  list 
headings  of  manufacturing  industry  are  published  in  Business  Monitor  MQ  12  Import  penetration  and  export  ratios  for  manufacturing 
industry.  The  September  1979  edition  will  be  available  from  HMSO,  PO  Box  589,  London  SE1  9NH. 

2 Excluding  gramophone  records  and  tape  recordings. 


Printed  image  digitised  by  the  University  of  Southampton  library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


698 


APPENDICES  TO  THE  MINUTES  OF  EVIDENCE  TAKEN  BEFORE 


Letter  from  the  Secretary  of  State  Department  of  Trade  to  The  Rt  Hon  Lionel  Murray 
OBE  General  Secretary  Trades  Union  Congress  dated  3 April  1980 

Thank  you  for  your  letter  of  13  March  enclosing  a statement  issued  by  your  Economic 
Committee.  You  wrote  in  similar  terms  to  Keith  Joseph,  and  I am  replying  on  behalf  of 
us  both. 

I fully  share  your  concern  at  the  size  of  our  trade  deficit  and  in  particular  at  the  rising 
rate  of  import  penetration  in  some  manufacturing  sectors.  The  figures  for  1979  of  course 
reflected  a number  of  special  adverse  factors;  the  exports  side  was  affected  by  the  loss 
of  much  of  the  Iranian  and  Nigerian  markets  and  tne  road  haulage  dispute,  whilst  a 
substantial  pre-election  boom  sucked  in  imports  on  the  other  side.  Nevertheless,  I am 
far  from  satisfied.  But  the  question  we  need  to  consider  is  whether  import  controls  would 
in  fact  offer  a solution  to  our  wider  economic  problems,  of  which  increasing  import 
penetration  is  itself  only  a symptom. 

The  key  factor  here  has  been  the  relatively  low  growth  of  productivity  in  some  UK 
manufacturing  sectors  compared  with  that  in  competitor  countries,  accompanied  by  a 
disastrously  lugh  rate  of  inflation.  Import  controls  would  treat  the  symptom  rather  than 
the  disease,  and  they  would  do  so  in  a way  which  would  be  likely  to  make  the  situation 
worse.  Widespread  controls  would  be  bound  to  create  distortions  and  bottlenecks  in  the 
economy  which  would  reduce  efficiency.  They  would  deprive  British  manufacturers  of 
supplies  of  imported  equipments  and  materials  on  which  success  in  the  home  and  domestic 
market  might  depend.  They  would  divert  our  exports  back  into  the  home  market  to 
satisfy  domestic  demands.  They  would  put  up  prices,  thereby  fuelling  inflation  and  restrict- 
ing consumer  choice.  The  removal  of  the  spur  of  competition  would  encourage  compla- 
cency, and  shelter  the  inefficient  rather  than  lead  to  modernisation  and  re-equipment. 
To  the  extent  that  current  performance  is  due  to  the  high  value  of  the  pound,  import 
controls  by  themselves  would,  if  effective,  drive  the  pound  even  higher  and  make  life  yet 
more  difficult  for  our  exporters. 

Public  attention  is  concentrated  on  the  level  of  imports  but  neglects  the  fact  that  a 
third  of  our  manufacturing  output  goes  into  exports,  and  millions  of  jobs  depend  on  our 
maintaining  access  to  overseas  markets.  We  export  a greater  proportion  of  our  GDP  than 
all  our  major  competitors  — double  the  proportion  of  Japan  and  four  times  that  of  the 
United  States. 

Although  we  are  importing  more,  we  are  also  exporting  more  each  year,  and  our  share 
of  world  trade  over  the  last  six  or  seven  years  has  been  constant  at  about  9 per  cent 
despite  increasing  competition.  We  are  therefore  particularly  vulnerable  to  retaliation 
and  have  to  be  careful  about  setting  an  example  in  flouting  trade  obligations. 

I am  not  ruling  out  import  controls  in  limited  and  particularly  difficult  areas  and,  as 
you  know,  we  do  (in  textiles  and  clothing,  iron  and  steel,  consumer  electronics,  Japanese 
cars  and  a variety  of  other  products)  already  have  various  types  of  restraints.  An  important 
recent  measure  was  the  imposition  of  import  restrictions  on  American  polyester  filament 
and  nylon  carpet  yarn.  And  I certainly  believe  strongly  in  vigorous  action  through  the 
Community  against  dumped  or  subsidised  imports.  But  the  more  general  policy  of  import 
controls  which  is  implicit  in  your  proposal  for  import  penetration  ceilings  seems  to  me 
very  much  the  wrong  road  for  a major  trading  nation  — and  particularly  for  the  country 
with  the  single  greatest  dependence  among  the  major  industrial  nations  on  the  growth 
of  world  trade.  We  can  hardly  encourage  mat  growth  by  inhibiting  it  ourselves. 

Much  the  same  arguments  apply  to  the  concept  of  “core”  industries,  to  the  extent  at 
least  that  they  would  need  to  be  protected  by  import  controls.  I am  sceptical  too  about 
our  ability  to  determine  from  the  centre  where  our  industrial  future  lies.  I have  also  noted 
that  the  production  of  food  (which  must  surely  rank  as  a major  core  industry)  is  one 
which  many  advocates  of  this  policy  propose  should  be  exposed  to  more  open  trade. 

You  mentioned  the  threat  from  imports  to  a number  of  particular  industries.  But  we 
need  to  distinguish  between  cause  ana  effect.  In  several  of  tnose  industries  rising  imports 
are  the  effect  caused  by  our  own  industry’s  failure  to  be  sufficiendy  competitive.  Nowhere 
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jjs  ibis  been  more  true  than  in  the  case  of  the  motor  vehicle  industry,  whose  productivity 
Ins  long  been  notoriously  lower  than  that  of  our  overseas  competitors.  The  poor  per- 
formance of  this  one  sector  significantly  affects  the  overall  trade  figures.  Indeed  if  motor 
i-hicles  are  excluded  from  the  figures,  the  export/import  ratio  in  1979  deteriorated  by 
0jly  1 per  cent  from  its  1978  level  in  spite  of  the  special  adverse  factors  which  I mentioned 
above.  The  Government  has  agreed  to  provide  a further  £300m  of  investment  funds  to 
BL  in  1980/81.  But  the  major  concern  is  to  improve  productivity  and  performance  in  this 
industry;  for  example.  Ford's  substantial  imports  into  the  UK  could  be  reduced  if  the 
company  could  produce  more  in  its  UKplants.  This  is  very  much  an  international  industry; 
as  you  know,  last  year  40  per  cent  of  BL’s  sales  went  overseas.  Import  controls  would 
not  bring  about  the  improvement  in  performance  required  but  would  certainly  be  likely 
to  promote  countermeasures  against  some  of  our  important  and  overseas  vehicle  and 
component  business — and  our  exports  of  components  amounted  to  £1.7  billion  in  1979. 

As  regards  steel,  British  Steel  Corporation’s  purchases  of  coking  coal  are  a matter  for 
their  commercial  judgement,  but  to  force  them  to  rely  entirely  on  UK  coking  coal  would 
push  up  costs  and  render  them  less  competitive,  facing  us  with  a choice  of  either  increased 
import  penetration  (which  would  destroy  jobs  in  the  steel  industry)  or  import  controls 
(which  would  put  up  the  cost  of  steel  to  the  manufacturing  industry  and  thereby  present 
an  equal  threat  to  jobs).  But  BSC  have  agreed  with  the  NCB  that  they  will  not  enter  into 
additional  commitments  for  the  import  of  coking  coal  in  1980. 

There  is  certainly  a widespread  belief  that  other  countries  operate  more  non-tariff 
barriers  than  we  do,  and  it  is  of  course  the  case  that  the  efficiency  of  the  UK  distribution 
system  acts  as  an  encouragement  to  imports.  In  particular,  there  are  special  problems 
in  some  markets,  such  as  Japan,  and  when  I was  in  Tokyo  in  January  I impressed  on  the 
Japanese  Government  the  concern  which  we  feel  on  a number  of  issues.  But  we  should 
neither  exaggerate  the  extent  to  which  our  exports  are  hindered  by  the  trade  barriers  of 
our  major  trading  partners  nor  overlook  the  fact  that  in  some  areas  (such  as  textiles  where 
95  per  cent  of  imports  from  low  cost  sources  are  subject  to  control)  we  are  regarded  as 
being  more  protectionist  than  most  — and  about  one  third  of  Japanese  goods  imported 
into  the  UK  are  subject  to  some  kind  of  restraint.  We  believe  that  the  solution  to  this 
problem  lies  in  persuading  other  countries  to  bring  down  their  barriers  rather  than  in 
erecting  fresh  ones  of  our  own.  In  this  respect  the  GATT  codes  concluded  as  part  of  the 
recent  multilateral  trade  negotiations  represented  an  important  step  forward.  Any  evi- 
dence which  your  members  wish  to  put  forward  on  trade  barriers  will  be  actively  pursued. 

Developing  countries  certainly  ate  more  protective,  but  we  have  to  accept  that  they 
have  quite  different  problems.  Under  the  Generalised  System  of  Preferences  there  is  a 
general  agreement  among  the  industrialised  countries  to  provide  these  countries  access 
to  our  markets  and  our  obligations  to  the  third  world  have  recently  been  recalled  through 
the  publication  of  the  Brandt  report;  it  was  interesting  to  read  the  speeches  of  MPs  on 
this  subject  in  last  week’s  debate.  I do  believe  though  that  the  stronger  of  them  should 
start  opening  up  their  markets.  Whenever  the  Minister  for  Trade  or  I visit  one  of  the 
newly  industrialised  countries  we  press  strongly  for  a liberalisation  of  import  regimes, 
and  I intend  that  continuing  pressure  should  be  brought  on  them  to  this  end. 

Selective  financial  assistance  has  a role  to  play  in  strengthening  our  industries’  ability 
to  compete  both  in  the  domestic  and  in  export  markets  and  is  guided  by  these  consid- 
erations. Import  controls  are  not  necessary  for  it  to  be  effective.  Selective  financial 
assistance  continues  to  be  made  available  both  on  a regional  and  national  basis,  although 
the  qualifying  criteria  have  been  tightened  to  ensure  a greater  degree  of  cost-effectiveness. 
In  the  longer  term  it  is  the  Government’s  intention  that  its  policies  to  create  conditions 
which  stimulate  economic  growth  and  new  investment  will  reduce  the  need  for  selective 
financial  assistance. 

The  Minister  for  Trade  and  I are  endeavouring  to  visit  most  of  our  main  markets 
overseas  so  as  to  encourage  greater  export  penetration  by  British  manufacturing  industry. 
In  general,  industry  is  doing  a splendid  joD  in  some  of  the  most  competitive  markets  in 
the  world.  In  this  respect  we  should  look  to  our  successes  — rather  than  dwelling  on  our 
failures.  To  enhance  these  successes  we  need  to  become  more  competitive,  to  build  on 
atradition  for  high  quality,  on-time  delivery  and  good  after-sales  service.  The  achievement 
of  this  objective  will  lead  to  a growth  in  our  exports  and  substitution  of  British  goods  for 
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imports.  This,  I am  sure,  is  where  the  trades  unions  and  management  should  concentrate 
their  efforts.  The  Government’s  task  is  to  ensure  that  trade  is  free  and  fair.  If  we  both 
succeed  the  benefit  will  accrue  to  your  members  and  to  industry  as  a whole. 


John  Nott 


PASSPORTS  AND  VISAS  FOR  BUSINESSMEN 
Memorandum  by  the  Foreign  and  Commonwealth  Office  (M167) 

1.  The  Committee  has  asked  the  Foreign  and  Commonwealth  Office  to  submit  a 
memorandum  which  comments  generally  on  the  difficulties  caused  to  potential  exporters 
by  delays  in  obtaining  passports  and  visas  for  certain  overseas  countries,  in  contrast  to 
the  ease  with  which  those  who  wish  to  sell  to  the  United  Kingdom  may  obtain  admission 
to  this  country. 

2.  This  memorandum  incorporates  the  comments  of  the  Department  of  Trade  and  the 
Home  Office. 

3.  Where  delays  are  brought  to  their  attention,  the  Foreign  and  Commonwealth  Office 
and  the  Department  of  Trade  use  their  good  offices  with  foreign  Embassies  in  London, 
or  in  some  eases  direct  with  the  foreign  governments,  to  expedite  the  issue  of  visas  for 
British  businessmen.  Many  of  the  problems  encountered,  which  also  affect  non-business 
travellers,  are  caused  by  difficulties  of  administration  in  the  country  concerned.  Neither 
Department  has  evidence  to  suggest  that  such  problems  represent  an  intentional  barrier 
to  trade  or  that  British  exporters  are  treated  worse  than  exporters  from  competitor 
countries.  But,  in  a very  few  cases,  delays  in  handling  visa  applications  have  been  used 
by  foreign  governments  as  a political  weapon,  to  express  disapproval  of  the  policies  of 
other  governments,  and  in  such  cases  have  clearly  been  discriminatory.  It  is  always  open 
to  the  UK  to  retaliate  when  British  businessmen  are  affected.  However,  it  will  not 
necessarily  be  in  the  British  interest  to  do  so.  Relevant  considerations  are  whether 
retaliation  would  discourage  some  visitors  from  coming  to  Britain  to  buy  rather  than  to 
sell  and  whether  retaliation  would  aggravate  the  political  difficulties  behind  the  delay. 

4.  Problems  over  delays  in  obtaining  visas  for  British  businessmen  are  given  a high 
priority  by  the  Foreign  and  Commonwealth  Office  and  the  Department  of  Trade.  In 
general,  such  problems  have  affected  individual  businessmen  or  firms;  delays  in  obtaining 
visas  have  not  hitherto  represented  a general,  major  problem  for  exporters.  The  Foreign 
and  Commonwealth  Office  and  the  Department  of  Trade  would  of  course  consider  what 
action  to  take  if  a general  problem  were  to  emerge. 

5.  A note  commenting  on  the  issue  of  passports  for  British  businessmen  is  at  Annex 
A and  one  on  visas  for  foreigners  wishing  to  enter  Britain  is  at  Annex  B. 

16  June  1980. 


ANNEX  A 

PASSPORTS  FOR  BRITISH  BUSINESSMEN 

1.  An  unprecedented  increase  in  demand  for  passports  during  1978  led  to  delays  in 
the  issuing  of  passports  during  that  year.  Demand  has  continued  to  rise  since  then;  in 
the  first  quarter  of  1980  it  was  37  per  cent  above  the  corresponding  period  of  last  year. 
Over  631,000  new  passports  were  issued  by  the  Passport  Offices  in  the  United  Kingdom 
between  January  and  March  1980.  Despite  this  continued  increase  in  demand,  there  has 
been  no  serious  delay  in  the  processing  of  passport  applications  since  the  autumn  of  1978, 
when  the  complement  of  the  Passport  Office  was  augmented  to  deal  with  its  increased 
workload. 
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2.  Passport  application  forms  make  it  clear  that  applicants  should  give  four  weeks’ 
notice  wherever  possible  and  that  applications  submitted  during  the  peak  travel  season, 
between  April  and  August,  take  longer  to  process  than  those  lodged  at  other  times.  In 
practice,  the  Passport  Office  always  tries  to  meet  the  deadline  of  the  applicant’s  date  of 
travel,  even  in  cases  where  little  or  no  notice  is  given.  When  it  is  known  that  a passport 
is  required  urgently  for  business  or  other  valid  reasons,  the  application  is  always  given 
high  priority. 

3.  In  general,  the  Passport  Office  does  all  it  can  to  help  business  travellers  with 
particular  problems  and  with  passport  emergencies  arising  outside  office  hours. 

ANNEX  B 

VISAS  FOR  FOREIGN  BUSINESSMEN  WISHING  TO  VISIT  THE  UNITED 
KINGDOM 

People  from  abroad  coming  to  this  country  for  business  are  likely  to  be  admitted  as 
visitors  for  periods  up  to  six  months  at  a time  in  order  to  transact  their  business.  If  they 
are  nationals  of  countries  requiring  visas,  they  need  first  to  obtain  a visa  from  a British 
post  abroad  before  arrival  in  the  United  Kingdom.  The  time  taken  to  obtain  a visa  varies 
slightly  from  post  to  post  and  all  visa-issuing  posts  come  under  heavy  pressure  during  the 
summer  months.  Nevertheless,  the  aim  is  to  issue  visas  to  all  visitors  as  quickly  as  possible. 


INVESTMENT  AT  WARRINGTON  MILLS 


Note  by  the  British  Steel  Corporation  (M197) 

1.  During  the  session  on  18  June,  1980,  the  Corporation  undertook  to  provide  a 
memorandum  commenting  on  Mr.  Crowther’s  statements  (at  question  1586): 

(i)  That  he  understood  that  the  Board  had  told  the  Steel  Industry  Management 
Association  (SIMA)  that  in  their  view  the  Bewsey  Road  Mills  in  Warrington  ought 
to  have  closed  two  or  three  years  ago; 

(ii)  That  he  had  been  told  that,  within  this  period  of  two  or  three  years,  the  Corporation 
had  spent  about  £1  million  on  various  ancillary  developments  in  those  mills. 


2.  There  are  in  fact  two  mills  at  Warrington — the  "Bewsey"  Mill,  otherwise  known 
as  the  Warrington  Rod  and  Bar  Mill,  and  the  "Dallam"  Mill,  or  22"  Mill,  otherwise 
known  as  the  Warrington  Medium  Section  Mill.  It  appears  that  both  of  these  were  included 
in  the  description  “Bewsey  road  Mills”  quoted  in  paragraph  1. 


3.  With  regard  to  the  statement  concerning  SIMA,  the  General  Manager  of  the  Shelton 
and  Lancashire  Works  informed  representative  of  SIMA  in  April  1980,  in  the  course  of 
making  the  formal  announcement  of  the  intended  closure  or  these  mills,  that  he  had 
known  for  some  three  years  that  the  Lancashire  mills  as  a whole  (which  include  others 
beside  those  at  Warrington)  were  at  risk,  he  also  added  his  personal  opinion  that,  had 
the  Scunthorpe  Medium  section  Mill  been  operating  on  15  shifts  two  or  three  years 
previously  the  Dallam  Mill  (not  the  Bewsey  Mill)  would  have  to  close. 

4.  According  to  information  available  to  the  Corporation,  the  figure  of  “about  £1 
million”  for  ancillary  developments  at  the  Warrington  Mills  is  drawn  from  a document 
prepared  by  SIMA  in  May  1980  and  is  made  up  as  follows:— 


(i)  A semi-constructed  laboratory  with  an  original  contract  price  of  £100,000 

(ii)  A new  15-tonne  crane  £110,000 

(iii)  A Loewy  shear,  the  cost  and  installation  of  which  amounts  to  £250,000 

(iv)  a re-sheeted  warehouse  project  and  re-roofing  to  offices  £100,000 

(v)  The  construction  of  a new  scrap  area  £ 40,000 

(vi)  New  fencing  and  repairs  to  loader  trucks  £ 50,000 

(vii)  Tungsten  carbide  roll  discs  £200,000 
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5 The  total  of  the  above  items  is  £850,000.  The  expenditure  on  roll  discs  (item  (vii)) 
and  repairs  to  loader  trucks  (part  item  (vi))  was  necessary  expenditure,  amounting  to 
£236,000  to  keep  the  mills  in  operation,  and  is  therefore  to  be  regarded  as  “revenue 
expenditure”,  not  investment.  Item  (iv)  (£100,000)  was  also  a specific  revenue  item,  and 
the  new  fencing  (part  item  (vi))  (£14,000)  was  specifically  concerned  with  safety.  None 
of  these  elements,  totalling  £350,000  should  be  regarded  as  "investment  expenditure". 

6.  Our  comments  on  the  other  items  are: — 
hem  (i)  This  was  ordered  in  April,  1979,  and  involved  moving  to  Warrington  a laboratory 
which  had  been  located  on  the  Irlam  site,  following  the  Irlam  Works  closure.  This  still 
remains  a realisable  asset  and  a small  inducement  for  alternative  industry  to  move  onto 
the  site  and  provide  new  jobs. 

Ilem  (ii)  The  new  crane  was  ordered  in  October  1978.  It  was  necessary  to  permit  the 
Warrington  Medium  Section  Mill  to  accept  low-cost,  multiple  length  billets  from  the 
Appleby-Frodingham  bloom/billet  mill. 

hem  (iii)  The  order  for  the  heavy  shear  was  placed  in  Januaty  1975.  This  was  a cost- 
saving project  associated  with  the  low-cost  multiple  length  billets  from  Appleby-Fro- 
dingham referred  to  above. 

Item  (v)  The  order  for  the  construction  of  a new  scrap  area  was  placed  in  January  1979. 
The  need  for  it  arose  from  the  closure  of  the  Irlam  Rod  Mill,  where  there  had  been  a 
rad  collection  point  to  which  scrap  from  Warrington  had  previously  been  taken  by  skip 
lorries. 

7.  The  orders  for  the  items  described  in  paragraph  6 were  placed  over  a period  from 
January  1975  to  April  1979.  The  total  investment  expenditure  of  £500,000  committed 
over  that  period  has  to  be  seen  against  the  background  of  a total  output  of  1,174,000 
tonnes  since  the  first  commitment.  It  cannot,  in  this  context,  be  regarded  as  anything 
other  than  a short-term  programme,  and  it  was  fully  justified  bearing  in  mind  that  the 
strategy  of  reducing  the  Coporation's  manned  liquid  steelmaking  capacity  to  15  million 
tonnes,  and  the  consequent  need  to  reduce  rolling  mill  capacity,  was  not  agreed  by  the 
Board  of  the  Corporation  until  10  December  1979. 

11  July  1980. 
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Letter  and  Supplementary  Information  submitted  by  Imperial  Chemical  Industries 
Limited  dated  6 August  1980  (M226) 

At  the  Trade  and  Industry  Committee  hearing  on  2 July,  it  was  agreed  that  ICI  would 
submit  a note  giving  further  information  on  two  points:  the  list  of  unfair  trading  regulations 
and  detailed  information  on  the  soda  ash  anti-dumping  case. 

The  list  of  unfair  trade  regulations  that  I left  with  the  Committee  needs  to  be  revised 
in  one  respect.  The  requirement  for  prior  deposits  for  imports  by  Chile  was  abolished 
in  1979,  although  we  did  not  receive  a new  duty  sheet  showing  this  until  after  the  list  of 
regulations  had  been  compiled.  I attach  a new  list  with  that  item  removed. 

Apart  from  the  regulation  for  Chile,  the  Committee  also  asked  about  the  import  deposit 
regulation  for  Greece.  Some  chemical  products  are  affected  by  this;  for  example,  some 
pharmaceuticals,  paints  and  plastics  are  subject  to  44.8  per  cent  prior  deposits.  Under 
the  provisions  of  the  accession  treaty  these  import  deposits  are  to  be  progressively  elim- 
inated over  a period  of  three  years  from  1 January  1981. 

The  number  of  unfair  trade  regulations  were  markedly  reduced  by  negotiation  during 
the  Tokyo  Round;  and,  as  a first  step,  we  would  like  to  see  as  many  countries  as  possible 
encouraged  to  accept  the  disciplines  involved  in  signing  the  latest  GATT  Agreements. 
Further  progress  is  still  necessary,  because  the  other  items  on  the  attached  list  are  current. 
It  may  be  that  adverse  publicity  will  be  of  some  help  in  obtaining  their  abolition. 

Turning  to  the  second  point,  the  soda  ash  anti-dumping  complaint  was  handled  by  the 
Federation  of  European  Chemical  Associations  (CEFIC)  on  behalf  of  the  European 
producers.  I enclose  a copy  of  their  report  on  the  progress  of  the  case,  which  was  written 
in  November  1979,  before  matters  were  eventually  resolved.  The  final  action  was  the 
imposition  of  a definitive  anti-dumping  duty  on  imports  from  the  Soviet  Union  which 
was  published  iu  the  Council  Regulation  (EEC)  No.407/80  dated  18  February  1980. 
However,  provisional  duties  have  been  applied  in  November  1979,  and  we  would  regard 
the  case  as  being  effectively  settled  then. 

The  CEFIC  report  was  sent  to  the  Commission  and  discussed  with  DGI 
(Mr  H F Beseler)  on  5 December  1979.  Unfortunately,  I was  unable  to  attend  this 
meeting,  and  I have  no  official  record  of  the  discussion.  However,  from  enquiries  made 
at  CEFIC  it  appears  that  many  points  discussed  were  special  to  the  soda  ash  case. 
However,  amongst  the  points  made  there  are  two  which  I would  like  to  draw  to  the 
attention  of  the  Committee;— 

1,  The  Commission  made  it  clear  that  they  were  very  short  of  staff.  This  meant  a 
ruthless  assessment  of  priorities,  and  if  the  injury  suffered  by  the  industry  was 
not  extreme,  then  other  complaints  would  be  dealt  with  first.  More  staff  are  clearly 
needed.  (I  note  this  is  a conclusion  reached  by  Mr  Michael  Welsh  of  the  European 
Parliamentary  Committee  for  External  Economic  Relations.  I attach  a copy  of 
his  article  which  appeared  in  the  CBI  Bulletin,  and  a copy  of  an  article  from  the 
newsheet  “Europe”  reporting  the  Committee's  findings.) 

2.  The  Commission  said  they  were  reluctant  to  impose  provisional  duties.  This 
appeared  to  be  for  diplomatic  or  political  reasons.  We  believe  that  provisional 
duties  should  be  used  more  readily,  in  fact,  as  soon  as  a complaint  is  broadly 
substantiated.  If  later  investigation’ shows  provisional  duties  to  be  unwarranted, 
in  whole  or  in  part,  they  are  refunded. 

Finally,  as  requested,  I enclose  a booklet  on  the  Anti-dumping  Regulations  issued  by 
CEFIC.  The  comment  on  the  slowness  of  procedures  that  you  saw  in  the  Times  appears 
on  page  5. 

Please  let  me  know  if  you  would  like  any  further  information  on  any  of  the  points  in 
this  letter. 

S T Shipley 
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Examples  of  unfair  regulations 

1.  Some  African  states  insist  on  pre-shipment  inspection  which  extends  to  examination 
of  prices  and  comparison  with  price  for  other  countries. 

2.  Import  licensing  or  import  permits  — New  Zealand  (increased  quantities  each  year 
but  difficult  to  get  new  products  in),  Argentina,  Brazil,  Ecuador,  Bolivia. 

3.  Extra  taxes  which  effectively  increase  tariff  rate  to  high  level  — Greece  (can  be  an 
extra  20  per  cent  on  cif),  Argentina,  Brazil. 

4.  Quality  control  on  chemicals  paid  for  by  the  exporter  — Colombia. 

5.  Prior  deposit  of  cash  by  importers; — 

Bolivia 

Greece  (33  to  140  per  cent) 

6.  Registration  of  pharmaceutical  products  — Bolivia,  Japan,  USA  (lengthy  proce- 
dures), Mexico. 

7.  Valuation  — Brazil  Reference  prices 

— Venezuela  Minimum  values 

— Mexico  Reference  prices 

Although  these  should  disappear  as  a result  of  the  new  Valuation  Code  the  above 
countries  have  not  yet  signed  this,  although  Brazil  may  do  so  in  the  future. 

8.  Foreign  currency  for  payment  not  released  until  after  Customs  clearance  therefore 
no  cash  against  documents  payments  — Chile. 

9.  Insurance  by  local  firm  compulsory  — Argentina,  Brazil. 

10  July  1980. 

S T Shipley 


REVIEW  OF  THE  PROGRESSION  OF  THE  SODA-ASH  DUMPING  CASE 
The  Problem 

The  normal  defense  against  dumped  or  subsidised  imports  is  the  imposition  of  anti- 
dumping or  countervailing  duties.  These  will  only  be  applied  when  each  of  the  three 
points  is  shown  by  a full  investigation: — 

(1)  Dumping  or  subsidisation  is  or  has  been  happening; 

and  (2)  Injury  is  being  caused  or  threatened  to  a community  industry  by  this  dumping; 

and  (3)  Imposing  the  duties  would  be  in  the  community  interest. 

Dumping  means  exporting  at  prices  below  “normal  value”.  When  domestic  sales  are 
visible,  establishing  the  normal  value  is  relatively  simple.  When  they  are  not,  the  alter- 
natives are  complicated.  It  is  to  be  expected  that  gathering  and  substantiating  evidence 
on  dumping,  injury,  community  effects,  and  the  normal  value  will  be  time  consuming. 
However,  if  too  much  time  is  taken  then  the  measures  may  be  ineffectual.  The  procedures 
involved,  therefore,  need  to  be  as  concise  and  as  well  programmed  as  possible. 

In  the  case  of  soda-ash  coming  into  the  EEC  from  the  controlled  markets  of  the  East 
European  states,  the  time  for  investigation  and  solution-seeking  has  grown  inordinately 
long.  Progression  of  this  case  within  the  framework  of  the  current  EEC  regulations  has 
not  shown  sufficient  deterrent  to  the  exporters,  so  the  dumping  goes  on. 

Looking  back  over  the  calendar  of  events  (Appendix  I)  points  up  some  of  the  reasons 
for  the  less  than  satisfactory  progression  of  the  soda-ash  case.  There  are  problems  of 
timing  the  stages,  communication,  and  perhaps  resolve. 
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Timing 

In  summary,  the  time  spent  on  various  stages  adds  up  as  follows:— 


Anti-dumping  Procedure 

3118/78 

Assembly  of  “prima  facie”  evi- 
dence with  CEFIC  and  EEC 

producers 

40  days 

Total 

Submission  of  case  to  DGI 
Preliminary  investigation 

7 days 

7 

Submission  to  EEC  anti- 
dumping committee  by  DGI 

36  days 

43 

Initiation  of  full  investigation, 
notice  in  Official  Journal 

77  days 

120 

Confrontation  meetings  with 
complainants,  importers, 

exporters 

50  days 

170 

Further  checks,  Solvay  works. 
Announcement  of  INITIAL  view. 
DGI  agree  dumping  and  injury. 


Price  undertakings  Procedure 


NO  PROVISIONAL  DUTY  APPLIED 


43  days 

213 

3 days 

DGI  re-investigate;  visit  pro- 
ducer plants 

90  days 

303 

DGI  initiate  negotiations  of  price  under- 
takings with  exporters 
130  days 

Minimum  import  prices  pro- 
posed by  DGI,  disputed  by 
EEC  producers 

57  days 

360 

Final  minimum  import  prices  indicated 
to  exporters 

50  days 

CEFIC,  Id,  DGI  review 
anti-dumping  procedure  held 
pending  price  undertakings 

DGI  secure  undertakings  from  majority 
of  exporters;  Russia  still  outstanding. 
Report  to  Anti-dumping  Committee 

Negotiations  continue. 

22+ days 

382 

27+ days 

1111179 


The  agreement  on  implementation  of  GATT  Article  VI  on  anti-dumping  states  that 
"Investigations  shall,  except  in  special  circumstances,  be  concluded  within  one  year  after 
their  initiation". 

On  9 October  1979  a year  had  elapsed  since  the  formal  submission  of  the  complaint 
against  dumped  soda-ash  by  CEFIC.  Before  the  formal  complaint,  exports  from  the  East 
European  states  had  been  coming  into  the  EEC  for  two  years.  Once  the  EEC  industry 
members  determined  to  make  the  complaint,  assembly  of  the  evidence  and  presentation 
by  CEFIC  were  quickly  carried  out.  DGI  reacted  very  quickly  in  assessing  the  "prima 
facie”  evidence  and  submitting  the  case  for  a full  investrgation  to  tile  EEC  Anti-Dumping 
Committee.  They  agreed  and  within  43  days  of  the  formal  complaint  the  initiation  of  the 
Anti-Dumping  procedure  was  announced  in  the  Official  Journal. 
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After  this  start  in  good  order  delays  began  to  erode  progress.  Tt  was  11  weeks  from 
the  opening  of  the  full  investigation  before  the  exporters  could  be  brought  to  meet  with 
the  complainants  and  DGI;  and  the  Russians  declined.  Even  during  that  time  the  oppor- 
tunity of  investigating  the  make  up  of  the  Austrian  price  structure  by  a works  study  was 
not  taken.  Although  it  was  cited  as  reference  in  setting  the  "normal  value"  of  soda  ash 
during  the  confrontation  meetings,  another  month  elapsed  before  DGI  visited  Solvay 
works  in  Austria  to  verify  facts.  That  was  more  than  five  months  after  the  formal  complaint. 

When  DGI  formed  the  initial  opinion  that  dumping  and  injury  were  proven  it  was  not 
announced  in  the  Official  Journal.  The  opinion  was  passed  to  CEFIC  in  a meeting  during 
which  DGI  said  that  they  would  prefer  seeking  voluntary  price  undertakings  from  the 
exporters.  The  suggestion  that  DGI  should  apply  Provisional  Duty  was  not  taken  up  even 
though  the  Russians  were  still  not  acknowledging  the  proceedings.  The  initial  opinion 
was,  by  then,  about  one  month  behind  the  schedule  which  could  produce  a final  ruling 
in  less  than  one  year. 

The  decision  to  seek  voluntary  price  undertakings  from  the  exporters  was  reasonable. 
To  do  so  without  establishing  a time  limit  opened  up  a further  seven  months  of  negotiation. 
DGI  "promised"  the  EEC  industry  to  take  appropriate  steps  against  the  imports  from 
the  USSR  once  the  other  states  had  agreed  their  own  restraint.  55  weeks  after  the  formal 
complaint,  the  end  result  is  not  visible,  and  negotiations  continue.  So  does  the  dumping. 

Communication 

In  addition  to  the  lack  of  official  public  notifications  of  progress  in  this  case,  there  have 
been  other  shortfalls  in  communication.  For  example,  although  EEC  producers  disagreed 
with  DGI’s  suggestions  of  minimum  price  levels  for  East  European  exports  (August  1979), 
these  levels  were  communicated  to  the  East  European  exporters  without  further  con- 
sultation. This  was  only  communicated  to  the  EEC  producers  as  a "fait  accompli”  six 
weeks  later. 

Resolve 

The  resolve  to  reach  a just  conclusion  within  the  overall  time  specified,  either  by 
voluntary  price  undertakings,  or  by  imposition  of  duties,  or  by  rejecting  the  complaint, 
may  be  strengthened  by  establishing  and  keeping  to  deadlines  for  the  various  stages.  A 
major  deterrent  to  prolonging  the  discussions  can  be  the  setting  of  provisional  duty  or 
the  withholding  of  appraisal  from  a specific  date.  Reference  to  the  anti-dumping  procedure 
in  the  USA  is  informative  in  this  regard.  (Summary  Appendix  II). 

The  US  Anti-Dumping  Procedure* 

The  US  procedure  appears  too  Protracted  in  that  dumping  is  examined  by  the  US 
Treasury  and  injury  is  examined  separately  by  the  ITC.  Together,  they  will  take  not  less 
than  10  months,  normally  more  than  12  months,  and  exceptionally  up  to  15  months,  to 
process  a successful  anti-dumping  case  from  filing  of  the  complaint  to  publication  of  the 
final  dumping  finding.  However,  protection  normally  becomes  effective  seven  months 
after  the  complaint  as  they  publish  notice  of  Withholding  of  Appraisal  when  the  initial, 
official  view  is  formed  that  dumping  exists. 

The  US  method  includes  three  concepts  which  assist  progress: — 

(1)  Time  allowed  for  the  various  stages  in  the  procedure  is  dearly  defined. 

(2)  Complainants,  exporters,  and  importers  receive  frequent  written  communication 
direct  which  defines  the  status  of  the  procedings.  The  Federal  Register  also 
carries  notifications  at  every  stage. 

(3)  The  date  from  which  duty  or  countervailing  action  may  subsequently  be  applied 
is  pegged  by  notifying  a "Withholding  of  Appraisement”. 

(One  producer  was  particularly  anxious  to  contrast  the  US  anti-dumping  procedure  which 
involved  intensive  investigation  of  all  documents  by  a representative  of  US  Customs,  and 
the  remark  was  also  made  that  it  was  impossible  for  any  European  firm  accused  of 
dumping  to  refuse  this  visit  since  the  refusal  was  interpreted  by  tne  American  Admin- 
istration as  an  admission  of  guilt. 


• This  part  of  the  report  is  now  out-of-date. 
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H was  felt  that  this  attitude  contrasts  with  that  of  the  Commission  who  appeared  to  be 
more  anxious  to  verify  the  case  of  the  complainants  than  that  of  the  alleged  offenders. 
It  was  recognised  that  in  the  case  of  the  soda-ash  it  would  have  been  difficult  to  apply 
American  methods  of  investigation  within  the  East  European  countries  but  this  producer 
felt  that  the  commission  should  be  more  ready  to  use  American  procedures  in  case  of 
non-East  Bloc  producers.) 

Conclusions 

In  the  EEC  procedure,  the  preliminary  investigation  stages  have  been  smartly  handled. 
In  order  to  accelerate  the  later  process,  DGI  could: — 

(a)  Define  the  normal  time  expected  and  maximum  allowed  for  each  phase  of  the 
preliminary  and  full  investigations. 

(b)  Complete  its  investigations  into  the  validity  of  the  third  market  price  and  its 
checks  on  producers  at  an  early  stage. 

(c)  Set  the  time  allowable  for  agreeing  voluntary  price  undertakings. 

(d)  Set  the  time  allowable  for  response  by  the  exporter  to  a complaint  of  dumping 
provisionally  vetted  by  DGI. 

(e)  Communicate  frequently,  directly  and  by  notifications  in  the  Official  Journal, 
with  all  “interested  parties”. 

(f)  Start  the  clock  on  consequences  by  normally  notifying  withholding  of  appraise- 
ment or  setting  provisional  duty,  deposit,  or  bond  after  a set  period. 

It  is  already  included  in  the  most  recent  agreement  on  implementation  of  GATT  Article 
VI  that  “Dumping”  and  “Injuiy”  shall  be  examined  concurrently.  The  overall  time 
required  for  an  examination  in  the  USA  or  in  the  EEC  should  be  significantly  reduced 
as  a consequence. 

Note  by  S T Shipley 
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appendix  I 

CASE  NOTES  ON  RESISTANCE  TO  DUMPING  OF  SODA-ASH 

Calendar  of  Events 

July  23, 1978  First  meeting  of  industry  working  party  on  how  to  deal 

with  inferred  soda-ash  dumping.  Solvay,  AKZO,  ICI 
Rhone-Poulenc. 

August  31,  1978  Working  party  meet  with  CEFIC  to  prepare  the  case. 

September  13,  1978  CEFIC  write  first  submission  to  DGI. 

September  Discussions  on  refinements. 

October  5, 1978  CEFIC  hold  review  meeting  with  complainants. 

October  9,  1978  CEFIC  write  formal  submission  to  DGI  that  soda-ash  is 

being  dumped  and  asks  for  EEC  anti-dumping  action. 

October  13, 1978  CEFIC  write  to  all  members  advising  action  taken. 

October  16, 1978  Anti-Dumping  Committee  of  EEC  meets  to  discuss  pre- 

liminary evidence  of  case  and  agrees  full  scale  investigation. 

November  21, 1978  Official  Journal  announces  initiation  of  anti-dumping  pro- 

cedure concerning  sodium  carbonate  originating  in  Bul- 
garia, GDR,  Poland,  Romania  and  Soviet  Union.  Allows 
30  days  for  responses. 

November  24,  1978  ECN  “Market  Report”  comments  on  this  action. 

November  - December  DGI  arranges  hearings,  on  request,  for  complainants  to 
exchange  views  with  each  of  exporting  countries.  Russia 
declines. 

1979 

February  5,  6,  8,  9,  1979  Meetings  held  in  Brussels  before  DGI;  CEFIC  as  com- 
plainants, supported  by  producers,  present  the  facts  leading 
to  the  claim;  E.  European  delegations  each  separately 
refute  the  claim. 

Austrian  price  structure  tabled  for  comparison  with  E. 
European  export  prices.  E.  European  objected  to  this  basis 
of  comparison. 

DGI  reserve  overall  judgement,  propose  to  circulate  ten- 
tative conclusions,  gather  reactions,  seek  voluntary  under- 
takings fromE.  European  exporters,  complete  final  report. 
ICI  suggest  DGI  ought  to  consider  application  of  Provi- 
sional anti-dumping  duty.  They  decline  but  advise  that  ICI 
could  pursue  it  further  directly  with  their  national  repre- 
sentative on  the  EEC  Anti-Dumping  Committee.  This 
action  was  not  pursued  for  ICI  alone. 

March  1979  DGI  visit  Solvay  works  in  Austria  and  establish  to  their 

satisfaction  that  the  Austrian  price  is  a reasonable  reference 
in  establishing  the  “normal”  value  of  soda-ash. 

March  26,  1979  DGI  hold  meeting  with  CEFIC,  ICI,  Solvay  to  review 

progress  of  the  submission.  They  state  that,  using  the  Aus- 
trian price  for  comparison,  they  confirm  dumping  is 
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March  - April 


May  2,  1979 
May  8, 1979 


proven  and  injury  is  demonstrated  (Imports  up  37  per  cent 
1977-1978).  DGI  favour  establishing  a minimum  selling 
price  for  imports  rather  than  a per  cent  duty.  DGI  promise 
appropriate  action”  against  dumped  Russian  imports  but 
only  after  agreements  with  other  Comecon  states  are  clear. 
CEFIC  register  clearly  that  the  minimum  selling  price 
should  be  amended  as  situations  change. 

East  European  delegations  delay  accepting  DGI  invitations 
to  discussions  aimed  at  winning  their  voluntary  recognition 
of  the  “minimum  price”  proposals. 

CEFIC  advise  members  of  unsatisfactory  meetings 
between  DGI  and  East  Europeans  and  likelihood  of  need 
for  DGI  visits  to  confirm  and,  authenticate  data. 

DGI  visit  EEC  Producers  to  ensure  that  the  Commission, 
in  this  case,  have  their  facts  right. 


June 


July  9,  1979 


August  9,  1979 


August  1979 


September  10,  1979 


CEFIC  ask  for  progress  report.  DGI  say  they  will  again 
seek  a price  undertaking  from  the  East  European  exporters 
and  will  consider  an  anti-dumping  duty  on  Russian  imports. 

DGI  call  ICI  Mond  to  test  out  an  appropriate  minimum 
import  price  for  the  UK.  ICI  protests  the  level  on  basis 
that  comparisons  are  outdated  and  packaging  costs  not 
included. 

DGI  call  Solvay  to  test  out  minimum  import  price  for 
Belgium.  Solvay  protests  that  allowing  25  per  cent  of  C+F 
price  for  importers  costs  is  unreasonably  nigh. 

CEFIC  meet  DGI  (Brief)  and  is  advised  that  all  East 
European  exporters  of  soda-ash  have  September  10  dead- 
line to  accept  or  reject  minimum  price  proposals  ie  SPE- 
CIFIC LEVELS  HAVE  BEEN  GIVEN. 


September  19,  1979  DGI  continues  to  seek  undertakings  from  the  East  Euro- 

peans, hopes  for  October  2,  1979. 

September  21,  1979  CEFIC  ask  again  for  progress  report.  DGI  indicate  accept- 

ances likely  by  October  5.  CEFIC  asks  for  meeting  with 
DGI  to  review. 


October  5,  1979  DGI  meets  with  CEFIC,  DOT  and  ICI  who  report  to 

soda-ash  producers.  DGI  say  that  with  the  exception  of 
Holland  not  much  support  had  been  shown  by  national 
members  for  acceptance  of  the  principle  of  agreeing  price 
undertakings  with  E.  European  exporters  and  so  to  stop 
dumping. 

CEFIC  members  express  concern  and  resolve  to  press  their 
representative  members  to  ensure  adequate  support. 

DGI  confirm  that  specific  minimum  price  levels  had  been 
indicated  and  that  most  or  the  E.  European  exporters  have 
given  undertakings  to  adhere  to  them. 

ICI  protest  again  the  levels  of  the  proposed  price  under- 
takings and  that  they  have  been  nominated  to  the  East 
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October  10, 1979 
October  1979 


Printed  image 


Europeans  before  EEC  producers  and/or  CEFIC  have 
been  given  reasonable  opportunity  to  discuss  their  com- 
position with  DGI. 

DGI  accept  in  principle  that  the  proposed  import  price 
levels  should  be  higher  because  of  (a)  a packaging  element 
and  (b)  cost/price  increases  since  the  investigations  began. 
They  do  not  agree  that  allowance  for  costs  to  importers 
is  unreasonably  high. 

DGI  advise  that  these  considerations  will  be  included  in 
a review  of  the  base  prices,  but  that  can  only  be  in  sue 
months  time.  Until  then  the  nominated  levels  should  stand. 

ICI  advise  DOT  to  support  DGI  recommendations  at  the 
EEC  Anti-Dumping  Committee. 

DGI  continue  to  seek  undertakings  from  remaining  E. 
European  exporters  on  their  export  prices  in  order  to  (a) 
obtain  EEC  Anti-Dumping  Committee  approvals  and  (b) 
announce  the  outcome  of  the  case  in  the  Official  Journal. 
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APPENDIX  II 

PROCESSING  AN  ANTI-DUMPING  CASE  IN  THE  USA* 

The  U.S.  Treasury  and  the  ITC  will  take  — 

not  less  than  10  months, 
normally  more  than  12  months, 
exceptionally  up  to  IS  months. 

To  process  a successful  anti-dumping  case  from  filing  of  the  complaint  to  publication  of 
the  final  Dumping  finding. 

With  this  expectation  of  time  consumption  it  is  important  that  communication  with 
complainants,  exporters  and  importers  is  maintained  throughout  the  several  stages  of  the 
proceedings.  The  main  key  to  this  communication  is  the  official  Federal  Register.  In 
addition,  however,  the  interested  parties  receive  individual  letters  and  are  invited  to 
participate  in  informal  and  formal  meetings  to  present  or  defend  their  arguments. 

The  procedure  through  the  various  steps  from  plea  to  final  acceptance  or  rejection  is 
illustrated  in  the  attached  table.  It  also  shows  the  stages  of  principal  communications. 

Protection  does  not  have  to  await  the  final  decision  in  10, 12,  or  15  months.  It  normally 
becomes  effective  seven  months  after  the  filing  of  a valid  complaint  at  the  point  when  the 
Treasury  forms  an  initial  view  that  dumping  (or  threat)  exists.  Then  a notice  of  Withholding 
of  Appraisal  is  published  which  says  that  determination  of  the  duties  payable  is  postponed 
until  the  final  decision  in  the  anti-dumping  proceeding.  This  may  be  in  three  months  time 
or  six  months  — usually  the  latter  by  agreement  between  the  exporters,  the  importers, 
and  the  Treasury. 

Whilst  the  Treasury  determines  whether  imports  are  being  sold  in  the  US  at  less  than 
fair  value,  it  is  the  ITC  which  investigates  and  decides  whether  those  sales  injure,  threaten 
to  injure,  or  prevent  formation  of  domestic  industry.  The  ITC  publishes  its  own  finding 
on  the  INJURY  question  before  the  Assistant  Secretary  of  the  Treasury  can  publish  the 
Finding  of  Dumping. 

US  Customs  assess  and  collect  A-D  duties  on  the  basis  of  separate  calculations  on  each 
individual  importation  of  the  product  in  question.  That  takes  time.  The  US  law  allows 
assessment  of  A-D  duties  against  dumped  imports  made  up  to  120  days  before  receipt  of 
the  complaint  by  the  Treasury.  However,  in  general  practice,  A-D  duties  have  not  teen 
assessed  against  merchandise  entered  and  liquidated  prior  to  the  date  of  Withholding. 
The  practice  of  Withholding  appraisal  and  its  timing  are  therefore  very  significant  in  the 
U.S.  method. 

Note  by  S T Shipley 


EEC  AND  DUMPING:  EFFECTIVENESS  OF  CURRENT  PROCEDURES, 
ACCORDING  TO  FINDINGS  OF  EUROPEAN  PARLIAMENT  HEARLNG 

BRUSSELS  (EU)  Thursday  3 July  1980  — On  23  and  24  June,  the  European  Parlia- 
ment’s External  Economic  Relations  Committee  held  a public  hearing  on  the  European 
Commission’s  efforts  to  cope  with  dumping.  The  Commission  was  represented  by  Mr  H 
F Beseler,  director.  The  method  chosen  was  to  examine  particular  instances  of  dumping 
on  the  basis  of  testimonies  of  representatives  of  the  European  industrial  federations 
concerned  and  the  Commission  representative.  Two  legal  experts  with  long  experience  of 
anti  dumping  suits  were  invited  to  the  hearing  to  discuss  the  effectiveness  of  the  Com- 
munity’s new  arrangements.  Also,  Mr  M Self,  director  of  the  US  Import  Policy  Admin- 
istration Office  spoke  about  the  differences  between  the  Community’s  approach  and  that 
of  the  United  States.  The  aim  of  the  hearing  was  to  gather  documentation  with  a view  to 
drawing  up  a report,  together  with  a motion,  to  be  submitted  to  Parliament  at  a plenary 
session  later  this  year.  The  man  responsible  for  the  report  is  Mr  Michael  Welsh,  British 
European  Democrat. 


‘This  part  of  the  report  is  now  out-of-date. 
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The  hearing  was  intended  to  supply  answers  to  the  following  questions: 

A.  Are  EEC  anti-dumping  rules  well  understood  by  Community  producers? 

B.  Does  the  Commission  have  adequate  means  for  swiftly  and  effectively  dealing  with 
complaints? 

C.  Are  the  Commission’s  procedures  flexible  and  clear  enough  for  manufacturers  to  feel 
confident  that  their  legitimate  interests  are  being  adequately  safeguard? 

D.  Are  the  Community’s  provisions  for  countermeasures  adequate,  and  if  so,  are  they 
applied  with  consistency  and  determination? 

E.  Arc  responsibilities  satisfactorily  shared  between  the  departments  of  the  Commission 
and  the  Member  States?  Are  there  provisions  for  co-ordination  between  Member 
States  and  the  Commission  which  would  enable  complaints  to  be  dealt  with  more 
swiftly  and  effectively? 

A.  The  answer  to  the  first  question:  generally  seemed  to  be  that  Community  producers 
did  have  adequate  knowledge  of  EEC  provisions.  However,  the  lawyer  Mr  J Lever,  who 
defended  the  Japanese  ball-bearing  exporters  who  were  found  guilty  of  dumping  in  1977, 
said  that  European  producers  all  too  often  accused  non-EEC  producers  of  dumping  when 
their  prices  were  below  European  market  prices.  He  said  that  although  it  was  sometimes 
important  to  know  the  difference  between  Community  and  non-Community  producers’ 
prices  within  the  Common  market  in  determining  what  anti-dumping  measures  should  be 
taken,  the  first  tiring  was  to  find  out  whether  there  was  in  fact  a case  for  dumping,  ie 
whether  the  exporter  was  selling  his  goods  at  prices  lower  than  those  charged  on  the 
domestic  market. 

B.  There  seemed  to  be  general  agreement  that  the  Commission  took  a considerable 
length  of  time  to  conduct  its  enquiries  and  that  the  process  could  be  speeded  up  by 
increasing  the  number  of  staff  working  in  the  Commission’s  anti-dumping  department.  At 
present,  the  Commission  takes  an  average  of  seven  to  eight  months  to  conduct  its 
investigations.  It  was  pointed  out  that  Member  States  have  250  officials  dealing  with 
enquiries  of  this  kind,  but  that,  taking  only  160  to  210  days  on  average  to  conduct  an 
enquiry,  they  dealt  with  complaints  much  more  quickly  than  the  Commission’s  sixteen- 
man  team.  The  Commission’s  representative  said  that  an  enquiry  could  and  ought  to  be 
completed  within  five  to  six  months,  provided  the  necessary  staff  were  available.  He  also 
pointed  out  that  in  view  of  the  prospects  of  economic  recession,  the  number  of  cases 
Drought  by  European  industry  would  increase  considerably.  EUROPE  would  point  out 
that  the  1980  Budget  provides  for  recruitment  of  22  officials  for  the  Commission’s  anti- 
dumping department. 

C.  The  question  as  to  whether  current  procedures  are  clear  and  flexible  enough  was 
the  subject  of  some  disagreement.  The  industrial  federations  generally  expressed  satis- 
faction with  the  recent  changes  in  the  provisions  which  require  the  Commission  to  be 
more  open  than  before  about  what  it  is  doing  and  to  state  its  reasons  for  its  decisions  in 
the  Official  Journal.  However,  Mr  Lever  pointed  out  that  non-Community  exporters 
often  had  difficulty  in  discussing  matters  with  Commission  staff.  He  also  said  that  whenever 
provisional  anti-dumping  provisions  were  found  to  be  unjustified,  they  should  be  scrapped 
as  quickly  as  they  were  introduced. 

D.  There  was  general  agreement  about  the  effectiveness  of  the  measures  the  Commis- 
sion could  take.  Most  industries  which  had  brought  anti-dumping  cases  were  dissatisfied 
with  the  action  taken  by  the  Commission.  CEFIC,  the  European  Council  of  Chemical 
Industry  Federations,  which  in  1979  won  a case  against  East  European  mineral  alcali 
exporters,  said  that  the  price  set  by  the  Commission  to  eliminate  dumping  was  inadequate 
under  present  inflationary  conditions,  and  called  for  a revision.  Similarly,  the  Federation 
of  Electrical  and  Electronics  Industries,  which  in  1978  won  a case  against  Spanish  electrical 
wire  exporters,  consider  the  7 per  cent  increase  agreed  at  the  time,  had  lost  all  effectiveness 
because  of  inflation.  The  Federation  would  have  preferred  countervailing  duties  on  all 
imports  from  Spain.  A third  case  was  that  of  Brazilian  soya  beans  which  were  dumped  in 
the  EEC  at  below  world  market  prices.  The  complaint,  brought  by  the  European  Seed 
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Crushers'  and  Oil  Processors’  Federation  (FEDIOL),  was  judged  by  the  Commission  to 
he  founded  on  10  December  1977.  Subsequently  the  Commission  announced  that  it  had 
been  given  “satisfactory  guarantees”  by  the  Brazilian  Government,  but  FEDIOL  was 
given  no  further  information.  The  only  visible  result  was  an  11.1  per  cent  increase  in  the 
Brazilian  export  duty  on  soya  bean  flour  which  meant  that  although  Brazilian  exporters’ 
prices  were  less  competitive  than  before  they  still  had  the  edge  over  EEC  producers.  As 
a result,  FEDIOL  brought  a further  complaint  on  2 April  1980,  on  the  ground  that  the 
action  taken  by  the  Commission  had  failed  to  eliminate  dumping. 

This  particular  case  served  to  illustrate  the  difference  between  EEC  and  American 
dumping  procedures.  US  legislation  provides  for  a two-stage  procedure:  firstly,  enquiries 
are  conducted  to  establish  whether  goods  are  being  dumped,  and  whether  or  not  local 
producers  are  suffering  losses  as  a result;  and  in  the  second  stage,  action  to  correct  the 
irregularity  is  automatically  taken.  In  the  EEC,  after  the  existence  of  dumping  and  damage 
to  local  producers  has  been  estabhshed,  it  is  left  to  the  Community's  discretion  to  decide 
in  the  light  of  general  interest  whether  or  not  any  action  should  be  taken.  In  the  case  of 
soya  bean  flour,  which  is  an  important  ingredient  in  animal  feed,  the  Commission  con- 
sidered that  the  price  increases  resulting  from  anti-dumping  measures  would  have  had 
serious  repercussions  on  Community  farm  prices,  as  Mr  Beseler  explained. 

In  general,  representatives  of  industrial  federations  were  not  particularly  satisfied  with 
the  price  commitments  accepted  by  the  Commission  because  of  delays  in  actually  reducing 
prices.  Furthermore,  producers  iso  preferred  anti-dumping  duties.  Mr  Lever  on  the 
other  hand  argued  in  favour  of  effective  price  commitments  subject  to  Commission 
surveillance. 

E.  The  Member  States  are  involved  in  anti-dumping  procedures  in  two  ways:  If  a 
Member  State  has  sufficient  evidence  of  dumping  and  damage  to  producers  it  is  required 
to  inform  the  Commission;  and  the  Commission  is  required  to  consult  the  Member  States, 
through  a co-ordination  committee,  on  the  advisability  of  initiating  enquiries.  However, 
the  final  decision  on  what  action  is  to  be  taken  rests  with  the  European  Commission.  The 
producers’  representatives  at  the  hearing  had  nothing  to  say  about  these  provisions,  but 
Mr  Lever  argued  that  prior  consultation  was  unnecessary.  He  said  that  establishing 
whether  or  not  dumping  was  taking  place  and  the  damage  to  local  producers  was  a factual, 
objective  matter,  which  did  not  require  any  assistance  from  the  Member  States,  in  the 
European  system,  where  particular  importance  is  attached  to  the  idea  of  public  interest, 
political  considerations  should  not  be  dealt  with  until  after  the  facts  have  been  established 
in  the  enquiry. 

A number  of  problems  were  raised  on  the  question  of  establishing  the  existence  of 
dumping  and  damage  to  local  producers.  One  problem  discussed  was  that  of  unfair 
competition  during  production  rather  than  at  the  export  stage.  Although  it  was  agreed 
that  the  dumping  margin  resulting  from  unfair  competition  of  this  kind  should  be  com- 
pletely eliminated,  it  would  be  impossible  to  ensure  that  Community  producers  were  not 
being  undercut  at  each  stage  of  production. 

Another  problem  discussed  was  that  of  defining  markets.  The  case  of  Danish  butter 
biscuit  exports  to  the  United  States  was  raised.  Whilst  it  was  easy  to  show  that  dumping 
was  taking  place,  it  was  impossible  to  determine  to  what  degree  local  producers  were 
affected,  ft  was  argued  that  there  is  no  such  thing  as  a butter  biscuit  market  as  such,  and 
the  butter  biscuits  fell  within  the  scope  of  the  biscuit  market  in  general.  Butter  biscuits 
account  for  such  a small  proportion  of  the  market  that  even  a large  increase  in  Danish 
exports  hardly  showed  on  the  market  as  a whole. 

Other  problems  related  to  how  the  “normal  price”  is  determined  for  goods  from 
State-trading  countries  and  for  American  synthetic  fibres  made  from  cheap  oil. 

In  conclusion , it  would  appear  that  although  the  new  Community  provisions  are  clearer, 
action  taken  by  the  EEC  to  remedy  unfair  competition  will  rarely  satisfy  Community 
producers  and  that  proceedings  ate  always  costly  and  time-consuming. 
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Letter  from  the  Director-Commercial,  The  Confederation  of  British  Wool  Textiles  Ltd 
to  the  Clerk  to  the  Committee  dated  25  September  1980  (M239) 

You  will  remember  that,  in  April,  we  submitted  a memorandum  to  the  Committee  on 
UK  Import  and  Export  Trade  and  were  subsequently  represented  at  the  taking  of  oral 
evidence. 

Another  currently  important  subject  which  we  presume  will  be  engaging  the  Com- 
mittee's attention  is  that  of  Origin  Marking,  in  connection  with  which  the  Minister  of 
State  for  Consumer  Affairs  recently  issued  a discussion  document. 

As  an  industry,  we  believe  strongly  that  the  current  technical  rule  for  determining  the 
origin  of  products  under  non-preferential  arrangements  (where,  for  instance,  the  origin 
of  a suit  is  determined  by  the  place  of  making-up),  to  some  extent  misleads  the  consumer, 
insofar  as  he  or  she  could  reasonably  assume  that  a garment  labelled  “Made  in  the  UK’’ 
was  entirely  of  British  origin,  whereas  the  main  body  fabric  could  legally  have  been 
manufactured  in  any  one  of  many  other  countries. 

For  that  reason,  our  President  has  written  to  Mrs  Oppenheim  stressing  the  importance 
of  requiring  that  the  origin  of  the  main  fabric  should  also  be  shown.  I enclose  20  copies 
of  his  letter  which  I hope  you  feel  will  be  of  interest  to  the  members  of  your  committee. 

P Richardson 
Director-Commercial 


The  Rt  Hon  Sally  Oppenheim,  MP, 
Minister  of  State  for  Consumer  Affairs, 
Department  of  Trade, 

1 Victoria  Street, 

London  SW1H  OBT 

Dear  Minister, 


Origin  marking  of  certain  consumer  goods 

The  Confederation  has  already  written  to  your  Department  to  express  its  very  strong 
support  for  your  proposals  concerning  the  compulsory  marking  of  the  country  of  origin 
of  clothing  and  textiles  sold  in  the  United  Kingdom.  1 am  writing  now  to  reiterate  this 
view,  and  in  particular  to  urge  upon  you  personally  the  vital  importance  for  the  wool 
textile  industry  of  your  requiting  that  clothing  be  marked  not  only  with  the  name  of  the 
country  where  it  was  made  but  also  with  the  origin  of  the  main  body  cloth. 

Without  such  a requirement,  much  of  the  value  of  your  initiative  will  be  lost  both  for 
this  industry  and  for  consumers  who  want  to  “buy  British",  not  simply  out  of  patriotism 
but  because  they  seek  quality  nd  value  for  money  in  all  that  they  purchase.  For  unless 
the  origin  of  the  doth  is  shown  such  customers  could  easily  be  misled  into  thinking  that 
garments  marked  “Made  in  England”  had  been  entirely  manufactured  in  this  country 
when  in  fact  the  fabric  had  been  made  elsewhere. 

This  kind  of  misconception  is  already  wide  spread  but  would  become  much  more 
common  if  your  legislation  fails  to  provide  for  what  we  ask.  You  will  appreciate  that  this 
would  be  a most  damaging  outcome  for  an  industry  which  sells  the  bulk  of  its  output  not 
direct  to  the  consumer  but  to  other  manufacturers,  who  then  in  turn  produce  the  finished 
goods. 

I do  therefore  ask  you  most  urgently  to  agree  to  our  request  and  to  reflect  it  in  the 
forthcoming  legislation. 


B J Spencer 
President 
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Memorandum  submitted  by  the  British  Scrap  Federation  (M  240) 

Recent  reports  in  the  trade  press  (Materials  Reclamation  Weekly  23  August  and  Metal 
Bulletin  29  August)  refer  to  evidence  given  to  the  Select  Committee  by  the  Metal  Trades 
Organisation  and  its  executive  chairman  Mr.  I.  Sutherland  concerning  the  export  of 
ferrous  scrap  from  the  UK.  As  some  of  the  reported  statements  were  at  variance  with 
the  facts  and  the  policy  advocated  poses  a serious  threat  to  the  scrap  industry  the  British 
Scrap  Federation  requests  that  the  following  points  may  be  brought  to  the  attention  of 
the  Committee  please. 

1.  Until  the  end  of  the  transitional  period  which  followed  Britain’s  entry  to  the  EEC 
[he  export  of  ferrous  scrap  from  the  UK  was  severely  restricted  with  shipments  abroad 
permitted  only  when  the  material  was  surplus  to  requirements  of  UK  consumers.  From 
1975  there  has  been  complete  freedom  of  export  to  other  EEC  countries  with  varying 
restrictions  on  third  country  sales  depending  on  Community  supply  and  demand.  Because 
of  the  weakening  home  demand  third  country  exports  have  been' unrestricted  since  Sep- 
tember 1979  but  still  subject  to  licensing  and  Department  of  Industry  monitoring.  In  spite 
of  tight  restrictions  on  scrap  exports  for  a long  period  there  has  been  a net  surplus  of 
scrap  in  Britain  for  the  past  eighteen  years  averaging  714,000  tonnes  annually.  (NB:  In 
the  last  three  years  the  average  has  been  1.221  million  tonnes  and  it  is  still  rising.) 

2.  Although  the  world  steel  market  is  depressed  British  scrap  exporters  have  responded 
magnificently  to  the  opportunity  provided  by  the  greater  trading  freedom  and  ia  the  first 
seven  months  of  this  year  a record  1.639  million  tonnes  of  ferrous  scrap  worth  £91.62 
million  have  been  sold  abroad. 

3.  In  spite  of  this  outflow  home  demand  from  steelworks  and  foundries  has  been  very 
weak  with  prices  having  fallen  by  more  than  50  per  cent  in  the  past  twelve  months.  The 
home  market  has  not  suffered  in  any  way  and  should  never  do  so  because  UK  consumers 
have  first  option  on  all  UK  scrap  arisings  with  an  in-built  price  advantage  of  £10-£20  a 
tonne  due  to  the  additional  handling  and  shipping  costs  of  exports  compared  with  home 
deliveries. 

4.  Whilst  the  presentation  of  Customs  and  Excise  statistics  leave  much  to  be  desired 
the  British  Scrap  Federation  have  always  found  the  Customs  export  figures  fairly  accurate. 
They  cross  check  reasonably  well  with  the  figures  we  obtain  for  the  EEC,  likewise  we 
have  found  the  monitoring  system  used  by  the  Department  of  Industry  to  be  effective. 
Although  export  restrictions  to  third  countries  were  lifted  in  September  1979  licences 
were  still  required  and  these  provided  a useful  check  on  the  monitoring  sustem. 

5.  The  allegation  of  falsification  of  export  documents  in  order  to  export  restricted 
material  would  be  grossly  offensive  were  it  not  so  ridiculous.  The  Metal  Trades  Organ- 
isation complain  that  scrap  exports  have  been  unrestricted  for  the  past  year  so  there 
would  be  no  point  in  trying  to  falsify  documents  under  those  circumstances.  In  any  case 
Customs  and  Excise  have  been  effectively  monitoring  scrap  metal  exports  for  a very  long 
period  and  have  a say  in  the  classification  of  scrap  for  export  to  simplify  their  task.  Unlike 
most  goods  scrap  is  open  for  inspection  at  all  stages,  being  piled  on  the  dock  before 
shipment  and  is  loaded  in  comparatively  small  quantities  by  grab  or  magnet.  Over  the 
years  Customs  have  at  times  queried  the  type  of  scrap  being  loaded  for  export  and  on 
occasions  have  even  stopped  cargoes  if  thev  have  not  been  satisfied  that  the  correct 
material  was  being  shipped.  In  the  light  of  tins  it  is  difficult  to  see  how  the  fraudulent 
practice  which  MTO  says  is  taking  place  on  a wide  scale  could  escape  detection. 

6.  Cast  iron  exports  represent  only  a small  part  of  the  total  ferrous  scrap  exports  and 
of  the  total  arisings  of  this  material.  Spain  takes  a very  small  part  of  cast  iron  exports 
whereas  more  than  80  per  cent  of  that  total  goes  to  EEC  countries.  It  is  interesting  to 
note  that  the  proportion  of  cast  iron  scrap  going  to  Spain  has  remained  consistently  small 
regardless  of  the  degree  of  export  controls: — 


1978  — 12,700  tonnes  being  0.81  per  cent  of  scrap  exports 

1979  — 12,980  tonnes  being  0.97  per  cent  of  scrap  exports 

1980  (Jan-June)  9,565  tonnes  being  0.68  per  cent  of  scrap  exports 
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Needless  to  say  the  scrap  industry  which  has  invested  more  than  £200  million  in  processing 
equipment  and  transport  deeply  resents  an  attempt  by  another  industry  to  restrict  its 
trade  particularly  as  home  demand  is  so  weak  and  prices  so  low  that  few  firms  are  now 
profitable.  Depots  have  been  forced  to  close,  employees  have  been  made  redundant  and 
short  time  is  being  worked.  In  common  with  much  of  British  industry  most  scrap  processors 
have  serious  problems.  Without  exports  their  situation  would  have  been  disastrous. 

We  have  informed  the  Metal  Trades  Organisation  that  because  of  the  reduced  forecasts 
for  steel  production  that  wc  expect  the  scrap  surplus  in  UK  to  continue  for  the  foreseeable 
future  with  exports  forming  a farcer  part  of  the  market  than  in  the  past.  We  have  assured 
MTO  that  the  scrap  industry  will  do  its  best  as  it  always  has  to  supply  home  consumers 
with  scrap  provided  they  are  willing  to  pay  an  economic  price  for  it.  We  have  pointed 
out  that  a healthy  and  viable  scrap  industry  is  more  likely  to  be  able  to  meet  the  require- 
ments of  British  consumers  than  one  whose  trade  has  been  artificially  restricted. 

I hope  this  will  help  to  put  the  matter  into  perspective.  Please  let  me  know  if  you 
require  any  further  information. 


8 September  1980 


R.  S.  Boast 

Executive  Vice  President 


INTEREST 

Note  by  the  British  Steel  Corporation  (M241) 

1.  At  the  Session  on  18  June,  Mr  Crowther  asked  how  much  of  the  interest  being  paid 
by  BSC,  if  any,  was  payable  on  the  stocks  which  “represented  the  compensation  to  the 
former  owners  of  the  industry”.  (Question  1542.) 

2.  There  is  of  course  no  direct  connection  between  the  interest  paid  to  former  owners 
by  the  Government  on  the  Treasury  stock  which  was  issued  in  satisfaction  of  compensation 
and  interest  payments  to  the  Government  by  the  Corporation  in  respect  of  its  Commencing 
Capital  Debt. 

3.  Under  Section  18(1)  Iron  and  Steel  Act  1967  the  Corporation  on  vesting  date 
assumed  a debt  (termed  the  Commencing  Capital  Debt)  due  to  the  Minister  of  Power 
of  the  aggregate  of: 


The  cost  of  stock  issued  in  compensation  for  the  securities 
which  vested  in  the  Corporation  (£563,508,000)  and  in 
respect  of  Crown  expenses  estimated  at  £219, 000 

€000 

563,727 

€000 

Add: 

Discount  on  stock  issued 

4,163 

567,890 

Loans  acquired  under  Section  14  of  the  Act  (Minister  of 
Power  £129,824,000;  Iron  and  Steel  Holding  & Realis- 
ation Agency  £26  million) 

155,824 

The  securities  of  Richard  Thomas  & Baldwins  Limited 
as  valued  in  The  Act. 

110,274 

833,988 


The  above  total  of  £833,988,000 
Corporation. 


was  constituted  as  commencing  capital  debt  of  the 


Under  the  Iron  and  Steel  Act  1969  this  capital  debt  was  replaced  by  Public  Dividend 
Capital  (on  which  no  interest  is  payable)  of  £700  million  and  commencing  capital  debt 
of  £133,988,359  which  matured  on  the  28  July  1974. 
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4.  Thus  no  interest  being  paid  by  the  Corporation  since  that  time  can  be  said  to 
represent  interest  payable  on  the  compensation  paid  to  the  former  owners  of  the  industry. 
(A  summary  of  the  Corporation's  long-term  indebtedness  as  at  29  March  1980  is  given 
in  the  Corporation’s  Annual  Report  1979/80  at  Note  23  and  details  are  given  in  Statements 
A and  B of  those  Accounts.) 


EFFECT  OF  DIRECT  AND  INDIRECT  SUBSIDIES  TO  STEEL  PRODUCERS  IN 

EUROPE 

British  Steel  Corporation  Note  to  Committee  on  Welsh  Affairs  (M242) 

1.  During  the  course  of  our  evidence  on  5 June,  our  witnesses  undertook  to  submit 
a note  on  the  role  of  Direct  and  Indirect  Subsidies  in  the  Economics  of  Foreign  Steel 
Works. 

2.  The  level  of  assistance  within  the  ECSC  is  generally  greater  than  in  the  UK.  The 
main  areas  bearing  on  the  competitiveness  of  the  UK  steel  industry  arc  set  out  below. 

Coking  Coal 

3.  In  general,  other  European  steel  producers  are  able  to  obtain  their  coking  coal 
requirements  at  world  market  prices,  which  in  general  are  substantially  below  UK  prices. 
It  is  to  achieve  this  parity  with  world  prices  (the  relative  level  of  which  is  not  believed 
to  be  a temporary  phenomenon)  that  the  negotiations  with  the  NCB  have  been  directed 
in  recent  years. 

4.  Some  European  producers  achieve  this  position  simply  by  importing.  In  other  cases 
(particularly  West  Germany)  subsidies  are  paid  to  the  indigenous  mining  industry  to 
enable  them  to  supply  at  that  price  level.  It  is  estimated  that  the  difference  between  West 
German  costs/prices  and  imported  prices  in  1979  could  have  been  as  much  as  £12  per 
tonne  of  coking  coal,  equivalent  to  about  £7  per  tonne  of  crude  steel. 

Transport 

5.  In  the  UK  the  freight  business  of  British  Rail  is  expected  to  operate  on  a commercial 
basis  without  Government  assistance.  In  Europe  it  is  understood  that  most  rail  systems 
operate  at  a substantial  loss.  In  West  Germany,  for  example,  the  assistance  to  the  State 
Railways  is  substantial  and  the  benefit  to  the  West  German  Steel  Industry  is  estimated 
at  about  £8  per  tonne  of  crude  steel. 

Energy 

6.  Comparison  of  energy  costs  is  a complex  matter,  particularly  in  relation  to  electricity. 
There  has  recently  been  published  a joint  study  (BSC  and  BISPA)  which  considers  the 
comparability  of  electricity,  gas  and  oil  prices  and  a copy  is  attached1. 

Research  and  Development 

7.  The  Corporation  finances  the  whole  of  its  research  and  development  programme 
whereas  in  Europe  there  is  Government  assistance. 

8 August  1980. 


’Not  printed.  A later  version  has  been  submitted  to  the  Energy  Committee  for  publication. 
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PROBLEMS  IN  THE  EXPORT  OF  FOOTWEAR  TO  THE  ORIGINAL  SIX  EEC 
COUNTRIES 


Supplementary  note  by  the  British  Footwear  Manufacturers  Federation  (M281) 

The  origins  of  the  relative  weakness  of  the  footwear  industry  in  selling  to  the  EEC, 
as  with  many  other  industries,  clearly  go  back  some  way  in  history.  From  the  end  of  the 
nineteenth  century  as  a nation  we  deliberately  sought  to  build  trade  with  the  Empire 
rather  than  with  European  markets,  which,  though  closer,  were  more  competitive  and 
in  any  case  protected  by  high  barriers  themselves.  As  late  as  1956  less  than  10  per  cent 
of  our  footwear  exports  were  to  Europe. 

The  formation  of  the  EEC  in  1957  and  our  exclusion  from  it  seems  with  hindsight  to 
have  had  an  important  effect  on  the  development  of  trade  in  footwear  in  Europe.  There 
was  a tremendous  increase  in  trade  in  footwear  between  the  six  EEC  countries.  Intra- 
Community  trade  in  leather  footwear,  for  example,  increased  from  6.4  million  pairs  in 
1958  to  52.4  million  pairs  in  1967,  while  in  the  same  period  imports  from  outside  rose 
only  from  1.4  million  pairs  to  6.1  million  pairs.  During  the  same  years  Italy  emerged  as 
the  dominant  force:  in  1958  it  held  the  second  smallest  share  of  intra-EEC  trade,  by  1967 
it  held  by  far  the  largest. 

UK  exports  hardly  shared  at  all  in  this  increased  EEC  trade.  The  following  table  shows 
the  evolution  in  trade  post-war  between  the  UK  and  the  original  six  EEC  countries. 
There  is  some  change  in  coverage  for  the  different  years,  so  that  not  too  much  significance 
should  be  attached  to  changes  over  time  in  the  series.  However,  the  ratios  of  UK  imports 
to  exports  in  the  third  column  are  very  revealing. 


UK-EEC(6)  Trade  1,000  prs 


1956  (Non  rubber  footwear) 

1967  (Leather  Footwear  and  Slippers) 
1972  (All  footwear) 

1975  (All  footwear) 

1979  (All  footwear) 


UK  Imports  (a)  UK  Exports  (b)  Ratio  (a)  to  ( b ) 


900 

400 

2.2:1 

4,966 

660 

7.5:1 

15,462 

1,283 

12.1:1 

20,594 

1,577 

13.1:1 

38,754 

3,861 

10.0:1 

Between  the  time  of  formation  of  the  EEC(6)  in  1957  and  our  entry  to  it  the  EEC  was 
far  more  successful  in  exporting  to  us  than  we  were  to  them.  More  recently  in  relative 
terms  we  have  started  to  catch  up,  though  we  have  a long  way  to  go.  The  implication 
of  the  figures  seems  to  be  that  the  formation  of  the  EEC  helped  the  development  of  a 
competitive  out-going  industry  there  which  sought  new  markets  at  home  and  abroad. 
Also  the  structure  of  distribution  in  this  country  made  it  much  easier  for  other  countries 
to  export  to  us  than  for  us  to  export  to  them.  Our  industry  until  recently  was  content  to 
sell  elsewhere  than  in  the  competitive  market  of  the  Six;  it  lost  markets  in  the  Com- 
monwealth as  barriers  to  exports  went  up  there,  but  it  gained  in  Ireland  and  EFTA 
markets  to  show  little  overall  change  on  balance. 


This  historical  development  of  trade  itself  is  now  a major  handicap  for  us  in  competing 
in  EEC(6)  markets.  The  industry  there,  now  heavily  concentrated  in  Italy,  is  by  tar  the 
most  successful  and  competitive  in  the  world  for  leather  footwear.  Links  between  man- 
ufacturers and  distributors  have  been  forged  over  the  years  and  cannot  be  broken  overnight 
to  our  advantage.  What  is  more,  success  breeds  success:  the  very  size  of  the  Italian 
industry  itself  enables  it  to  have  by  far  the  most  sophisticated  infrastructure  of  component 
suppliers,  tanners  and  supporting  services.  True,  we  can  import  direct  from  these,  but 
that  is  not  the  same  as  having  them  on  our  own  doorstep  as  is  literally  often  the  case  in 
Italy. 


One  effect  of  our  failure  to  penetrate  the  EEC  market  between  1955  and  1975  is  that 
we  now  have  to  adapt  that  much  further  in  order  to  develop  styles  that  are  really  attractive 
to  EEC  markets.  Our  domestic  market  is,  in  so  far  as  generalisation  is  possible,  content 
with  footwear  of  somewhat  lower  standards  than  in  the  EEC.  Typically,  the  UK  market 
might  be  content  with  plastic  linings  or  soles,  while  the  continentals  require  leather. 
Probably  more  importantly  the  dominance  that  the  UK  multiples  have  gained  over  their 
m.t.o.  suppliers  has  stifled  design  and  creativity  in  the  latter;  more  often  than  not  fast 
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copying  *s  all  that  is  needed  and  price  is  crucial.  Such  a situation  does  not  encourage 
investment  in  the  design  adaptation  and  innovation  that  we  need  to  succeed  in  Europe. 

This  is  one  aspect  of  the  more  general  difficulties  our  industry  has  had  to  contend  with 
in  recent  years.  In  our  main  evidence  we  pointed  out  that  the  industry's  difficult  trading 
environment  had  depressed  profits,  and  this  in  turn  had  discouraged  investment  and  the 
entry  of  new  entrepreneurial  and  managerial  skills.  Yet  these  are  just  the  qualities  that 
are  needed  to  break  into  EEC  markets.  Firms  in  an  industry  with  its  back  to  the  wall  are 
often  not  in  the  best  position  to  undertake  the  lengthy,  difficult  and  costly  process  of 
breaking  decisively  into  EEC  markets. 

Even  for  companies  which  are  in  a stronger  position  commercially  and  can  afford  to 
carry  design  staff,  it  is  not  easy  to  come  up  with  the  right  product.  Some  firms  are  well 
placed  in  that  their  own  speciality  already  has  international  appeal,  and  they  can  capitalise 
on  this,  for  example  warm-lined,  sheep-skin  boots.  Others  whose  normal  product  is  more 
narrowly  geared  to  UK  markets  have  greater  problems.  Copying  designs  already  selling 
on  the  domestic  market  of  the  prospect  country  is  seldom  the  right  answer,  for  costs  are 
too  high  to  compete  solely  on  price  and  market  requirements  are  continually  changing. 
The  right  answer  for  them  is  often  said  to  be  to  develop  products  that  are  distinctive, 
attractive  in  their  own  right,  and  have  an  appeal  across  frontiers.  This  is  easier  to  state 
on  paper  than  to  act  on  in  practice,  though  there  have  been  some  notable  British  successes 
that  can  be  said  to  have  done  this. 

A further  factor  that  has  handicapped  us  and  helped  the  Italians  in  competing  in  the 
EEC  is  that  world-wide  over  the  past  decade  there  has  been  a noticeable  demand  shift 
towards  the  types  of  footwear  made  in  Southern  Europe.  Historically,  individual  countries 
have  mostly  developed  footwear  production  methods  which  enable  them  to  produce  shoes 
suitable  for  their  own  climate.  For  example,  Finland  produces  very  good  warm-lined 
boots , Italy  is  recognised  as  being  the  best  producer  of  women’s  open , light-weight  sandals, 
and  Spain  offers  very  casual  light-weight  men’s  shoes.  The  UK  is  good  at  sturdy,  all- 
weather  shoes,  and  cosy  house  slippers.  Changing  life  styles  have  meant  changing  footwear 
requirements.  Such  factors  as  the  decline  of  bicycling  and  walking  have  switched  demand 
from  the  sturdy  and  cosy  footwear  made  in  the  UK  to  the  open  light-weight  footwear 
made  in  Southern  Europe. 

Other  factors  can  help  to  explain  further  the  relative  lack  of  progress  in  Europe  so  far, 
but  we  are  inclined  to  attach  less  importance  to  them  than  the  foregoing.  The  distribution 
structures  in  the  EEC  countries  are  undoubtedly  harder  than  our  own  to  penetrate,  but 
imports  take  a higher  proportion  of  their  markets  than  of  ours  in  every  case  except  France 
(where  the  ratio  is  about  the  same  as  ours)  and  Italy.  There  may  be  some  latent  anti- 
British  feeling  in  some  of  the  markets  but  we  do  not  believe  this  to  be  a major  factor. 
We  may  lack  some  professionalism  in  export  selling  and  fluency  in  local  languages,  but 
experience  shows  that  this  is  not  too  great  a deterrent  if  the  product  is  right. 

Can  the  difficulties  be  overcome?  The  relative  successes  in  the  markets  of  the  EEC(6) 
of  the  last  three  years,  continuing  in  1980,  are  good  evidence  that  the  tables  can  and  are 
being  turned.  In  the  medium/long  term  we  can  expect  our  costs  to  remain  lower  than 
elsewhere  in  the  EEC.  The  momentum  built  up  can  be  expected  to  continue.  There  are 
certain  areas  where  we  are  already  very  strong  in  an  EEC  context:  top  quality, 
British-look,  all-leather  men’s  shoes;  competitively-priced  ladies’  high  fashion  footwear 
in  the  Carnaby  Street  idiom;  children's  footwear  in  multi-width  fittings.  There  is  no  doubt 
that  firms  are  now  more  aware  that  the  EEC  market  is  crucial  to  their  future  and 
understand  the  need  to  design  to  meet  the  requirements.  Provided  that  we  have  reasonably 
stable  trading  conditions  we  believe  we  can  continue  to  reduce  the  gap  between  imports 
and  exports. 

But  the  proviso  is  vital.  Appreciation  of  the  pound  against  the  lira,  the  most  important 
currency  in  this  context,  of  nearly  25  per  cent  over  the  past  two  years  is  the  very  opposite 
of  giving  the  industry  the  stability  it  needs. 

Some  of  our  firms  broke  into  EEC  markets  in  a big  way  in  1978  and  1979.  Now  sharp 
sterling  appreciation  has  priced  them  out  again  and  left  them  high  and  dry.  They  are 
bitter  at  what  has  happened  and  regret  ever  having  gone  in  in  the  first  place.  In  the  long 
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term  the  promise  remains,  but  it  is  absolutely  essential  that  successive  Governments  give 
top  priority  to  creating  and  maintaining  a trading  environment  that  is  not  prone  to  sudden 
and  drastic  changes. 


Letter  from  the  Secretary,  British  Overseas  Trade  Board  to  the  Clerk  to  the  Committee 
dated  15  October  1980  (M  286) 

On  12  March  1980,  Mr  S D Wilks,  who  has  now  retired,  gave  oral  evidence  to  the 
Industry  and  Trade  Select  Committee.  We  think  that  some  elaboration  to  his  reply  to 
question  389  might  be  helpful  and  I would  be  grateful  if  you  could  draw  the  attention 
of  members  of  me  Committee  to  this  additional  information. 

Mr  Emery  asked  (question  389  of  the  Minutes  of  Evidence  refers)  about  criticism 
arising  from  the  nomination  by  the  Government  of  one  UK  consortium  pursuing  a contract 
for  a major  overseas  project  at  the  expense  of  a competing  UK  consortium.  In  his  reply 
Mr  Wilks  said  that  in  most  cases  it  was  possible  to  ensure  that  only  one  UK  consortium 
was  pursuing  the  business  but  that  where  that  was  impossible  then  no  Government  support 
would  be  provided. 

Although  in  the  face  of  competing  UK  bids  the  Government  is  not  usually  able  to  put 
its  whole  weight  in  terms  of  diplomatic  support  or  in  relation  to  assistance  from  the 
Overseas  Projects  Fund  behind  any  bid,  there  have  in  fact  been  a small  number  of  cases 
in  which  the  Government  has  given  preferential  support  to  one  bid  even  when  there  were 
other  competing  UK  bids.  We  believe  that  this  is  in  the  national  interest  when  it  is  clear 
that  the  UK’s  chance  of  gaining  the  business  will  be  greatly  enhanced  if  the  government 
is  able  to  give  whole-hearted  support  to  one  bid.  Before  reaching  such  decisions  the 
Department  consults  the  UK  firms  concerned  and  while  of  course  the  firms  that  do  not 
get  full  Government  support  arc  disappointed  our  experience  is  that  this  does  not  give 
rise  to  undue  criticism.  On  the  contrapr,  many  companies  have  expressed  the  view  that 
one  of  a number  of  competing  UK  bids  ought  to  be  selected  for  special  support  more 
frequently. 


John  Morton 
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UK  IMPORT  AND  EXPORT  TRADE 
Supplementary  Memorandum  by  the  British  Textile  Confederation  (M287) 


1.  Productive  Capacity  and  Employment 

1.1  The  Committee  asked  us  (paragraph  879)  to  quantify  the  erosion  of  productive 
capacity  and  employment  by  the  increase  in  imports  as  a percentage  of  domestic  demand 
plus  exports. 


1.2  Productive  capacity  figures  are  not  available  on  a unified  basis,  because  of  the 
difficulty  in  finding  a unit  common  to  each  stage  and  sector  of  the  industry.  The  figures 
below  therefore  use  the  official  index  of  production  to  show  production  trends. 


Index  of 
Production: 

Textiles 

1973 

108.4 

1974 

106.5 

1975 

100.0 

1976 

103.0 

1977 

100.9 

1978 

99.3 

1979 

96.6 

1980 

(first  quarter) 

88.5 

1980 

(Second  quarter) 

84.2 

Index  of  Imports  as  % UK  Textile 

Production:  of  Domestic  and  Clothing 

Clothing  Demand  plus  Employment 


Exports  ('000s) 

100.6  26.4  947 

98.7  29.7  925 

100.0  31.3  854 

96.6  33.2  820 

103.0  34.1  826 

106.1  38.3  *796 

106.8  42.1  *784 

102.8  — *730 

94.8  — *710 


'The  source  for  Employment  figures  is  the  Department  of  Employment  and.  except  where  asterisked,  the  Deparl- 
mem  of  Manpower  (Northern  Ireland).  Where  asterisked,  the  figures  include  a BTC  estimate  of  employment 
in  Northern  Ireland. 


1.3  The  figures  highlight  the  dramatic  decline  in  activity  and  employment  which  has 
taken  place  in  the  past  twelve  months.  Over  the  longer  term,  however,  they  fail  to  show 
difficulties  caused  by  the  changing  pattern  of  production.  Some  types  of  production  have 
shown  a much  sharper  decline  than  the  average.  For  example,  UK.  production  of  men’s 
suits  fell  47  per  cent  between  1973  and  1979,  with  very  serious  results  for  the  wool  textile 
industry. 


2.  Import  Source 

2.1  The  Committee  also  asked  us  (paragraph  892)  for  a paper  breaking  down  textile 
and  clothing  import  figures  by  source.  This  information,  for  1979,  is  given  below. 


Group  of  Countries 

Import  Volume 

% of  Total 

(‘000  tonnes) 

Imports 

EEC 

182.1 

34.2 

Other  Developed  Countries 

75.0 

14.1 

Spain,  Portugal,  Greece 
Other  Mediterranean  Countries 

50.5 

9.5 

11.0 

2.1 

Lome  Countries 

4.0 

0.8 

State  Trading  Countries 

18.5 

3.5 

Other  Low-cost  Countries 

190.9 

35.9 

2.2  We  were  also  asked  (paragraph  894)  to  show  the  trend  in  imports  from  state  trading 
countries  on  a basis  comparable  with  the  figures  given  for  other  groups  of  countries  in 
paragraph  2.8  of  our  submission.  Import  volume  from  the  state  trading  countries  rose 
by  9 per  cent  between  1976  and  1979. 

3.  Dumping 

3.1  We  undertook  (paragraph  941)  to  provide  supplementary  evidence  to  the  Com- 
mittee on  dumping. 

3.2  A clear  distinction  must  be  made  between  goods  that  are  sold  in  the  UK  at  a low 
price  because  they  have  been  produced  using  low  wage  labour,  and  those  that  are  actually 
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dumped.  The  majority  of  the  competition  that  we  face  is  based  on  the  labour  cost 
advantage,  and  in  most  cases  anti-dumping  action  is  not  applicable. 

3.3  Nonetheless,  it  is  essential  that,  where  dumping  is  taking  place,  urgent  and  decisive 
action  to  deal  with  it  is  taken.  We  have  drawn  up  a statement  identifying  nine  areas  where 
improvements  to  EEC  legislation  and  practice  are  necessary,  and  a copy  is  attached. 


3.4  The  following  table  shows  recent  textile  anti-dumping  cases  which  have  been 
investigated  by  the  Commission,  and  their  outcome: 


Product 
Viscose  yam 
Nylon  fishing  nets 
Acrylic  fibres 

Acrylic  fibres 

Cotton  yam 
Polyester  filament 


Country 
Greece 
Norway 
Greece,  Spain 
Turkey 
USA 

Turkey 

USA 


Polyester  filament  woven  fabric  USA 


Vear  Outcome 

1978  Price  undertaking 

1979  Price  undertaking 

1979  No  finding  of  dumping 

1979  Price  undertaking  by  some 
exporters,  duty  on  another 

1979  Pending 

1980  Duty  applied  on  an  inadequate 
basis  (see  para  (viii)  of  attached 
statement 

1980  No  finding  of  dumping  (but  see 
our  comment  in  para  (viii)  of 
attached  statement) 


4.  Wool  Textile  Industry  Act  Scheme 

Reference  was  made  during  the  BTC’s  oral  evidence,  to  the  wool  textile  industry 
scheme  under  Section  8 of  the  Industry  Act  1972  (paragraphs  907/8). 

Under  the  Scheme,  £86.4  million  expenditure  was  incurred,  of  which  £16.6  million 
— that  is,  19  per  cent  — was  from  public  funds. 

16  October  1980 
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ANTI  DUMPING  MEASURES 

A Statement  by  the  British  Textile  Confederation 

The  following  statement  on  changes  necessary  in  EEC  anti-dumping  legislation  and 
practice  has  been  drawn  up  by  the  BTC  in  response  to  widespread  concern  in  the  textile 
industry  about  the  effectiveness  of  EEC  anti-dumping  measures  and  to  a request  for 
views  from  the  House  of  Commons  Industry  and  Trade  Committee. 

In  our  view,  the  following  changes  are  required: 

(i)  Increase  in  number  of  EEC  anti-dumping  staff 

It  is  difficult  to  see  how  the  present  staff  can  cope  adequately  with  the  growing  number 
of  cases.  There  is  a consequent  risk  of  delay  during  whicn  severe  damage  may  be  caused. 
Member  states  should  provide  enough  resources  for  more  staff. 

(ii)  Improvement  of  EEC  questionnaire 

The  present  form  of  questionnaire  is  too  complicated,  and  does  not  make  it  sufficiently 
clear  that  an  anti-dumping  case  can  be  submitted  even  if  all  the  information  requested 
is  not  available.  The  form  is  being  revised  at  present,  and  improvements  should  be  made. 

(iii)  More  help  from  UK  Government  in  initial  stages 

The  Department  of  Trade’s  Anti-Dumping  Unit  has  expressed  its  willingness  to  become 
involved  in  discussions  at  an  early  stage  when  dumping  is  suspected,  and  to  provide  advice 
on  the  best  way  to  pursue  a case.  Increased  assistance  from  UK  Government  represen- 
tatives overseas  might  help  in  collecting  evidence  quickly. 

(iv)  Early  announcement  of  inquiry 

At  present,  the  Commission  announces  the  opening  of  an  inquiry  only  when  it  has 
decided  there  is  a prima  facie  case.  It  would  be  helpful  if  the  announcement  were  made 
earlier  — as  soon  as  an  application  is  received — as  this  could  help  to  deter  some  potential 
dumping. 

(v)  Greater  willingness  to  take  action,  including  provisional  action 

The  Commission  has  shown  a tendency,  particularly  since  its  censure  by  the  European 
Court  over  the  Japanese  ball  bearings  anti-dumping  duty,  to  be  unwilling  to  take  action, 
particularly  provisional  action,  if  there  is  the  slightest  doubt  over  the  validity  of  the  case, 
lliis  reluctance  remains,  despite  the  recent  (inadequate)  provisional  duties  applied  in  the 
case  of  polyester  filament  yarn  imports  from  the  United  States.  Pressure  should  be  applied 
to  persuade  it  of  the  need  for  action  in  all  cases  where  reasonable  proof  of  dumping  has 
been  revealed,  and  for  much  wider  use  of  provisional  action.  The  Commission  should 
not  tolerate  delaying  tactics  by  exporters. 

(vi)  Limitation  of  “ Community  interest"  let  out 

The  EEC  regulation  goes  beyond  the  GATT  code  in  specifying  that,  even  if  dumping 
and  injury  have  been  proved,  a duty  will  be  imposed  only  if  it  is  in  the  Community 
interest  to  do  so.  In  contrast,  United  States  legislation  does  not  provide  the  Administration 
with  such  a let-out.  The  EEC  provision  gives  scope  for  endless  discussion  and  delay: 
anti-dumping  action  should  be  automatic. 

(vii)  Adjustment  of  price  undertakings  and  anti-dumping  duties 

At  present,  price  undertakings  and  anti-dumping  duties  can  quickly  lose  much  of  their 
value,  if  the  exporter  lowers  his  price  further  to  compensate  for  the  duty,  or  if  the  general 
level  of  prices  increases.  There  should  be  improved  Commission  surveillance,  rapid 
adjustment  of  undertakings  and  duties  when  necessary,  and  immediate  imposition  of 
provisional  duties  if  any  undertakings  are  breached. 

(viii)  Aggregation  of  dumping  margin 

In  cases  (such  as  the  recent  one  on  polyester  filament  yarn)  where  an  anti-dumpine 
duty  is  applied  on  grounds  of  abnormal  pricing,  the  margin  of  dumping  established  should 
be  applied  also  to  downstream  products.  (In  the  polyester  case,  the  USA’s  abnormal 
pricing  of  unprocessed  yarn  was  not  taken  into  account  by  the  Commission  in  assessing 
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the  extent  to  which  dumping  of  texturised  yarn  and  of  woven  fabric  was  taking  place 
with  very  serious  effects  for  UK  producers  of  these  products.) 

(ix)  Withdrawal  of  benefit  from  non-GATT  countries 
The  EEC  should  use  its  right  to  take  action  outside  the  terms  of  the  EEC  regulation 
and  the  GATT  code,  when  dumping  is  taking  place  from  a non-signatory  of  GATT, 
despite  the  Community’s  general  practice  of  treating  all  countries  alike. 

16  October  1980. 


Note  by  the  Department  of  Trade  on  the  evidence  from  the  Scotch  Whisky  Association 
dated  23  October  1980  (M289) 

When  the  Committee  recently  published  the  oral  evidence  given  by  the  Scotch  Whisky 
Association,  it  also  published  a ‘'further  statement”  by  the  Association,  M181. 

In  a paragraph  of  that  statement  (numbered  4 on  page  472)  the  Association  referred 
to  a proposal  for  a “small  high  level  Committee”  made  up  of  representatives  of  the 
Association,  the  Department  of  Trade  and  the  Ministry  of  Agriculture,  Fisheries  and 
Food. 

If  the  Committee  do  not  already  know,  they  may  want  to  note  that,  at  a meeting 
between  the  Association,  the  Department  of  Trade  and  MAFF  on  23  June,  it  was  agreed 
that  a Committee  should  be  established  on  the  lines  proposed,  and  with  the  membership 
suggested  by  the  Association  in  its  memorandum  M181. 

The  first  meeting  of  the  new  Committee  (or  Steering  Group,  as  it  seems  likely  to  be 
named)  is  expected  to  be  held  on  28  November.  The  Group’s  objective  will  be  to  provide 
the  further  co-ordination  of  efforts  proposed  by  the  Scotch  Whisky  Association  in  the 
paragraph  of  its  memorandum  numbered  5,  and  it  will  also  deal  with  the  proposal  in  the 
paragraph  nnmbered  3 for  prior  notification  of  Ministerial  visits  overseas. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 

Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


725 


Supplementary  information  submitted  by  the  British  Steel  Corporation  (M  290) 

1.  This  note  has  been  produced  by  British  Steel  Corporation  as  a supplement  to  the 
written  and  oral  evidence  which  it  provided  for  the  Committee  in  June.  It  brings  that 
evidence  up  to  date  in  relation  to  the  market  situation  in  the  UK;  the  “Davignon”  Plan; 
and  exports  to  the  USA. 

UK  Market  Situation 

2.  UK  steel  demand  in  1979  reached  a cyclical  peak  of  16  million  tonnes,  and  was 
expected  to  fall  away  during  1980  and  19811.  The  3-month  strike,  in  January/March  1980, 
caused  a discontinuity  in  the  downward  path  of  UK  demand,  with  heavy  destocking 
during  the  strike,  and  subsequent  restocking  in  the  3 to  4 months  afterwards.  Since  then, 
the  fall  in  UK  demand  has  accelerated  as  consumers  have  reduced  their  level  of  activity, 
and  as  both  consumers  and  stockholders  have  reduced  their  steel  stocks  in  the  face  of 
declining  profitability  and  cash  flow  limitations.  During  August  and  September,  UK 
demand  has  been  running  at  an  annual  rate  of  no  more  than  10  million  tonnes,  which 
is  exceptionally  low  even  after  allowing  for  seasonal  factors. 

3.  At  the  moment  there  seems  little  prospect  of  a significant  improvement  in  UK 
demand  over  the  next  few  months. 

4.  BSC’s  share  of  the  UK  market  has,  however,  been  steadily  improving  since  the 
strike  ended.  In  the  period  April  to  June,  BSC’s  market  share  was” 46  per  cent.  This  rose 
to  over  48  per  cent  in  the  period  July-September,  and  reached  50  per  cent  in  the  month 
of  September  alone.  This  compares  to  a BSC  market  share  of  544  per  cent  in  the  quarter 
prior  to  the  strike. 

5.  The  share  of  the  UK  steel  market  taken  by  imports  has  fallen  away  from  the  very 
high  level  immediately  after  the  strike  ended2.  In  the  period  April  to  June,  imports  took 
33  per  cent  of  the  market  compared  to  the  traditional  share  of  around  19/20  per  cent. 
In  September  imports  were  down  to  26  per  cent. 

ECSC:  Davignon  Plan 

6.  A further  decline  in  Community  consumption  during  the  summer  exercised  such 
pressure  on  the  mainly-voluntary  Davignon  Plan  that  the  internal  market  support  measures 
collapsed  at  mid-year.  The  Commission  suspended  the  last  remaining  mandatory  minimum 
price  (for  hot  rolled  sheet  and  coil),  effectively  because  it  was  being  so  extensively  and 
heavily  undersold  as  to  be  practically  unenforceable;  widespread  price  cutting  and  market 
indiscipline  broke  out  on  the  Continent  originating  with  the  German  producers;  and  the 
Commission’s  recommended  delivery  programme  for  the  December  quarter  (which  was 
in  any  case  insufficiently  stringent)  was  not  accepted. 

7.  The  voluntary  approach  to  the  steel  crisis  employed  since  1975  was  clearly  inadequate 
to  meet  the  deteriorating  market  situation,  with  its  grave  consequences  for  the  financial 
viability -of  the  ECSC  steel  industry.  The  Commission  therefore  resorted  to  the  so-called 
“Manifest  Crisis”  provision  of  the  ECSC  Treaty  (never  before  invoked  for  steel),  and 
carried  out  the  consultations  with  governments  and  other  interested  parties  which  the 
Treaty  requires.  Eight  governments  supported  the  Commission  proposals  from  the  start, 
but  three  Council  meetings  were  held  between  7 and  30  October  at  which  concessions 
were  made  on  the  scope  of  the  arrangements  to  secure  the  agreement  of  the  German 
Government.  "Manifest  Crisis"  is  to  be  formally  declared  on  31  October,  with  an 
announcement  of  the  details  of  the  arrangements  for  compulsory  production  quotas  and 
associated  monitoring  and  financial  penalties  for  breaches.  It  is  to  operate  until  30  June 
1981  with  a review  at  the  end  of  March  of  the  way  in  which  the  measures  are  operating. 

8.  The  Corporation  has  always  sought  to  relate  its  production  realistically  to  customer 
demand  and  therefore  expects,  on  the  basis  of  the  measure  of  flexibility  provided  within 
the  arrangements,  to  manage  commercially  under  the  manifest  crisis  regime . It  has  strongly 
supported  the  Commission’s  decision  to  take  this  unique  step  (as  indeed  has  the  UK 


‘See  BSC’s  evidence  on  IS  June  — Question  1531. 
JScc  Question  1501. 
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private  sector  steel  industry  and  all  other  steel  industries  except  the  German);  the  alter- 
native of  continuation  of  the  disorder  and  deteriorating  price  levels  experienced  during 
the  autumn  would  post  a grave  threat  to  the  Corporation’s  recovery  strategy. 

9.  The  production  quota  system  requires  also  to  be  buttressed  by  measures  to  restrain 
imports  from  outside  me  Community  if  unreasonable  advantage  is  not  to  be  taken  of  the 
cutback  in  ECSC  output.  The  Commission  is  adamant  that  compulsory  import  quotas 
would  be  politically  unacceptable,  but  is  to  renegotiate  the  existing  voluntary  arrangements 
with  the  Governments  of  the  main  exporting  “third”  countries  on  a more  stringent  basis, 
to  take  account  of  the  latest  fall  in  Community  consumption  and  associated  compulsory 
internal  production  cuts. 

USA 

10.  The  anti-dumping  case  brought  by  US  Steel  Corporation  in  March  1980  against 
several  major  ECSC  steel  companies  including  BSC’  was  withdrawn  in  the  context  of  a 
series  of  measures  to  assist  the  domestic  steel  industry  announced  by  the  US  Adminis- 
tration on  30  September.  These  included  concessions  in  the  taxation  and  environmental 
control  fields,  together  with  re-introduction  of  “trigger  prices”  at  levels  about  12  per  cent 
higher  than  when  they  were  suspended  in  March  1980:  the  arrangement  is  that  sales  made 
at  prices  lower  than  the  trigger  prices  will  potentially  attract  rapid  anti-dumping  actions. 
The  measures  also  included  associated  undertakings  by  the  Administration  to  conduct 
urgent  examination  of  the  situation  with  a view  to  the  possible  imposition  of  duties  if, 
despite  the  new  trigger  prices,  imports  nevertheless  exceed  a defined  proportion  of  national 
consumption,  and  American  steel  company  operating  rates  fall  below  a relatively  high 
floor  level. 

11.  Resolution  of  the  issue  on  this  basis  is  preferable  to  the  alternative:  namely, 
continuation  of  US  Steel  Corporation’s  anti  dumping  case,  with  the  likelihood  that  duties 
would  ultimately  be  imposed.  The  practical  effect  and  operation  of  the  renewed  trigger 
price  system  depend  on  such  factors  as  the  extent  to  which  US  producers  seek  to  raise 
domestic  prices  within  this  framework.  As  matters  stand  at  the  inception  of  the  renewed 
system  on  21  October,  the  trigger  prices  are  at  such  levels  in  relation  to  present  American 
domestic  prices  as  effectively  to  preclude  exports  to  the  USA  of  some  products,  by  BSC 
and  many  other  producers. 


31  October  1980 


’Sec  Question  1556. 


Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 
Printed  image  digitised  by  the  University  of  Southampton  Library  Digitisation  Unit 


THE  INDUSTRY  AND  TRADE  COMMITTEE 


727 


THK  ROLE  OF  INVISIBLES  IN  ANGLO-JAPANESE  TRADE 
Note  by  the  Department  of  Trade  (M293) 


Imbalance  in  visible  trade 

There  is  a very  serious  imbalance  in  Anglo-Japanese  trade.  The  bilateral  visible  trade 
account,  which  was  in  balance  in  1970,  has  moved  steadily  in  favour  of  Japan,  reaching 
a deficit  of  £884  million  in  1979  on  a crude  export  fob  less  imports  cif  basis.  Although 
OK  exports  to  Japan  rose  by  11.9  per  cent  last  year  to  reach  £606  million,  UK  imports 
rose  by  a yet  faster  rate  of  16.2  per  cent  last  year  to  reach  £1,490  million.  Our  exports 
to  Japan  in  1979,  therefore,  covered  only  40.7  per  cent  of  our  imports  from  Japan  (or 
about  45  per  cent  if  imports  are  adjusted  to  a comparable  fob  basis).  With  no  other  major 
industrial  trading  partner  is  the  bilateral  account  so  unbalanced.  (The  above  statistics  are 
based  on  UK  sources  of  information.  The  comparable  Japanese  figures  would  give  slightly 
different  results  owing  to  differing  national  treatment  of  some  transactions  but  both  sets 
of  figures  agree  that  the  UK  visible  trade  deficit  with  Japan  is  large  and  growing  rapidly 
in  current  price  terms.) 

Japanese  imports  from  the  UK 

The  UK  has  pressed  Japan  to  import  more  British  goods  in  order  to  correct  the 
imbalance.  In  particular,  the  UK  has  urged  Japan  to  increase  her  imports  of  manufactured 
goods  from  the  rest  of  the  world  since  these  formed  only  24.4  per  cent  of  total  Japanese 
imports  by  value  in  1979  (manufactured  goods  formed  64.9  per  cent  of  the  global  imports 
of  the  UK  last  year).  In  response,  the  Japanese  Government  claim  that  tneir  market  is 
now  fully  open  to  the  UK  and  to  other  trading  nations  and  it  is  true  that  in  recent  years 
many  formal  barriers  to  trade  have  been  removed  or  lowered.  In  addition,  there  have 
been  suggestions  in  Japan  that  our  failure  successfully  to  exploit  the  opportunities  in  the 
market  is  due,  in  part,  to  a lack  of  effort  by  UK  industry. 

UK  efforts  to  redress  the  imbalance 

The  UK  has,  however,  made  considerable  efforts  to  penetrate  the  Japanese  market. 
Recognising  the  potential  of  this  market,  the  British  Overseas  Trade  Board  (BOTB)  set 
up  the  British  Export  Marketing  Centre  in  1973  to  give  British  industry  a site  in  central 
Tokyo  to  promote  their  products.  An  average  of  some  twenty  BOTB  sponsored  trade 
missions  have  visited  Japan  annually  since  that  year.  In  an  additional  attempt  to  promote 
UK  exports  to  Japan,  the  Exports  to  Japan  Unit  was  also  established  in  1973  to  act  as 
a specialist  source  of  advice  to  UK  exporters.  UK  export  promotion  activities  in  Japan 
are,  in  fact,  relatively  larger  than  the  volume  of  our  exports:  the  manpower-related  costs 
of  export  promotion  work  in  Japan  were  nearly  3.5  per  cent  of  the  global  manpower 
costs  of  the  BOTB  in  1979/80  whereas  UK  exports  to  Japan  last  year  accounted  for  only 
1.4  per  cent  of  our  total  exports. 

The  vigorous  export  promotion  campaign  of  the  BOTB  in  Japan  has  played  its  part 
in  ensuring  that  the  UK  retains  and,  indeed,  increases  its  share  of  the  Japanese  market. 
UK  exports  to  Japan  have,  in  fact,  held  up  reasonably  well  over  the  past  few  years.  The 
UK  share  of  total  Japanese  imports  in  US  dollar  terms  rose  from  1.4  per  cent  in  1975 
to  1.7  per  cent  in  1978  (falling  to  1.5  per  cent  in  1979).  Over  the  same  period,  the  French 
share  remained  virtualy  static  and  that  of  the  United  States  declined  from  20. 1 per  cent 
to  18.6  per  cent  in  1978  (18.5  per  cent  in  1979).  The  UK  export  performance,  therefore, 
has  generally  been  a least  as  good  as  that  of  most  of  our  major  competitors.  The  widening 
imbalance  in  Anglo-Japanese  trade  thus  cannot  be  ascribed  to  a lack  of  effort  by  UK 
Government  and  industry.  The  problem  has  been  the  rise  in  Japanese  exports  to  the  UK. 

Problems  of  estimating  invisible  trade 

Whatever  the  causes  of  the  imbalance  in  visible  trade,  there  is  no  difference  of  view 
between  the  UK  and  Japan  as  to  the  order  of  its  size.  It  is,  however,  often  argued  in 
Japan  that  the  surplus  earned  by  the  UK  in  its  invisible  trade  is  sufficient  to  bring  the 
overall  trade  account  into  broad  balance.  In  1978,  for  example,  the  Bank  of  Japan  estimate 
for  the  UK  surplus  on  invisibles  was  £775  million;  official  figures  for  the  UK  for  that 
year,  however,  suggest  that  our  suplus  with  Japan  was  no  higher  than  £250  million.  There 
is,  therefore,  a large  discrepancy  between  the  estimate  made  by  Japan  of  the  value  of 
Anglo-Japanese  trade  in  invisibles  and  that  made  by  the  UK. 
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Recording  and  evaluating  statistics  relating  to  the  geographical  sub-division  of  the 
global  balance  of  payments  presents  certain  difficulties.  There  are  particular  problems 
in  producing  figures  for  invisible  trade.  Approximations  often  have  to  be  made  in  the 
course  of  their  compilation  and  estimates  have  to  be  attempted  where  there  is  insufficient 
information  about  a particular  component  of  the  invisible  earnings. 

Differences  of  Methodology 

Over  and  above  the  difficulties  faced  by  all  countries  in  estimating  their  invisible  trade, 
there  are  differences  in  the  ways  in  which  Japan  and  the  UK  collect  and  assess  their 
statistics  on  invisibles.  The  large  discrepancy  between  the  estimates  of  Anglo-Japanese 
invisible  trade  made  by  Japan  and  the  UK  makes  it  clear  that  these  differences  are  of 
substantial  importance.  It  is  necessary,  therefore,  to  study  the  main  aspects  of  Japanese 
methodology  in  this  area  and  to  compare  them  with  those  of  the  UK.  Such  a detailed 
comparison  of  the  methodologies,  however,  will  need  further  research. 

In  general  terms,  the  Japanese  system,  unlike  that  of  the  UK  and  of  the  United  States, 
largely  relies  on  payments  through  the  banking  system  in  its  estimation  of  invisible  trade. 
It  tends  to  be  based,  moreover,  on  gross  payments  with  the  result  that  when,  for  instance, 
payments  are  made  through  an  intermediary  or  to  an  account  in  London,  the  total  amounts 
are  recorded  in  the  Japanese  balance  of  payments  as  earnings  of  the  UK  even  though 
much  of  the  money  is  likely  to  be  passed  on  to  third  countries.  The  UK  statistics,  however, 
only  record  the  value  of  the  service  provided  by  UK  residents.  Normally,  therefore,  when 
business  is  arranged  in  London  between  two  non-residents,  only  the  commission  earned 
by  a UK  intermediary  is  included  in  UK  figures  on  invisible  trade.  A good  example  of 
the  different  approach  to  invisibles  by  the  Japanese  and  ourselves  is  seen  in  the  treatment 
accorded  to  transportation  services.  Large  payments  for  services  in  this  sector  are  recorded 
by  the  Japanese  as  UK  earnings.  The  basis  for  these  figures  is  not  clear  but  they  probably 
include  a substantial  amount  for  freight  services  provided  by  shipping  operators  from 
third  countries:  the  information  available  here,  however,  suggests  that  the  UK  has  been 
running  a deficit  with  Japan  on  shipping  services. 

Another  important  component  contributing  to  the  discrepancy  between  the  Japanese 
and  UK  figures  is  the  treatment  of  interest  payments  on  foreign  currency  borrowing  from 
banks  in  London.  UK  banks  often  act  in  tne  foreign  currency  markets  as  intermediaries 
between  lenders  and  borrowers  outside  the  UK.  in  these  cases,  only  the  margin  on  the 
business  of  the  UK  bank  is  included  in  UK  statistics  on  invisibles,  not  the  total  amounts 
of  interest  received  and  of  interest  paid.  The  Japanese  estimates  of  interest  payments, 
however,  are  much  larger  and  appear  to  include  gross  amounts  paid  though  clearly  nearly 
all  this  money  would  have  been  passed  to  the  original  lenders  of  the  funds  in  third 
countries  by  the  UK  banks.  (If  the  UK  were  to  treat  interest  payments  with  no  regard 
to  the  origin  of  the  loans,  there  would  have  to  be  an  addition  of  as  much  as  £400  million 
to  the  UK  surplus  in  invisibles  with  Japan  for  each  of  the  years  shown  in  the  annex.) 

In  short,  therefore,  we  measure  the  income  earned  by  the  UK  on  any  invisible  trade 
transactions  whilst  the  Japanese  take  the  gross  payments.  Although  it  is  true  that  visible 
trade  is  normally  measured  on  a gross  basis,  it  would,  in  our  view,  give  a false  picture 
of  the  underlying  situation  to  use  the  same  methodology  for  invisible  trade.  It  would  give 
a particularly  false  impression  in  a major  financial  centre  such  as  London  where,  as  we 
have  seen,  transactions  are  effected  through  intermediaries. 

Conclusion 

For  the  reasons  outlined  in  this  paper,  we  believe  that  the  Japanese  system  of  estimating 
the  balance  of  bilateral  invisible  trade  gives  a less  realistic  indication  of  the  economic 
significance  of  this  trade  than  the  method  used  in  the  UK.  Allowing  for  inflation,  UK 
estimates  suggest  that  there  has  been  little  real  improvement  in  our  invisible  surplus  with 
Japan  since  1975.  With  the  continuing  rise  in  our  deficit  in  visible  trade  with  Japan,  it 
becomes  increasingly  evident  that  the  relatively  small  and,  in  real  terms,  virtually  static 
surplus  on  invisible  trade  is  falling  a long  way  short  of  redressing  the  imbalance  in 
Anglo-Japanese  trade. 


16  October  1980 
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UK  invisible  trade  with  Japan 


Annex 


Value  £million 


Services  & Transfers 

1975 

1976 

1977 

1978 

Credits 

310 

360 

400 

400 

Debts 

210 

240 

230 

200 

Balance 

+ 100 

+120 

+170 

+200 

IPD 

Credits 

100 

110 

80 

100 

Debts 

30 

50 

40 

50 

Balance  • 

+70 

+60 

+40 

+50 

Total  invisibles 

Credits 

410 

470 

480 

500 

Debts 

240 

290 

270 

250 

Balance 

Source:  Central  Statistical  Office. 

+ 170 

+180 

+210 

+250 
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COUNTERFEIT  GOODS 

Note  by  the  Department  of  Trade  (M294) 

Action  available  to  Local  Authority  Trading  Standards  Departments 
The  Trade  Descriptions  Act  1968  makes  it  an  offence  to  apply  a false  trade  description 
to  any  goods  or  to  supply  or  offer  to  supply  any  goods  to  which  a false  trade  description 
has  been  applied.  For  the  purposes  of  the  Act,  a trade  description  includes  a trade  mark 
or  any  other  indication  of  where  or  by  whom  the  goods  were  manufactured,  or  of  approval 
by  any  person  or  conformity  with  a type  approved  by  any  person.  The  Act  is  enforced 
within  the  UK  by  local  authority  trading  standards  departments.  The  Courts  have  powers 
under  the  Powers  of  Criminal  Courts  Act  1973  to  confiscate  counterfeit  goods  on 
conviction. 

Prosecutions  by  Local  Authority  Trading  Standards  Departments 
Details  of  complaints  made  to,  and  of  prosecutions  by  local  authority  trading  standards 
departments,  which  have  a statutory  duty  to  enforce  the  Trade  Descriptions  Act,  are 
available  from  the  Office  of  Fair  Trading  which  have  provided  the  following  details 
relating  to  1980  (to  date)  — 

No.  of  convictions  for  counterfeiting  — 42  resulting  in  fines  totalling  £7,545  all 
relating  to  clothing 

No.  of  notifications  of  intended  prosecution  for  counterfeiting  — 26  all  relating  to 
clothing. 

The  source  of  the  goods  is  not  identified.  There  are  no  recorded  prosecutions  for 
counterfeiting  automotive  parts  which  is  the  Select  Committee’s  principal  concern. 

Action  Available  to  HM  Customs  and  Excise 
Section  16  of  the  Trade  Descriptions  Act  1968  action  may  be  taken  against  imported 
goods  which  bear  a false  indication  of  origin.  This  may  be,  but  it  is  not  necessarily  a 
trade  mark.  Action  may  also  be  taken  under  Section  17  against  imported  goods  bearing 
a false  trademark.  In  this  case,  the  proprietor  or  registered  owner  of  the  mark  must  give 
a prescribed  notice  in  writing  to  the  Commissioners  of  Customs  and  Excise  giving  details 
of  the  expected  arrival  of  the  goods.  In  both  cases  the  offending  goods  can  become  liable 
to  forfeiture  under  Section  49  of  the  Customs  and  Excise  Management  Act  1979  and  can 
be  seized.  When  this  is  done  and  if  an  appeal  is  received  within  a month  the  matter  has 
to  be  settled  by  civic  proceedings,  if  no  appeal  is  received  the  goods  become  forfeit  to 
the  Crown  automatically. 


October  1980 
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ANTI-DUMPING  MEASURES 

Comments  on  a statement  by  the  British  Textile  Confederation  (M287) 

Note  by  the  Department  of  Trade  (M308) 

At  his  appearance  before  the  Select  Committee  on  Industry  and  Trade  on  26November, 
the  Secretary  of  State  for  Trade  was  asked  (Question  2255)  for  views  on  the  nine  specific 
proposals  put  forward  by  the  British  Textile  Confederation  for  the  improvement  of 
anti-dumping  procedures.  These  views  are  given  below: 

(i)  Increase  in  number  of  EEC  anti-dumping  staff 

The  United  Kingdom  has  supported  the  Commission’s  bid  for  more  staff  for  anti- 
dumping work  but  there  has  been  opposition  from  certain  other  Member  States  in  budget 
discussions.  At  the  moment  there  are  18  case  officers  (and  seven  support  staff)  available 
for  anti-dumping  and  countervailing  work.  In  discussions  on  the  1981  budget  the  Com- 
mission eventually  requested  13  additional  posts  (both  case  officers  and  support  staff). 
The  present  position  is  that,  in  response  to  a European  Parliament  amendment  proposing 
80  extra  posts  for  the  Commission  overall,  a qualified  majority  was  eventually  found  in 
the  Council  for  22.  While  it  is  for  the  Commission  itself  to  allocate  these  posts,  the  United 
Kingdom  has  made  dear  its  view  that  anti-dumping  work  should  have  particular  priority. 

(ii)  Improvement  of  EEC  questionnaire 

A revised  version  of  the  questionnaire  has  now  been  issued  by  the  Commission.  Efforts 
have  been  made  to  simplify  the  questionnaire  as  far  as  possible  and  to  remove  any  doubts 
or  ambiguities  as  to  what  is  Or  is  not  required  in  an  application.  There  are,  of  course, 
limits  to  the  simplification  and  clarification  that  can  be  achieved  but  the  Department 
believes  that  the  questionnaire  now  sets  out  in  clearer  form  than  hitherto  the  basic 
requirements  for  information.  The  Commission’s  Guidance  Notes  make  it  clear  (at 
paragraph  15)  that  applicants  should  not  be  deterred  from  pursuing  their  particular  case 
because  they  have  difficulties  in  providing  the  information  in  the  questionnaire  and  that 
where  there  is  doubt  about  any  part  of  the  questionnaire  the  Commission’s  services  will 
be  willing  to  give  further  advice.  Similarly,  in  the  UK  the  Department’s  Anti-Dumping 
Unit  is  ready  to  discuss  any  problems  UK  industry  may  have  and  to  help  wherever 
possible. 

(iii)  More  help  from  UK  Government  in  initial  stages 

One  of  the  main  tasks  of  the  Department  of  Trade’s  Anti-Dumping  Unit  is  to  give 
help  and  advice  to  potential  applicants  for  anti-dumping  action  at  a very  early  stage.  A 
publicity  pack  intended  to  make  the  availability  of  this  service  more  widely  known  to 
British  industry  is  to  be  launched  in  the  next  few  weeks.  The  Unit  is  always  willing  to 
approach  Commercial  Sections  in  overseas  posts  for  help  in  preparing  an  application  but 
experience  suggests  that  the  best  information  comes  from  those  active  in  the  trade  who 
are  familiar  with  its  particular  commercial  practices.  Also,  the  development  of  good 
working  relations  between  Commercial  Sections  and  major  industrial  customers  for  UK 
exports  could  be  hampered  if  the  former  were  too  closely  identified  with  anti-dumping 
work. 

(iv)  Early  announcement  of  enquiry 

Virtually  the  only  reason  why  a case  is  not  immediately  opened  and  publicly  announced 
is  that  in  some  way  it  does  not  meet  the  Community  legislation’s  basic  requirements  for 
prima  facie  evidence  of  dumping  and  injury.  If  a case  is  soundly  based,  there  need  only 
be  a short  delay  between  receipt  of  the  application  and  opening  of  the  investigation.  It 
is,  of  course,  open  to  an  industry  to  announce  its  intention  to  apply  for  anti-dumping 
action  but  it  must  decide  whether  this  step  will  prove  a deterrent  rather  than  an  incitement 
to  forestall  eventual  imposition  of  a duty  by  accelerating  imports. 

(v)  Greater  willingness  to  take  action,  including  provisional  action 

Under  the  GATT  Anti-Dumping  Code,  provisional  duties  are  not  to  be  applied  unless 
the  authorities  concerned  judge  that  they  are  necessary  to  prevent  injury  being  caused 
during  the  period  of  investigation,  and  except  after  a preliminary  positive  finding  of  both 
dumping  and  injury.  In  fact,  during  the  last  year  provisional  duties  were  imposed  by  the 
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Commission  in  nine  cases  (on  a product  basis)  in  which  dumping  was  found  after  pre- 
liminary investigation.  It  should  be  noted  that  provisional  duties,  which  often  take  the 
form  of  a bond  rather  than  a cash  payment,  have  to  be  repaid  if  dumping  and  injury  are 
not  confirmed. 

(vi)  Limitation  of  “Community  interest"  let-out 

The  requirement  to  take  account  of  Community  interest  in  imposing  an  anti-dumping 
duty  is  rarely,  if  ever,  invoked  to  the  detriment  of  a producer.  It  is  mainly  intended  to 
cover  special  circumstances,  eg  if  the  Commission’s  investigations  reveal  that  a price- 
fixing  cartel  is  behind  an  anti-dumping  application.  It  is  not  an  obstruction  in  the  path 
of  industries  which  have  a legitimate  claim  to  protection  and  has  never  in  the  Department’s 
recent  experience  been  used  to  delay  conclusion  of  a case. 

(vii)  Adjttstment  of  price  undertakings  and  anti-dumping  duties 

Anti-dumping  duties  and  price  undertakings  may  be  reviewed  on  the  initiative  of  the 
Commission,  the  request  of  a Member  State,  or  on  the  request  of  an  interested  party 
who  submits  positive  information  substantiating  the  need  for  a review.  In  practice,  the 
Commission  monitors  undertakings  (as  does  tne  Department  of  Trade  Anti-Dumping 
Unit  for  cases  of  interest  to  UK  industry).  Where  a price  undertaking  has  been  violated, 
the  Commission  can  re-open  investigation  of  the  case  and  can  apply  provisional  measures 
if  that  step  is  warranted. 

(viii)  Aggregation  of  dumping  margin 

This  recommendation  is  an  echo  of  industry’s  concern  at  the  polyester  yam  case  where 
the  Community  industry  believed  it  was  suffering  injury  from  dumped  imports  incor- 
porating raw  materials  sold  at  a loss.  The  problem  here  was  the  sales  at  a loss  were  made 
within  the  US  domestic  market  between  unrelated  parties  and  the  Commission  and 
Member  States  did  not  think  it  advisable  to  seek  to  extend  interpretation  of  the  GATT 
Anti-Dumping  Code  to  cover  what  is,  in  effect,  dumping  within  a domestic  market.  As 
the  Code  stands,  it  is  possible  to  take  account  of  upstream  losses  in  cases  of  companies 
buying  materials  other  than  at  arm's  length  but  to  go  wider  than  this  appears  to  be  beyond 
the  provisions  of  the  Code.  There  would  be  a clear  danger  of  retaliation  against  Community 
exporters  if  their  products  incorporated  loss  making  or  subsidised  materials. 

(ix)  Withdrawal  of  benefit  from  non-GATT  countries 

The  Community’s  relations  with  non-GATT  signatories  are  based  as  much  on  com- 
mercial and  economic  interests  as  on  political  considerations.  It  is,  in  practice,  no  harder 
to  bring  a successful  case  against  a non-GATT  country  than  against  GATT  countries  and 
the  Community  legislation,  in  fact,  lays  down  special  rules  to  take  account  of  the  different 
nature  of  trade  with  the  state-trading  countries,  some  of  which  are  not  members  of  the 
GATT.  A significant  number  of  cases  which  have  recently  reached  a successful  conclusion 
have  involved  non-GATT  state-trading  countries. 

December  1980 
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Letter  from  the  Secretary  of  State,  Department  of  Trade,  to  the  Chairman  of  the 
Committee,  dated  22  December  1980  (M310) 

Counterfeit  Auto  Parts 

At  the  meeting  of  the  Select  Committee  on  Industry  and  Trade,  we  discussed  the 
problem  of  counterfeit  auto  parts  and  particularly  the  serious  effect  that  the  flood  into 
Nigeria  of  counterfeit  “Feroao”  parts  was  having  on  the  viability  of  Turner  and  Newail’s 
factory  in  Ibadan.  1 undertook  to  let  you  know  what  action  had  been  taken  since  1 raised 
the  matter  with  the  Nigerian  Minister  of  State  for  Commerce  in  Lagos  in  July. 

Following  my  meeting  with  the  Minister,  the  British  High  Commission  in  Lagos  sub- 
mitted a memorandum  to  the  Ministry  of  Commerce.  This  explained  the  problem  in 
detail.  It  stated  that  if  the  flow  of  counterfeit  parts  was  not  stopped,  the  British-Nigerian 
joint  venture  factory  at  Ibadan  could  face  extinction,  whereby  the  Nigerian  motor  com- 
ponents industry  would  suffer  a major  set-back.  Moreover,  a terrible  blow  would  be 
struck  to  foreign  investor  confidence  in  Nigeria.  In  forwarding  the  memorandum,  the 
British  High  Commission  in  Lagos  asked  that  the  Nigerian  authorities  take  urgent  action 
to  put  a stop  to  these  illegal  imports. 

Turner  Engineering  Products  (Nigeria)  Ltd  have  themselves  written  to  the  Nigerian 
Federal  Ministry  of  Industries  and  to  the  Manufacturers'  Association  of  Nigeria  setting 
out  the  problem.  A representative  of  the  company  has  appeared  before  tne  Nigerian 
House  of  Representatives  Committee  on  Commerce.  In  addition,  both  the  company  and 
my  officials  ensured  that  representatives  of  that  Committee  were  fully  briefed  on  the 
problem  when  they  visited  the  UK  in  September. 

We  have  yet  to  see  any  tangible  evidence  that  the  representations  made  have  had  any 
practical  effect  in  Nigeria.  Turner  and  Newall  have  confirmed  that  they  are  receiving  the 
co-operation  of  the  Nigerian  authorities.  The  British  High  Commission  in  Lagos  is  helping 
them  to  identify  distributors  of  the  counterfeit  products  and  legal  action  against  the 
companies  identified  is  pending.  The  company  has  also  been  exploring  with  the  Nigerian 
authorities  less  onerous  and  time-consuming  ways  of  combating  the  problem.  To  keep 
the  pressure  up,  Sir  Ian  Gilmour  was  asked  to  raise  the  matter  again  during  the  course 
of  his  recent  visit  to  Nigeria. 

We  are,  as  you  know,  unable  to  make  representations  on  a bilateral  basis  to  the 
Taiwanese  authorities  since,  in  common  with  all  other  trading  nations,  the  UK  has  no 
diplomatic  representation  in  Taiwan.  However,  we  advised  Turner  and  Newall  that  com- 
plaints could  be  taken  up  through  the  Anglo-Taiwanese  Trade  Committee  in  London. 
The  Taiwanese  have  expressed  a willingness  to  pursue  well-documented  allegations  and 
are  generally  anxious  to  be  seen  as  a responsible  manufacturing  nation.  We  understand 
from  the  company  that  they  are  pursuing  legal  remedies  in  Taiwan,  although  they  doubt 
whether  this  course  of  action  will  produce  the  desired  results. 

The  UK  is  also  pressing,  as  a member  of  the  European  Community,  for  the  bringing 
into  operation  of  a GATT  Agreement  on  Measures  to  Discourage  the  Importation  of 
Counterfeit  Goods.  It  is  hoped  that  this  Agreement  will  come  into  effect  in  1981  and 
that,  thereafter,  the  Nigerian  Government  and  other  governments  will  be  persuaded  of 
the  merit  of  becoming  signatories.  The  Agreement  should  create  a general  climate  that 
discourages  the  production  and  handling  of  counterfeit  goods  among  trading  nations. 

John  Nott 
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